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For  Beferenc® 
Do  Not  Take 
From  the  Library 


Every  person  who  maliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit- 
erature, art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 

Psnal  Code  of  California 
1915,  Section  623 
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The 

world's  largest  computer 
maker  is  you-know-who.  And  now 
^     you  know  another  leader,  too.  That's 
right,  Fujitsu. cP We're  a  global  maker  of 
verything  from  tablet,  notebook  and  desktop 
Cs  to  workstations,  servers,  supercomputers  and 
ftware.cPWe  also  make  a  full  line  of  computer 
M'ipherals  including  high  capacity  disk  drives, 
agneto-optical  removable  storage,  tape  cartridge 
3ck-up  systems,  high  volume  document  scanners 
ind  workhorse  printers. cP  Why  are  we  telling  you 
this?  Because  we  fully  expect  you'll  be  seeing 
more  and  more  of  our  products  in  your 
business.  And  when  you  do,  we 
^     don't  want  you  to  wonder, 
Fujitsu  who?" 
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FUJITSU 


COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 
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COVER:  TELECOM  UNBOUND 

The  combination  of  AT&T  and  TCI  may 
mean  communications  services  limited 
only  by  the  imagination 
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TELECOM  UNBOUND 

What  kind  of  semces  will  at&t-tci  be 
able  to  provide?  Just  imagine:  Video  voice 
mail  will  be  a  cinch.  Phones  will  be 
hooked  up  in  moments.  Electronic 
conuTierce  is  likely  to  floiuish,  as  TV  melds 
with  the  Net.  And  the  implications  for 
aTcSt's  rivals  will  be  profoimd.  High-speed 
connections  to  the  home  will  be  20  to  30 
times  faster  than  what  the  Baby  BeUs  and 
GTE  are  providing.  If  the  combine  fUes,  it 
may  be  a  whole  new  world  for 
communications 

A  GUIDE  TO  THE  NEW  TECHNOLOGY 

The  laiiilscajif  is  changing  dramatically 
— and  the  merger  alters  it  further 
COMMENTARY:  REGULATORS 
Kennard's  n  (  is  rejoicing  at  the 
jirospect  of  ti'uc  ronipetitiiin  at  last 
CABLE-COMPANY  CINDERELLAS 
The  race  is  on  for  others  to  find 
jMrtners  before  the  glow  fades 
COMMENTARY 

Foi-  Bill  Gates,  at&t-tci  capped  a  week 
where  nothing  could  go  wrong 
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News:  Analysis  &  Commentary 

CLINTON:  WHATS  AT  STAKE  IN  CHINA 

The  President  talks  with  business 
WEEK  about  the  need  for  a  partnei'shij) 
with  Beijing  amid  crises  in  Asia 
COMMENTARY:  THE  GOP 

Hill  Fl('|]uhlicans  are  choosing  symbols 
over  substance 

WHY  VIAGRA  SALES  ARE  SLOWING 

Insurers  balk  at  paying  the  bill,  but 
other  factors  could  imjirove  the  picture 

37  COMMENTARY:  NEW-DRUG  TRIALS 
The  FMA  must  fix  the  safety  gap  that 
turns  the  i)ublic  into  gaiinea  pigs 

38  NBA  PLAYERS  GRAB  THE  BALL 
With  a  lockout  loommg,  the  union  is 
considering  suing  the  league 
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The  state  may  bid  out  data  management 
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46  JAPAN 

If  .lajjan's  last-ditch  plan  for  bank 
reform  isn't  ci-edible  and  fast  enough, 
the  yen  could  get  massacred 


2  BUSINESS  WEEK  /  JULY  6,  1998 


:tcard 

I  side  Wall 
stacked  up 

page  70 


DUNLAP 

UNDONE 

The  four 

days 

leading 

to  the  Sunbeam 
CEO's  ouster  page  64 

CLINTON  ON  CHINA 

He  explains  why  now 
is  the  time  for  a 
partnership  page  32 


ADIOS,  COW  TOWN 

Gateway  makes  a 
getaway  for  sunny 
San  Diego  page  so 


;va,  bad  news 

irUgS  pageSG 


YEN  ON  THE  BRINK 

Will  Tokyo's  "Total  Plan"  fix  the  banking  mess  lipping  the  antitrust 
before  time  runs  out?  page  46  ante  at  the  FTC  page  65 
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MAD  AVE 

THE  NFL  BENCHES 
QUICKIE  ADS 

IT  COULD  BE  A  WHOLE 
new  ball  game  this 
fall — thanks  to  a  new 
twist  in  the  National 
Football  League's  1998- 
99  season  contract  with 
broadcasters.  Pressed  by  top 
sponsors,  the  nfl  will  cut  the 
number  of  video  "vignettes" 
during  breaks  in  game 
action,  ending  cjuickie  in- 
game  ads  like  McDonald's 
"Game  Break"  and  Alcoa's 
"You  Make  the  Call." 

These  minispots  were 
stealing  too  much  thunder  to 
suit  official  nfl  sponsors, 
each  of  which  pay  up  to  $25 
million  a  season  for  the  nght 
to  advertise  during  games 
and  use  the  NFL  logo  on  their 
pi-oducts.  Sprint  Promotions 
Manager-  Pam  Ki-amer  called 
the  in-game  vignettes  "a  com- 
petitive ambush.  They  creat- 
ed   confusion    as    to  who 


MORE  ACTION,  less  trivia 

the  official  sponsor  was." 

Tlie  offending  vignettes  wall 
now  be  limited  to  nm  only  be- 
fore and  after  the  games  or 
during  halftime.  McDonald's 
says  it  is  reviewing  the  new 
NFL  rule  and  doesn't  know 
what  will  become  of  its  "Game 
Break."  Neither  Fox  nor  ABt' 
would  comment,  but  soui'ces 
say  the  networks  v^oll  be  given 
extra  commercial  breaks 
worth  up  to  $1  million  a  game 
to  help  make  up  for  lost  rev- 
enue. The  result:  Fans  may 
get  hit  with  fewer  commer- 
cials— or  may  not  even 
notice.        Lorraine  Woellert 


THE  LIST  BUILD  LOCAL.  SELL  LOCAL 


It's  no  wonder  General 
Motors  is  rushing  head- 
long to  invest  overseas. 
Despite  recent  DAW 
accusations  that  GM  is 
"putting  America  last" — 
simply  opting  for  cheap- 
er labor  overseas — 
there's  another  factor 
involved.  In  China,  for 
example,  there  is  only 
one  car  for  every  200 
adults. 


CHINA:  Future  drivers? 


COUNTRY 

PASSENGER 
CARS  (MILL.) 

GDP 
PER  CAPITA* 

ADULT 
POPUUTION  (MILL) 

CARS  PER 
100  ADULTS 

CHINA 

4.7 

659 

891.0 

.5 

THAILAND 

1.5 

3,061 

44.0 

3.4 

BRAZIL 

12.8 

5,046 

113.0 

11.3 

ARGENTINA 

4.8 

8,428 

26.1 

18.4 

HUNGARY 

2.3 

4,392 

8.2 

28.0 

U.S. 

129.7 

28,725 

207.0 

64.1 

"US  $  per  person 

1996  FIGURES 

DATA:  AMERICAN  AUTOMOBILE  MfGRS,  ASSOC,  STANDARD  &  POOR  S  "WORLD  ECONOMIC  OUrLOOK,  '  U  S  CENSUS 


,2- ,  TALK  SHOW  UThe  technology  gap  Is  causing  a 
tremendous  potential  for  social  conflict,  and  it  is  eti 
not  to  dismiss  such  concerns." 

— Ex-Soviet  leader  Mikhail  Gorbachev,  warn  ing  a  confere  je  | 
on  information  technology  about  the  new  haves  and  have-%ls  \ 

FIRST  FAMILY 

WAS  THIS  WHITE  HOUSE  BUG  ALL  BUZZ? 


IT  WAS  AN  ADVERTISING  COUP 

for  Volkswagen  that  sounded 
too  good  to  be  true:  A  report 
that  Bill  and  Hillary  Clinton 
bought  daughter  Chelsea  a 
new  1998  Beetle,  in  black. 

Turns  out  it  was  too  good 
to  be  true.  Marsha  Berry, 
Mi's.  Clinton's  press  secretaiy, 
told  BUSINESS  WEEK  there  is 
no  First  Beetle.  The  report 
was  fii'st  put  out  in  June  by 
Internet  gossip-hound  Matt 
Drudge,  then  picked  up  by 
newspapers  from  San  Diego 
to  New  York — even  prompt- 
ing Big  Three  lobbyist  An- 
drew Card  to  say  he  wished 
Clinton  had  bought  Ameri- 
can, instead. 

But  Drudge,  who  broke 
the  Monica  Lewinsky  scan- 
dal, is  also  standing  by 


his  Beetle  story.  He  s;; 
was  tipped  off  by  a  i 
but  won't  name  his  soit. 

vw,  for  its  part,  is  ii 
stopping  the  rumors-ftiiu 
the  Beetle  really  n  c  fii 
mor-e  publicity.  Spokes\  ir  k 
Karla  Waterhouse,  1  f<  K 
Beny's  denial,  had  said  'i  i 
swagen  believed  ft;] 
"Chelsea's  parents 
bought  her  a  Beetle.  I 
it's  pretty  cool  that  Ch- 
got  one."  Even  now,  t 
Waterhouse  is  reluct 
change  the  company  Urn 
much.  "We  don't  want 
teifere  with  the  Clintoi 
vacy,"  she  says.  The 
House,  however,  is  in; 
that  this  is  a  bug  that 
be  squashed.  Owen  Ull 
and  Bill 


CIVIC  PRIDE 

HAVE  ANOTHER  SIP 
OFSEAHLE 

r-tAIN    AND    SEATTLE  ARE 

synonymous.  Now,  the  Seat- 
tle City  Council  wants  to 
capitalize  on  that  con- 
nection. Council  mem- 
bers  are  mulling  a  new 
plan  to  bottle  their  city's 
water,  label  it  Seattle 
Rain,  and  sell  it  nationally. 
Revenues  from  bottled 
watei-  sales  could  provide 
relief  to  miffed  Seat- 
tleites — and  even 
fund  a  new  local 
project  to  protect 
salmon  habitat. 

Residents  have  long 
complainefl  about  theu'  water 
bills.  The  water  fee  has  been 
rising  9%  annually,  fueled  by 


the  demands  of  a  popu 
influx.  Revenues  fi'om  - 
fees  are  used  to  maint;ii 
city's  pipelines.  If  apprux  ' 
a  consultant  later  thi.-;  \ 
mer,  Seattle  Rain  could 
selling  nationally  as  ear 
rt«  next  year 

Seattle  is  nm , 
fu"st  city  to  maiist 
water  Ohio  sells  il:^ 
Toledo  label,  Kansas 
raves  about  its  Cit 
Fountains  brand,  and- 
Francisco  is  thinking  ;  ^ 
marketing  a  Hetch  1 1< 
label,  named  for  a  r 
voir  in  Yosenin  < 
tional  Park. 
Seattle  pols 
their  product  i 
ly  special.  In 
they  say,  the  secret  of  : 
tie's  success  just  might  1 
the  water.    Seauna  Bm 
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1  hings  vvcvc  not  It  eel  tinout  Americans: 


Going  places  is 
a  national  obsession. 


a 


•Up  to  100,000  miles  before  its  first  scheduled  tunc  up:    -Up  to  5  year/ISO, 000  mile 
coolant  life!    •  Lubcd  for  life  chassis     •  Lon^  life  transmission  fluid 
•More  room  for  five  than  Camry  or  Altima     'Have  a  nice  trip. 
•  1  800  950  2438    •  www. Chevrolet  com/malibu    •  SI6.195  " 


Malibu. 

The  Car  You  Knew  America  Could  Build.         Genuine  Chevrolet 


Mointenance  needs  voty  with  use  and  driving  condilions  See  youi  owner's  manual  tor  details  j Whichever  comes  first  **  1998  MSRP  includes  dealer  prep  and  destination  charge 
fox,  license  ond  optional  equipment  additional  Malibu  is  a  registered  trademark  and  Chevy  is  a  trademork  of  the  GM  Corp  ©1997  GM  Corp  Buckle  up,  Amencol  isr 


Up  Front 


CLASS  OF  '98 


EVEN  MORE  BOOH  FOR  MBAs 


THE    ECONOMY    HAS  BEEN 

very  good  to  mba  grads  this 
yeai".  Officials  at  top-tier  busi- 
ness schools  re- 
port that  1998 
graduates  typi- 
cally pulled  in 
two  or  more  job 
oilers — and,  once 
hired,  locked  in 
base  salaries  in 
the  $75,000  to 
$80,000  range. 


YOUNG  BUCKS 

Average  salaries  for 
'98  MBAs  at  select 
BUSINESS  WEEK  B-SChools 

NORTHWESTERN  $90,000 


9%  from  1997— 
not  bad   for  a 


week's  Top  10 
schools.  North- 
western's  Kel- 
logg School  of 
Management  re- 
ported the  highest  average 
base  salary  for  gi-aduates — 
$90,000.  Bonuses  also  were 
impressive:  Duke  Universi- 
ty's Fuqua  School  reported 


STANFORD 

85,000 

MIT 

83,800 

DARTMOUTH 

82,400 

CHICAGO 

80,000 

VIRGINIA 

78,000 

MICHIGAN 

75,500 

*median  figure 

DATA:  SCHOOLS:  HARVARD  UNIVERSITY, 
THE  UNIVERSITY  OF  PENNSYLVANIA, 
AND  COLUMBIA  UNIVERSITY  DECLINED 
TO  PROVIDE  NUMBERS 


average  sign-on  money  of 
$18,100  and  a  guaranteed 
bonus  (after  one  year)  of 
$19,100— on  top 
of  a  $79,500 
average  base 
salary.  Add  it  all 
up,  and  that's  a 
$116,700  pack- 
age, an  increase 
of  17%  over  last 
year.  At  North- 
western, the  av- 
erage $130,000 
package  jumped 
by  $15,000.  New 
York  Univer- 
sitv's  went  up 
27%,  to  $117,237. 

One  top  perk: 
tuition  reimbui-se- 
ments  for  MBAs 
who  took  jobs 
by  Jan.  1,  1998.  With  big 
bucks  like  these,  $25,000-plus 
schooling  costs  at  top-tier  in- 
stitutions almost  seem  like  a 
bargain.  Joan  Oleck 


PAPER  PLAYS 

ONE  MORE  REASON 
TO  AVOID  IPOs 

CHANCES  ARE,  THAT  IPO  THAT 

once  looked  like  a  winner  is 
now  depressing  your  portfo- 
lio. While  many  factors  de- 
termine how  an  IPO  fares, 
new  research  confiiTns  a  long- 
standing suspicion:  Many 
companies,  before  going  pub- 
lic, fudge  their  numbers  so 
as  to  appear  more  profitable. 

In  a  study  to  be  published 
in  an  upcoming  issue  of  the 
Journal  of  Fhmnce,  a  tiio  of 

Portfolio  Poopers 


COMPANY 

IPO 
PRICE 

RECENT 
PRICE 

CLEVELAND 
INDIANS 

15 

ll'/f. 

EARTHSHELL 

21 

\u 

NAN06EN 

11 

6/ 

STEELCASE 

28 

24'X6 

DATA:  STANDARD  &  POORS 


finance  professors  found  that 
many  companies  manipulated 
their  profit  statements,  in 
some  cases  shifting  costs  from 
present  periods  to  futm-e  ones. 
Then,  when  reality  caught  up 
with  the  aggi'essive  account- 
ing, shai-e  prices  suffered.  Tlie 
researchers  examined  how 
1,649  companies  that  went 
public  in  the  1980-92  period 
accounted  for  their  profits. 
They  divided  the  companies 
into  foiu'  gi'oups,  ranging  fi'om 
those  with  the  most  aggi'es- 
sive  accounting  practices  to 
those  with  the  most  consei'va- 
tive  ones.  The  result?  Three 
years  after  the  IPO,  total  re- 
turns among  the  most  ag- 
gressive gi'oup  were  20%  be- 
low those  of  the  most 
consei-vative  one.  Says  co-au- 
thor Ivo  Welch  of  the  Univer- 
sity of  California  at  Los  An- 
geles: "Unless  you  ai-e  a  veiy 
sophisticated  investor  who 
spends  a  lot  of  time  reading 
all  the  details,  stay  away 
from  IPOs."      Robert  Barker 


DRAWN  &  QUARTERED 


l-WAY  PATROL 

STOP  AND  DOWNLOAD 
THE  ROSES  

WANT  TO  BUY  YOUR  LOVED 

one  another  Porsche  or  a 
new  mansion  but  can't  afford 
it?  Send  a  picture  of  one 
instead. 

Sound  ridiculous? 
Not  to  people 
who  visit  the  n 
gi'owing  num-  '  "-^^ 
ber  of  "virtu- 
al"  flower  and 
big-gift  sites 
on  the  Web. 
There,  cash- 
short  shoppers 
can  send  im- 
ages of  practi-  '  ' 
cally  anything — even  a  digi- 
tal bowl  of  chicken  soup — in 
lieu  of  the  real  thing.  Just 
type  in  an  E-mail  destina- 
tion, and  faux  favors  are 
zapped  in  minutes. 


According  to  Net 
mei'ce  analysts,  the  ne\ 
of  viitual.com  sites  re})i' 
one  of  the  hottest  trei 
Web  advertising.  "Not 
off-limits,    except  X 
material,"  says  Mostal'a 
frawy,     an  executivl 
Philadelpliia-based  CybeJ 
which  designs  sit^ 
retailers  called 
meal,  which 
up  cybeifarJ 
Retailer^ 
to  whet  vil 
appetites  e| 
so  that 
they'll  splurj 
the  real  thins" 
success — likeP 
perfect  gift — can 
the   eye   of  the  beh 
Virtualflowers.com  dei 
some  8,000  image-boul 
daily — but  only  about  4| 
ones.  At  least  for 
pollen  is  still  preferalj 
pixels.  Tammii 


THE  BIG  PICTURE 


MANAGED  CARE:  A  MIXED  BLESSING  Even  mov> 
than  the  public  or  lawmakers,  executives  are  of  two 
minds  about  managed  care.  They  love  its  cost  saving 
but  blast  its  quality, 


FEELINGS  ABOUT  MANAGED  CARE 
NEGATIVE      EXECUTIVES  POSITII 


FOOTNOTES  U.  S.  retail  sales  of  gourmet  chocolate  products  in  1997,  $740  milliOIl;  projection  for  2002,  $1 .6  bilNon 
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60      40  20 

►  PERCENT  POU  NUMBERS  EXCLUDE  THOSfl 

n.-.  ,.„„T,„  ,.,  u,nn.  ™.,,nr  NO  RESPONSE  AND  WHO  ANSWl 

OAlA,  WIRTHLIN  WORLDWIDE  ..^0  EFFECT  '  OR  "DONT  KNol 


:o-w  AA-idrogoft  is  using  Clarify 

to  get  a  clear  view  of  its  customers. 


Mark  Perry,  General  Manager,  Wdrldwide  Support,  Microsoft 


Li 

solutionT^ 
ejistomer  sen'icaj 
and  help  ck-sks. 

go  arc ^fe\  n  gistertnl  tudcmarks,  or  tradcniaiks  of  Microsoft 
iration  in  the  Unit^^ates  ^a!ox  other  countries 


Microsoft  is  the  worldwide  leader 
in  softivare  for  personal  computers. 
Mark  Perry's  mission  is  ensuring 
the  long-term  success  of  its 
customer  relationships. 
"Our  goals  are  straightforward: 
find  out  what  our  customers 
need  and  make  sure  they're 
successful.  That's  our  mimber 
one  priority.  Clarify  simply  has 
the  best  solution  to  meet  our 
business  objectives.  They  realized 
that  this  would  be  a  long-term 
relationship,  and  worked  really 
hard  to  make  our  project  a 
success.  Now  we  can  see  each 
customer  individually.  With 
Clarify  we  can  tailor  our 
interactions  to  each  customer's 
needs,  and  be  more  proactive 
in  helping  them  make  decisions 
about  the  future.  So  they're  much 
more  loyal.  Everyone  wins." 


CLARIFY 


Sales  and  service  solutions  that  deliver." 


1.888'CLARIFY 

www.clarify.com 
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THE  HOT  BOOK  IN  HIGH  TECH 


The  high  quahty  of  BUSINESS 
week's  technology  coverage  is 
well-known.  We  devote  more 
people  and  pages  to  high  tech  than 
any  other  magazine  this 
side  of  the  computer 
books.  And  we  earn  more 
editorial  awards. 

This  year,  we  have  won 
two  high  honors  in  the 
Computer  Press  Awards, 
administered  by  the  Com- 
puter Press  Assn.  and  the 
Medill  School  of  Journal- 
ism at  Northwestern  Uni- 
versity. No  other  general 
business  magazine  was 
even  a  finahst. 

In  the  general-interest-publication 
category,  business  week  won  on  the 
basis  of  three  cover  stories:  "The 
New  Business  Cycle,"  an  analysis  of 
how  information  technology  drives 
the  economy;  "Silicon  Valley,"  our 
summer  double  issue  on  the  dynamic 
region  that  has  become  synonymous 
with  innovation  and  infonnation  tech- 


A  PRECISE  WAY 

TO  HEDGE  THE  DOW  

If  your  readers  are  considering  put 
options  that  "let  you  stay  in  the  mai-ket 
with  the  stocks  you  like,  secure  in  the 
knowledge  that  you  can't  be  wiped  out 
if  the  Dow  Jones  industrial  average 
heads  south,"  you  gave  them  the  sec- 
ond-best advice  ("A  safety  net  for  your 
nest  egg,"  Midyear  Investments  Out- 
look, June  15). 

If  you  want  to  hedge  against  a  D.JIA 
decline,  put  options  on  the  Dow  itself 
would  be  the  vehicle  of  choice.  Options 
on  the  Standard  &  Poor's  500-stock  in- 
dex, which  you  i-ecommended,  would  be 
better  for  The  McGraw-Hill  Companies, 
publisher  of  business  week  and  ovraer  of 


BusinessWeek 


THE  DIG 
F 


WINNER:  For  best 
individual  feature 


nology;  and  "The  Digital  Frontier.'- 
This  last  piece,  a  look  inside  the  tc 
computer  labs,  also  won  for  best  ii 
dividual  feature. 

Other  joumahsm  awai 
have  honored  "The  Biote 
Century,"  a  cover  stoiy 
(|uickly  following  the  an 
nouncement  that  scientis 
in  Scotland  had  cloned  a 
sheep.  The  story  earned 
the  Deadline  Club  Aware 
for  best  magazine  news  i  w  i 
porting,  presented  by  th<  *" 
New  York  City  Chapter 
the  Society  of  Profession 
JournaHsts.  It  also  won 
print  journalism  award 
from  the  American  Institute  of  Bio 
logical  Sciences. 

As  always,  the  real  winner  is  yo 
the  reader. 


Editor-in-Ch 


Standard  &  Poor's  but  otherwise  a 
precisely  targeted  solution. 

David  E.  Mi 
Presii 
Dow  Jones  Ind 
New 


DON'T  OVERLOOK 
THE  TERROR  IN  TIBET 


Your  essay,  "Don't  let  Cong 
shanghai  China  policy"  (Economic  V 
point,  Jime  15),  was  troubling.  It  see 
to  suggest  that  congressional  con( 
about  human  rights  in  Cliina  was  m 
ly  a  "short-term  political  cuirent"  o: 
"annual  brouhaha"  and  that  Cong 
should  focus  only  on  promoting  tr. 
You  implied  that,  at  this  juncture 
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IRECTIONS&  CLARIFICATIONS 

}le  accompanying  "A  way  to  wellness — 
limits"  (Personal  Business,  June  22), 
;h  ran  in  some  editions,  gave  an  incor- 
address  for  the  National  Institutes  of 
th  Office  of  Alternative  Medicine  Web 
i.  The  correct  address  is 
ied.od.nih.gov. 


ry,  anything  else  is  a  distraction, 
have  just  returned  from  Tibet, 
e  people  cannot  speak,  write,  trav- 
isemble,  or  practice  their  religion 
r.  I  do  not  believe  that  it  is  possible 
16  U.  S.  to  maintain  a  stable  trade 
T  with  a  government  that  can  spon- 
he  brutality  China  is  cun-ently  in- 
ig  on  Tibet.  Most  Americans  still 
^ize  that  there  are  values  more 
rtant  than  greed.  It's  fundamental 
ir  history  and  culture:  We  stand 
I  bulhes.  We  don't  subsidize  them. 

Edward  C.  Fargis 
New  York 

ADA'S  PUBLISHERS  JUST 
J  A  LEVEL  PLAYING  FIELD 

le  crux  of  the  matter  in  "Does 
tdian  culture  need  this  much  pro- 
Dn?"  (News:  Analysis  &  Commen- 
June  8)  is  that  the  measures  in 
;  today  were  instituted  to  ensure 
ible  Canadian  publishing  industiy, 
cularly  for  publishers  of  trade  and 
omer  magazines. 

ven  their  average  profitability  of 
ir  5%,  most  Canadian  publishers 
Id  find  it  impossible  to  compete 
ist  U.  S.  pubhshers.  Using  U.  S.  ed- 
al  content,  art,  and  photography, 
Yanks  could  undercut  advertising 
5  charged  by  Canadian  publishers — 
editorial  equivalent  of  dumping, 
n  erosion  of  advertising  revenue 
id  probably  wipe  out  the  industiy. 
adian  publishers  are  not  seeking 
ection  from  competition  but  want 
isure  a  level  playing  field.  Without 
sui-es  to  provide  for  that,  Canada 
Id  be  awash  in  regurgitated  U.  S. 
)rial  and  have  no  fuilher  basis  for  a 
umer-  and  trade-magazine  publish- 
industry  of  its  own. 

Paul  Plesman 
President  &  CEo 
Plesman  Communications  Inc. 

Toronto 


K  WELCH: 
RASCAL? 


ROLE  MODEL 


disagree  with  the  closing  analysis  of 
w  Jack  Welch  nms  ge"  (Cover  Sto- 
lune  8),  which  leaves  the  impres- 
that  General  Electric  Co.  will  not 


prosper  without  Welch  as  Chief  Execu- 
tive OfBcer  This  could  hardly  be  further 
from  the  tnith. 

Jack  Welch  does  not  motivate  peo- 
ple. People  motivate  themselves.  No  sin- 
gle person  can  take  a  company  from 
.$12  bilhon  to  $280  billion  by  himself.  It 
takes  an  army — such  as  the  army  that 
Jack  has  built  by  creating  an  environ- 
ment that  attracts  and  retains  the  best 
and  the  brightest.  Jack's  legacy  will  not 
be  his  ability  to  motivate,  it  will  be  the 
environment  he  has  created,  one  that 


will  prosper  beyond  his  time  at  the 
helm. 

Mike  Higgins  Jr. 
Prairie  Village,  Kan. 

I  was  sti-uck  by  the  similarities  be- 
tween Jack  Welch  and  my  grandfather, 
Walter  Hoving,  chairman  of  Tiffany  & 
Co.  for  25  years.  I  was  also  stiTick  by 
the  differences.  I  wondered  what  Walter 
Hoving  would  have  done  if  he  had  been 
told  his  company  was  responsible  for 
creating  81  toxic  Superfund  sites  across 


f&jl998  The  Williams  Compdnies,  Inc. 


Who's  giving  direction?  That  WOliams  energy,  of  course.  Wliile  others 
sheepishly  shy  away  from  the  California  energy  market,  we've  invested 
in  it.  On  a  blockbuster  scale. 


that  Williams  energy 


www.willtales.com/energy 
l-SOO-WILLIAMS 
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on  page  92 


Ghild-proof  caps  protect 
those  who  can't  read. 

Medicme  labels  protect 
those  who  can.  1 


Wled 

Table 


Read  your  medicine  label.  It  telJs  you  all  you  need  to  know. 
It's  the  first  step  to  getting  better. 


A  message  from  the  ^"^^A^f*^ 

Council  on  Family  Health  IMIWIlW 

A  public  service  by  the  manufacturers  of  medicine 
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the  U.S.  through  pcb  contamina.< 
Would  he  have  launched  a  publ 
lations  campaign  downplaying  the 
city  of  fish  tainted  with  pcbs,  a 
pound  banned  worldwide?  Woul 
have  spent  large  amounts  of  share 
er  money  on  a  lobbying  campaig 
amend  the  federal  Superfund  la 
limit  industry  liability  for  the  cos 
toxic  cleanups? 

I  think  not.  My  gi'andfather's  se 
responsibility  to  the  country  he  lov- 
eluded  a  moral  conviction  to  do  w^ 
right.  Welch  epitomizes  the  stereot; 
corporate  leader  whose  sense  o 
sponsibility  is  driven  by  the  short - 
bottom  line.  The  things  that  in- 
many  of  today's  business  leadei 
greatness  are  a  sad  departure 
what  made  business  leaders  gre 
my  gi'andfather's  time. 

.John  H( 
Garrison 
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SOMEONE  ELSE'S  HOUSE 

America's  Unfinished  Struggle  for  Integration 

By  Tamar  Jacoby 

Free  Press  •  614pp  •  $30 


WHAT  WENT  WRONG  ON 
THE  WAY  TO  INTEGRATION 


In  one  of  the  well-crafted  stories  that 
make  up  Tamar  Jacoby's  misguided 
book,  Barry  Gottehrer,  New  York 
Mayor  John  V.  Lindsay's  white  ambas- 
sador to  black  New  York,  wonies  about 
the  approacliing  summer  of  1967,  hoping 
to  prevent  the  riots  that  have  rent  oth- 
er American  cities.  "What  were  [those 
riots]  about  exactly?"  wonders  Got- 
tehrer. "How  much  was  targeted 
protest,  how  much  sheer  ft^^stration  and 
unappeasable  rage?" 

Lindsay  and  his  team,  wi-ites  Jaco- 
by, "fell  back  on  their  own  conventional 
political  assumptions:  deciding  that  ri- 
ots . . .  were  meant  to  express  specific 
gripes  about  ghetto  conditions — and  that 
they  could  be  prevented  if  the  city  ad- 
dressed those  legitimate  demands." 
Judging  the  Lindsay  administration 
tragically  naive,  she  says:  "It  did  not 
occur  to  [them]  that  much  of  the  lead- 
ership in  the  ghetto  might  be  beyond 
reasoning,  beyond  negotiation  or  even 
pragmatic  goals." 

The  tale  is  emblematic  of  much  of 
what  Jacoby  has  to  say  in  Someone 
Else's  House.  What  happened  to  inte- 
gration? It  was  killed  by  black  rage  and 
demagogneiy  and  by  white  liberal  con- 
ciliation, says  the  former  New  York 
Times  editor,  now  a  fellow  at  the  con- 
sei^vative  Manhattan  Institute  for  Policy 
Research.  There's  also  a  policy  critique: 
Jacoby  lauds  integi-ation  but  holds  that 
"the  old  stratagems,"  such  as  affimiative 
action,  "have  proved  bankrupt  or 
worse."  It's  an  increasingly  popular 
analysis.  Unfortunately,  it  ^ves  short 
shrift  to  such  factors  as  deindustrializa- 
tion,  and  it  substitutes  finger-pointing 
for  soUd  policy  recommendations. 

Jacoby  focuses  on  the  complex  sto- 
ries of  race  politics  in  three  American 
cities — New  York  in  the  1960s,  Detroit 
in  the  1970s,  and  Atlanta  in  tiie  1980s— 
through  the  ups  and  downs  (but  mostly 
downs)  of  their  mayors. 


In  New  York,  as  the  author  sees 
things,  Lindsay — in  office  from  1965  to 
1973 — applies  charisma  and  good  inten- 
tions to  bring  City  Hall  closer  to  the 
black  ghettos.  But  when  these  fail  him, 
he  submits  to  appeasing  black  national- 
ist hotheads,  alienating  the  white  work- 
ing class,  and  delivering  city  schools  to 
community-control  militants. 

The  tenure  of  Coleman  Young,  De- 
troit's fii'st  black  mayor  (1973-93),  was  a 
test  of  how  much  difference  black  lead- 
ership can  make.  Not  much,  Jacoby  con- 
cludes, because  "whether  for  i«— 
political  reasons  or  out  of 
deep-seated  personal  antag- 
onism, he  couldn't  seem  to 
help  fueling  the  city's  racial 
hostility."  As  crime  rises. 
Young  promotes  black  cops, 
then  cuts  back  on  police;  as 
whites  flee,  he  proudly  de- 
clares Detroit  a  black  me- 
tropolis. By  the  time  the 
Renaissance  Center,  the 
city-saving  vision  of  some 
white  businessmen,  goes  up,  _«>~~_ 
it  is  already  doomed:  In  the  fii'st  five 
years,  the  center  bleeds  $130  million  in 
operating  costs. 

Atlanta,  to  many  an  exemplar  of  in- 
tegi'ation,  is  for  Jacoby  a  model  of  the 
toxicity  of  affirmative  action.  When  a 
multimillion-dollar  aiii3ort  project  adds 
butter  to  the  fat  economy.  Mayor  May- 
nard  Jackson  (1973-81  and  1989-93)  im- 
plements a  "set-aside"  progi-am  guar- 
anteeing a  share  of  the  construction 
work  to  black  companies.  Aimed  at  gen- 
erating work  throughout  the  black  com- 
munity, the  program — which  still  gov- 
erns Atlanta's  public  works — em-iches  a 
few  already  wealthy  black  men,  along 
with  whites  who  illegally  procure  con- 
tracts using  black  fronts. 

Perhaps  these  mayors  were  flawed 
leaders.  But  their  cities  faced  catastro- 
phes that  Jacoby  skims  past,  such  as 
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the  decline  of  industry,  which  devata 
ed  both  low-paid  black  workers  in  lij 
York  and  high-paid  unionized  one  i 
Detroit,  and  bone-deep  federal  bu(| 
cuts.  As  for  Atlanta's  debacle,  nei{ 
Jackson  nor  affirmative  action  cai 
held  to  blame  for  those  time-hone 
roadblocks  to  black  advancement,  c 
privilege  and  coiTuption. 

Jacoby  calls  these  mayors'  solut 
wrongheaded  and  piddling.  Lindsay, 
instance,  threw  money  at  recreatioi 
cool  down  ghetto  youth  instead 
spending  on  jobs.  The  author  someti 
implies  that  solutions  going  too  fai 
color  don't  go  far  enough  on  cash:  ( 
porations  have  found  affirmative  ac 
"cheaper. ..  than  massive  program; 
rebuild  the  ghetto,  wholesale  job  tr 
ing  or  revamping  the  public  schoc 
Yet  she  rejects  such  programs.  Insti 
she  favors  the  usual  scattershot  con 
vative  remedies,  such  as  private  h' 
loans,  which  can't  address  the  i 
shortage  of  moderately  priced  hous 
—  and  school  vouchers,  wl 
sap  public  schools  of  taler 
students  and  funds. 

To  help  themselves,  p 
blacks  should  act  more  c. 
ly,  Jacoby  urges.  They  n 
"acculturation,"  she  rep( 
fi-equently,  to  the  values 
behaviors  of  the  "mi 
stream."  As  for  leaders! 
she  applauds  New  Y 
Mayor  Rudolph  Giuli 
whose  stem  law  and  or 
II  policies  have  won  over 

"black  silent  majority,"  she  says, 
she  cites  figures  showing  that  only 
in  three  black  New  Yorkers  called 
first  term  a  success. 

Many  experts  left  and  right  ad 
that  both  affirmative  action  and 
strong  economy  have  contributed  to 
impressive  shift  of  blacks  into  the  n 
die  class.  Still,  preferences  and  pi 
perity  are  leaving  the  poorest — includ 
too  many  blacks — behind.  This  fact, 
rage  about  it,  can't  be  chalked  up 
"hate-whitey"  brainwashing.  The  p 
to  equality  won't  be  blazed  by  rioters 
demagogues.  But  neither  will  it  be 
those  who  underestimate  the  legitim 
of  their  giievances. 

BY  JUDITH  LEV 
Levhie    has    written  about 
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and  sexuality  for 
publications. 
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JACOBY  FINDS  FAULT  WITH  AFFIRMATIVE  ACTION 


BUT  HAS  LITTLE  TO  OFFER  IN  ITS  PLACE 
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HARDCOVER  BUSINESS  BOOKS 


TKE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze  Orman 
(Crown  •  $23)  Practical  and  "spiritual"  steps  for  managing 
money. 

THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanley,  PhD, 
and  WiHiam  D.  Danko,  PhD  (Longstreet  Press  •  $22)  The 
penny-pinchers  shall  inherit  the  earth. 

TITAN  by  Ron  Chernow  {Random  House  •  $30)  John  D. 
Rockefeller  Sr.,  the  devil  and  angel. 

THE  ROARING  2000s  by  Harry  S.  Dent  Jr.  (Simon  &  Schus- 
ter •  $25)  The  good  times  keep  on  rollin'. 

THE  UNEMOTIONAL  INVESTOR  by  Robert  Sheard  (Simon  & 
Schuster  •  $25)  Another  Motley  Fool's  market-beating 
advice. 

HOW  TO  RETIRE  RICH  by  James  O'Shaughnessy  (Broadway  • 
$25)  Number-crunching  your  way  to  the  golden  years. 

THE  GORILLA  GAME  by  Geoffrey  A.  Moore,  Paul  Johnson, 
and  Tom  Kippola  (HarperBusiness  •  $26)  Spotting  high-tech 
stocks  that  dominate  their  market  niches. 

UNLEASHING  THE  KILLER  APR  by  Larry  Downes  and 
Chunka  Mui  (Harvard  Business  School  •  $24.95)  How  to 
"achieve  escape  velocity  from  your  current  paradigm. " 

\    CONTRARIAN  INVESTMENT  STRATEGIES  by  David  Dreman 
I    (Simon  &  Schuster  •  $25)  A  fund  manager's  unorthodox 
advice. 

[  SELLING  THE  INVISIBLE  by  Harry  Beckwith  (Warner  •  $16) 
I    A  collection  of  bite-size  lessons  on  marketing. 

DIE  BROKE  by  Stephen  M,  Pollan  and  Mark  Levine  (Harper- 
Business  •  $25)  Forget  about  the  will — and  the  conventional 
wisdom — says  a  financial  adviser. 

BLUR  by  Stan  Davis  and  Christopher  Meyer  (Addison-Wesley 
^    •  $25)  Finding  focus  in  a  world  of  constant  change. 

[    BIG  DEAL  by  Bruce  Wasserstein  (Warner  •  $30)  An 
j    exhaustive  history  of  recent  mergers  and  acquisitions. 

j    JACK  WELCH  SPEAKS  by  Janet  Lowe  (Wiley  •  $16.95) 

Quotes  from  GE's  man,  culled  from  speeches,  news  stories, 
j    and  his  own  writings. 

I    WALL  STREET  MONEY  MACHINE  by  Wade  B.  Cook 
I    (Lighthouse  Publishing  •  $24.95)  A  former  cab  driver's 
formulas  for  striking  it  rich. 
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PAPERBACK  BUSINESS  BOOKS 


THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $14)  Habitually  popular. 
THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and  Tom 
Gardner  (Fireside  •  $12)  The  online  duo  puts  it  on  paper. 
THE  1998  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 

Richard  Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The 
enduring  job-search  bible. 

SUCCESS  IS  A  CHOICE  by  Rick  Pitino  with  Bill  Reynolds 
(Broadway  •  $13)  Coach  says  work  harder,  harder! 
THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTANDING 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Alan  M. 
Siege!  (Fireside  •  $14.95)  Concise  explanations  enriched 
with  graphics. 

1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob  Nelson  (Work- 
man •  $10.95)  Give  them  a  champagne  brunch,  a  casual- 
dress  day — or  plain  old  cash. 

THE  MOTLEY  FOOL  INVESTMENT  WORKBOOK  by  David  and 

Tom  Gardner  (Fireside  •  $12)  "So  where  do  I  find  stocks?" 

and  other  queries,  asked  and  answered. 

BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 

(HarperBusiness  •  $15)  How  3M,  Wal-Mart,  Procter  & 

Gamble,  and  others  became  standouts. 

BARRON'S  DICTIONARY  OF  FINANCE  AND  INVESTMENT 

TERMS  by  John  Downes  and  Jordan  Elliot  Goodman  (Barron's 

•  $11.95)  What  is  an  oligopsony  anyway? 

PERSONAL  HISTORY  by  Katharine  Graham  (Vintage  •  $15) 
The  grande  dame  of  The  Washington  Post  on  journalism, 
business,  and  her  life. 

INVESTING  FOR  DUMMIES  by  Eric  Tyson,  MBA  (IDG  Books  • 
$19.99)  From  stocks  to  small  business — with  cartoons,  too. 
GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruce 
Patton  (Penguin  •  $12.95)  A  Harvard  team's  step-by-step 
guide  to  conflict  resolution. 

GET  A  FINANCIAL  LIFE  by  Beth  Kobliner  (Fireside  •  $12) 
Hey,  Gen-Xers,  mutual  funds  and  mortgages  can  be  fun! 
THE  E  MYTH  REVISITED  by  Michael  E.  Gerber  (HarperCollins 

•  $15)  Starting  and  maintaining  a  small  business. 

HOME  BUYING  FOR  DUMMIES  by  Eric  Tyson  and  Ray  Brown 
(IDG  Books  •  $16.99)  Getting  your  dream  house. 


I  ISINE5S  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics, 
^  anagement,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  repre- 
{  nted.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  May. 

I  Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com  (Click  on  BW  Plus!) 


HOT  TYPE 


One  sign  we  live  in  contentious  times 
is  the  evergreen  popularity  of  Getting  to 
this  month's  No.  12  paperback  and  a  regular  on  the  busi- 
;s  WEEK  Best-Seller  List  for  more  than  three  years.  Against 
:  backdrop  of  the  feverish  strike  at  General  Motors  Corp., 
'  how-to-negotiate  primer  seems  well  worth  revisiting. 
Authors  Roger  Fisher,  William  Ury,  and  Bruce  Patton  assert 
it  bargaining  should  not  consist  of  haggling  over  opposing 
sitions,  such  as  precise  dollar  figures.  Whether  talks  center 
the  value  of  an  antique  or  the  status  of  hostages,  nego- 
tors  are  more  likely  to  get  results  from  "principled  negoti- 
ons,"  they  say.  This  approach  involves  "focusing  on  basic 
erests,  mutually  satisfying  options,  and  fair  standards." 


Once  the  parties  have  identified  each  others'  underlying  in- 
terests— fairness,  say,  or  stability — and  brainstormed  in  a 
search  for  creative  options,  they  are  more  likely  to  reach 
agreement.  The  biggest  problem  for  the  authors,  all  of  whom 
have  taught  negotiation  at  Harvard  University,  lies  in  their  no- 
tion that  solutions  can  be  found  in  "objective  criteria."  In  the 
end,  there  are  no  such  things:  Wage  standards,  for  example, 
reflect  both  momentary  power  relations — such  as  unions'  po- 
litical strength — and  ephemeral  demographics,  such  as  the 
size,  education,  and  age  of  the  labor  force.  All  the  same,  Get- 
ting to  Yes  has  sufficient  wisdom  to  merit  several  more  sea- 
sons of  best-sellerdom. 

BY  HARDY  GREEN 
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BY  STEPHEN  H.  WILDSTROM  
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NOW,  SCANNERS 
ARE  A  SNAP  TO  USE 


create  a  document  that  your 
word  processor  can  handle. 
Drop  an  image  on  the  icon  of 
Adobe  PhotoDeluxe  oi'  othei' 
image-editing  program,  and 
the  application  launches  with 
your  picture  open. 

To  make  things  even  easi- 
er, the  OneTouch  offers  sev- 
eral buttons.  One  begins  a 
scan  and  opens  the  Paper- 


And  the  latest  models 
are  more  versatile, 
thanks  to  their  drag- 
and-drop  software 

Using  computers  to  edit 
or  play  with  pictures 
has  become  increas- 
ingly popular.  But  the 
first  step,  getting  im- 
ages into  digital  form, 
has  been  anything  but 
fun.  A  new  class  of  cheap, 
easy-to-use  color  scanners  for 
Windows  computers  is  at  last 
making  it  simple  to  tura  youi- 
snapshots  into  images  that 
can  be  printed,  incorporated 
into  craft  projects.  E-mailed, 
or  posted  on  a  Web  site.  You 
can  utilize  the  scanner  to 
make  quick  copies,  convert 
printed  documents  into  text 
that  can  be  edited  in  a  word 
processor  or  sent  out  over  a 
fax  modem. 

Scanners  come  in  two  ba- 
sic varieties,  sheetfed  and 
flatbed.  Sheetfed  scanners  use 
motorized  rollers  to  draw  pa- 
per past  the  light  sensors 
that  create  the  digital  image. 
Their  main  advantage  is  that 
they  take  up  little  room.  But 
they  are  less  versatile  than 
flatbeds  and  are  more  prone 
to  eiTors.  A  flatbed  is  basi- 
cally a  box  with  a 
hinged  cover  over  a 
sheet  of  glass.  Materi- 
al is  placed  on  the 
glass,  just  like  on  an 
office    copier.  The 
flatbed  scanner  can 
handle  books,  maga- 
zines, and  other  bound 
documents. 

The  Visioneer  Pa- 
perPort  OneTouch,  a 
flatbed,  may  be  the 
most  convenient  scan- 
ner I  have  used.  It 


connects  easily  to  a  printer 
port,  and  you  can  plug  your 
piinter  into  the  scanner  when 
you  want  to  use  both.  The 
OneTouch  comes  with  Vi- 
sioneer's  excellent  PaperPoit 
software,  which  provides 
drag-and-drop  handling  of 
items  you  scan  in. 

When  you  scan  an  image, 
a  thumbnail  version  of  it  ap- 
pears on  the  desktop.  You 
can  sort  images  into  folders. 
PaperPort  then  lets  you  drag 
an  image  of  a  text  page  to 
your  word  processor.  The 
progi'am  uses  optical  charac- 
ter recognition  software  to 


Port  SI  lit  ware.  Another  but- 
ton sends  the  scan  directly 
to  a  printer,  effectively  creat- 
ing a  copy  machine.  A  third 
sends  the  scan  to  the  fax 
software  you  designate.  And 
a  fourth,  labeled  "custom," 
can  connect  to  the  link  of 
your  choice. 

The  Agfa  SnapScan  EZ,  as 
befits  the  camera  and  film 
heritage  of  its  maker,  seems 
ideally  suited  for  photo- 
graphic work.  Like  the  One- 
Touch,  it  can  scan  up  to  1200 
dots  per  inch  vertically  and 
600  DPI  homontally.  For  pho- 
to work,  the  more  dots,  the 


A  Trio  of  Scanners 


SCANNER 

TYPE 

RESOLUTtON 

PRICE 

VISIONEER  PAPERPORT  ONETOUCH 

(800  787-7007  or  510  608-6300) 

Flatbed 

600x1200 
dots  per  inch 

$250 

AGFA  SNAPSCAN  EZ 

(301  440-2500) 

Flatbed 

600x1200  DPI 

$199 

STORM  PAGESCAN  USB 

(888  438-3279  or  650  969-9555) 

Sheet-fed 

300x300  DPI 

$120 

DATA;  MANUFACTURERS 


it 
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better  the  results.  But 
dot  concentration,  or  res 
tion,  alone  can  be  misleati] 
I  found  I  got  consiste,] 
better  photo  scans  with 
Agfa  than  the  Visioneer  1  > 
machines  can  scan  at  k> 
resolutions,  which  allows 
faster  scanning  and  ere; 
smaller  files. 
EASIER  INSTALLATION, 
big  advantage  of  the  St,g 
Scan  is  in  the  FotoSnap  s 
ware  it  uses  to  control 
scanner.  FotoSnap  make 
simple  to  fit  the  ] 
cessing  to  the  use 
will  be  making  of 
images.  An  image 
fined  for  a  photo-quj 
printer  will  automatii 
be  read  at  the  highest 
sible  resolution. 
The  Storm  PageScan 
is  an  inexpensive,  shee 
device  best  suited  to  ente: 
documents  for  such  thing 
faxing,  quick  copying,  or 
scanning  photos  for  on 
purposes,  since  its  300 
resolution  is  low  for  seri 
photo  work.  The  PageSc 
distinction  is  that  it  is 
first  of  a  coming  flood  of  s 
ners  to  use  the  new  unive 
serial  bus  connection  on  c, 
puters.  making  installal 
easier.  It  also  avoids 
problems  some  printers  h 
in  sharing  a  port  with  an( 
er  device. 

Wliether  you  go  for  om 
these  scanners  or  a  comp 
tor  from  companies  such 
UMAX  or  Mustek,  choos 
the  right  image-managem 
software  will  make  thing 
lot  easier.  In  addition  to 
sioneer's  PaperPort  (whie 
also  available  in  a  Macint 
version),  Xerox'  Pagis  Pr 
good  at  managing  your  sc 
and  dispatching  them  to  ( 
er  applications.  If  your  s( 
ner  doesn't  come  bund 
with  one  of  these,  you'd 
well  to  spend  $50  for  a  cc 
Not  that  long  ago,  sc 
ners  were  considered  ex< 
equipment  for  specialists. 
I  suspect  you'll  find  that 
using  one  for  a  few  d; 
you'll  wonder  how  you 
along  without  it. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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ong-term  perspective  on  Asia. 

nparalleled  understanding  of  its 
opportunities  and  challenges. 

ommitment  to  the  region  today  and 

tomorrow* 


Our  Commitment  to  Asia 

More  than  50  years  ago,  BankAmerica  made  the  visionary  commitment 
to  help  finance  Asia's  development,  and  built  a  network  to  do  it. 

Today,  our  commitment  is  stronger  than  ever  Our  in-country  specialists 
and  research  teams  across  the  region  provide  the  hands-on  knowledge 
and  analysis  necessary  to  thoroughly  understand  diverse  Asian  markets. 
Our  product  expertise  and  global  financial  strength  enable  us  to  answer 
capital  raising  challenges  with  innovative  solutions.  And  our  international 
network  of  issuers  and  investors  ensures  client  access  to  opportunities 
and  resources  needed  to  grow  businesses. 

Today  and  tomorrow,  BankAmerica  remains  dedicated  to  helping 
our  clients  in  Asia  move  forward. 

That's  power  in  motion.  That's  BankAmerica  in  motion. 


r 


BankAmerica 


www.bankamerica.com 


power  „ 

m  motion. 


Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


WASHINGTON  CANT  KEEP  HIGH  TECH 
TO  ITSELF,  SO  WHY  TRY? 


NO-GAINER: 

Do  satellites  and 
supercomputers 
have  military 
uses?  Sure. 
But  a  U.S.  ban 
on  exports 
would  only 
drive  global 
customers  to 
competitors 


Laura  D'Andrea  Tyson  Is  dean  of  the 
Haas  School  of  Business  at  the  Uni- 
versity of  California  at  Berkeley  and 
was  President  Clinton's  chief  econom- 
ic adviser 


What  do  flat-panel  displays,  super- 
computers, microprocessors,  and 
communications  satellites  have  in 
common?  They  are  technologically  sophisti- 
cated products  with  substantial  militaiy  and 
commercial  applications.  These  products  pro- 
vide the  modern  "brick  and  mortar"  of  our 
nation's  mihtaiy.  For  consumers,  they  mean 
such  mai-vels  of  late  20th  century  life  as  wii'e- 
less  communications,  live  television  broad- 
casts fi'om  around  the  world,  and  virtual-re- 
ality games.  And  for  producers  and  workers, 
they  provide  high-wage,  high-productivity 
jobs  and  rapidly  gi'owing  markets  at  home 
and  abroad. 

But  the  fact  that  such  products  can  be 
used  for  peaceful  and  belhcose  puiposes  pos- 
es a  major  policy  dilemma:  how  to  prevent 
them  from  falling  into  the  wrong  hands  and 
endangering  national  security.  The  flat-panel 
displays  used  in  computer-aided  design  can  be 
used  for  tracking  tank  movements.  The 
telecommunications  satelhtes  used  to  broad- 
cast the  U.  S.  Open  can  be  used  to  ti-ansmit 
coded  military  messages.  Rockets  used  to 
launch  satelhtes  can  be  mounted  with  nucleai' 
warheads. 

Banning  the  exports  of  dual-use  products  to 
potential  foreign  adversaries  might  appear  to 
be  the  simplest  way  to  safeguard  om-  nation- 
al security.  But  this  approach  is  both  inef- 
fective and  counterproductive.  The  U.  S.  is 
not  the  only  somx-e  for  such  products,  so  a 
unilateral  ban  only  sei-ves  to  drive  global  cus- 
tomers to  competitors.  Unilateral  export  con- 
trols, like  unilateral  economic  sanctions,  don't 
work.  Washington  should  stop  making  for- 
eign policy  decisions  in  the  vain  hope  that 
such  measures  can  be  effective. 
INNOVATION  EFFECT.  Indeed,  such  export  con- 
trols would  endanger  the  very  national  securi- 
ty objectives  they  ai-e  designed  to  safeguaixl. 
America's  militaiy  strategy  rests  on  its  supe- 
riority in  high-tech  weaporay,  and  that  in  turn 
depends  on  the  militaiy's  access  to  state-of- 
the-art  technology.  For  some  military  pro- 
jects— stealth  bombers,  for  example — this  re- 
cjuires  dedicated  militaiy  supphers  producing 
small  quantities  of  high-cost  components  in  ac- 
cordance with  detailed  military  specifications. 
But  the  military  also  makes  use  of  vast 
amounts  of  dual-use  pi'oducts,  and  it  benefits 
from  the  lower  prices  and  technological  inno- 
vations fostered  by  commercial  competition. 

Proponents  of  export  controls  argue  that 


when  faced  with  a  choice  between  co 
objectives  and  national  security  obj 
we  should  choose  the  latter  Of  course, 
many  products,  national  security  hin 
the  success  of  U.  S.  companies  in  th 
mercial  marketplace.  Unilateral  expo 
trols  undermine  this  success  and  ulti 
imperil  national  security. 

This  realization  hes  behind  the  grad' 
ing  of  export  controls  by  the  U.  S. 
ment  since  the  end  of  the  cold  war.  0" 
past  decade,  the  U.  S.  has  eliminated  ou 
controls  on  numerous  dual-use  products 
ly  available  on  global  markets,  and  it  h 
to  make  procedures  for  approving  ex" 
censes  speedier  and  more  transparent. 
RESPONSIBLE  ACTIONS.  Consistent  wit 
goals,  President  Chnton  completed  effo 
tiated  by  President  Bush  to  transfer  au 
for  export-control  decisions  over  com' 
satellites  from  the  State  Dept.  to  an 
agency  gi"oup  charged  vrith  weighing  b 
tional  secmity  and  commercial  concem 
new  procedui'es  reserve  the  right  for 
the  participating  agencies,  including  th 
tagon  and  the  State  Dept.,  to  appeal  de 
it  does  not  support.  So  fai;  these  agencie 
not  felt  the  need  to  exercise  this  right. 

The  compelling  logic  behind  efforts  b 
Republican  and  Democratic  Administrat 
modify  the  nation's  export-control  proc 
should  not  be  overlooked  by  Congres 
begins  politically  charged  investigatio 
exports  of  commercial  satellites  to 
There  is  simply  no  evidence  indicating 
that  campaign  contributions  have  influe" 
censing  approval  decisions  under  th 
procedures  or  that  such  approvals  hav 
promised  national  security. 

In  its  discussions,  Congress  should 
nore  the  fact  that  China  is  fast  beco 
gi"eat  military,  political,  and  economic 
er — one  that  is  capable  of  either  promo'" 
impeding  American  interests.  China  m 
be  oui-  ally,  but  it  has  behaved  respo 
diuing  the  past  year  on  such  critical  iss 
Hong  Kong's  peaceful  transition,  the  o' 
negotiations  over  North  Korea,  and  the 
financial  crisis.  If  we  treat  China  like  a 
my  by  eliminating  its  access  to  dual-use 
nologies  important  to  its  economic  mc 
ization,  we  will  increase  the  likelihood  t 
will  become  an  enemy — one  equipped  b 
allies  with  the  very  technologies  we  s 
withhold. 
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Economic  Trends 


BY  GENE  KORETZ 

TAXES:  LOWER 
THAN  YOU  THINK 

Federal  rates  are  down  sharply 

How  onerous  is  the  federal  income 
tax  system  as  it  applies  to  indi- 
viduals? At  first  glance,  the  answer 
seems  to  be:  veiy  onerous  indeed.  Total 
personal  tax  payments  as  a  share  of 
household  income  have  surged  recently, 
for  example.  And  despite  seven  revi- 
sions since  1980,  the  tax  code  is  still 
replete  with  complexities  and  prefer- 

MOST  PEOPLE  NOW  FACE 
REDUCED  MARGINAL  RATES 

75  

TAXPAYERS  FACING  MARGINAL  TAX  RATES  OF*: 


 H  mi-m   H  

■^■16-28%   

■  OVER 

 1^  


1980 


1995 


▲  PERCENT  OF  THOSE  FILING  RETURNS 
'FEDERAL  INCOME  TAX  RATES  ONLY  EXCLUDES  PAYROLL 

AND  CAPITAL  GAINS  TAXES.  MARGINAL  RATE  IS  RATE  ON 

NEXT  $1,000  OF  INCOME 
DATA:  LEONARD  E.  BERMAN,  WILLIAM  G  GALE,  AND  DAVID  WEINER 

ences  that  tend  to  encourage  behavior 
that  undermines  economic  efficiency. 

This  impression  can  be  misleading, 
however  For  one  thing,  the  recent  jump 
in  receipts  reflects  growing  prosperi- 
ty— not  high  rates.  Indeed,  much  of  the 
increase  has  come  ft'om  people  cashing 
in  gains  on  theii'  stock  holdings,  even  as 
the  capital-gains  tax  rate  has  declined. 

As  for  tax  preferences,  they  have  to 
be  considei-ed  in  light  of  declines  in  mar- 
ginal rates.  Such  rates,  which  are  the 
rates  paid  by  taxpayers  on  incremen- 
tal income,  can  have  a  potent  effect  on 
behavior  Other  things  being  equal,  the 
lower  they  are,  the  more  likely  people 
are  to  work,  save,  and  invest — and  the 
less  likely  they  are  to  try  to  evade  tax- 
es through  preferences  or  other  strate- 
gies. Thus,  low  marginal  rates  are  a 
key  feature  of  an  efficient  tax  system. 

In  a  new  study,  economists  Leonard 
E.  Burman  of  the  Urban  Institute, 
William  G.  Gale  of  the  Brookings  Insti- 
tution, and  David  Weiner  of  the  Con- 
gressional Budget  Office  use  sm-vey  and 
tax-fihng  data  to  estimate  just  how 
much  the  tax  reforms  since  1980  have 
lowered  marginal  rates  actually  paid  by 
taxi^ayers.  They  find  that  two  reforms 
have  had  the  most  impact:  the  1981 
Reagan  cuts,  which  slashed  all  marginal 


rates  and  indexed  brackets  for  inflation; 
and  the  1986  act,  which  created  two  ba- 
sic rates — of  15%  and  28%.  By  contrast, 
the  1990  and  1993  revisions  raised  the 
marginal  rate  for  just  1%  of  taxpayers. 

For  the  vast  majority  of  taxpayers, 
the  study  shows,  declines  in  marginal 
rates  have  been  dramatic  (chart).  Be- 
tween 1980  and  1995,  the  share  of  tax- 
payers facing  rates  of  more  than  15% 
plummeted  from  77%  to  23%.  And  those 
facing  rates  of  28%  or  less  rose  from 
77%  to  96%  of  filers. 

Meanwhile,  the  top  income  tax  rate 
fell  from  70%  to  39.6%.  And  by  1995, 
that  rate  applied  to  fewer  than  1%  of 
taxpayers.  (The  main  effect  of  the  1997 
revision,  which  isn't  covered  by  the  study, 
was  to  cut  taxes  for  those  eUgible  for 
education  and  child-care  credits,  but  to 
raise  marginal  rates  for  this  gi"oup  as 
the  credits  are  phased  out  at  higher  in- 
come levels.) 

These  results  need  some  qualification. 
The  study  focuses  on  marginal  rates, 
not  the  total  tax  burden  borne  by 
households.  Thus  it  doesn't  count  the 
impact  of  payi'oU  taxes,  which  rose  from 
a  combined  employer-employee  rate  of 
12.26%  to  15.3%  during  this  period. 
Also,  as  the  results  show,  the  taxation  of 
Social  Security  benefits  that  began  in 
1984  raised  marginal  income-tax  rates 
by  several  percentage  points  for  a  mi- 
nority of  beneficiaries. 

But  even  with  these  effects,  says 
Brookings'  Gale,  "it's  clear  that  most 
taxpayers  today  face  far  lower  margin- 
al rates  than  they  did  two  decades  ago." 


STATES  ANTE  UP 
FOR  WORKFARE 

Service  funds  rise  as  cash  aid  falls 

When  reform  of  the  federal  welfare 
system  was  passed  several  years 
ago — putting  a  lid  on  federal  gi-ants  but 
giving  states  more  leeway  on  spend- 
ing— some  pessimists  predicted  it  would 
touch  off  a  "race  to  the  bottom"  by 
states  eager  to  cut  back  aid  to  recipi- 
ents. Instead,  as  a  survey  by  the  Na- 
tional Governors'  Assn.  indicates,  spend- 
ing is  being  reallocated  to  help  lift 
citizens  to  self-sufficiency. 

Between  fiscal  1996  and  1998,  reports 
the  NGA,  as  welfare  caseloads  around 
the  nation  fell  by  27%,  state  spending 
on  support  services  per  person  rose 
shai-ply.  Wliile  direct  cash  payments  to 
recipients  declined  about  as  much  as 
caseloads,  outlays  for  work  activities — 
from  education  and  skills  training  to  job 


BUSINESS  EYES 
A  FINANCING  GA 

As  capital  outlays  rise,  profits 
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Don't  look  now,  but  U.  S.  corj 
borrowing  has  been  accelei 
shai-ply — even  as  the  business  en 
ment  gi'ows  more  uncertain.  As 
sui'ed  by  the  Federal  Reserve's  fl 
funds  data,  nonfinancial  corporate 
which  had  been  gi-ovring  at  about 
pace  since  mid- 1995,  has  been  hit 
10%  annual  clip  since  last  fall. 

According  to  Robert  E.  MellnJ'' 
Morgan  Guaranty  Ti-ust  Co.,  two 
opments  account  for  business'  inci 
appetite  for  debt.  The  first  and 
important  is  a  gi'owing  gap  betwe 
temally  generated  funds  and  inves 
spending.  Although  the  combinat: 
rising  labor  costs  and  a  lack  of  p 
power  has  been  eating  into  profi 
some  time  now,  companies  have 
boosting  capital  spending  and  inve 
investment  at  a  double-digit  pace 
Second,  business  continues  to 
more  stock  than  it  issues.  As  a  res 
merger  activity  and  stock-buybacl 
grams,  the  corporate  sector  has 
net  purchaser  of  "i— 
stocks— 1 0  the  PRINTING  lOU: 
tune  of  $110  bil-  THEBOARDRQi 
lion  at  an  annual 
rate  in  the  first 
quarter — and  the 
pace  shows  no 
sign  of  slackening. 

With  pressure 
on  profits  and  cash 
flow  gi'owing  and 
with  factoi-y  oper- 
ating rates  falling, 
Mellman  predicts 
business  wdU  act  to 
limit  the  gi'owth  in 
its  boiTovring.  And 
cutbacks  in  capital  spending,  he  bel 
ai'e  far  and  away  the  most  likely  tai 
will  adopt  to  achieve  that  goal. 


it 


placement  and  subsidized  employiipi*"'' 
rose  by  a  third.  And  state  spend .( 
child  care  gi-ew  by  an  impressiveii 
In  many  cases,  states  are  doin^ii 
than  reallocating  funds  once  usill 
cash  assistance.  Massachusetts,  f 
ample,  has  upped  support  for  chik 
beyond  the  funds  freed  up  by  de( 
caseloads.  In  Minnesota,  spendii 
child  cai'e  has  neai'ly  doubled  sinc( 
and  families  with  incomes  belov 
of  the  state  median  level  are  now 
ble  for  child-care  subsidies 
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▲  PERCENT  CHANGE  OVE 
FOUR  QUARTERS 
DATA.  FEDERAL  RESER 
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aE  DOLLAR'S 

mmc  U-TURN 

:h  the  current-account  deficit  starting  to  balloon,  it's  bound  to  happen 


us.  ECONOMY 


When  the  pall  from  the  Asian 
crisis  eventually  lifts,  currency 
grs  are  going  to  take  a  hard  look  at  the  damage 
has  done  to  the  U.  S.  trade  deficit.  When  they  do, 
will  very  likely  come  to  the  same  market-jarring 
lusion:  "Sell  the  dollar!"  The  resulting  flight  to  an- 
r  currency — such  as  the  nevi^  euro — could  crimp 
<i  prices,  lift  interest  rates,  and  push  up  inflation, 
won't  happen  overnight,  mind  you.  Japan  is  now 
•"ocal  point  of  the  foreign-exchange  markets.  Until 
n  enacts  real  economic  reform — or  at  least  fixes  its 
le-of-cards  banking  system — Asia  will  not  turn 
nd,  and  the  U.  S.  dollar  will  continue  to  be  the 
al  currency  of  choice.  And  no  amount  of  currency 
■vention  will  change  that,  which  is  clear  from  the 
it's  renewed  gains  against  the  yen  in  late  June. 
)r  at  least  a  while  longer,  the  U.  S.  wiW  continue  to 
y  the  benefits  of  its  muscular  gi-eenback,  including 
od  of  foreign  capital,  falling  import  prices,  and  low 
tion  and  interest  rates. 

But  the  dollar's  U-turn  will 
happen.  Why?  Because  the 
current-account  deficit — a  kind 
of  cash-flow  statement  of  U.  S. 
international  business  that  in- 
#\  eludes  trade  in  goods  and  ser- 

A  vices,  net  investment  income, 

/  _»  and  foreign  transfers — is  bal- 
looning (chart).  This  deficit  to- 
taled a  record  $47.2  billion  in 
the  first  quaiter.  At  an  annual 
rate,  that  was  2.3%  of  gross 
estic  product,  and  the  second-quarter  gap  is  on 
k  to  hit  2.5%. 

3  a  percentage  of  gdp,  the  current-account  deficit  is 
idy  the  largest  of  the  Group  of  Eight  industrialized 
ans,  and  it  is  headed  toward  3%.  That  is  typically 
level  at  which  the  currency  markets  begin  to  spec- 
i  about  a  country's  ability  to  continue  to  finance  its 
mational  obligations  at  an  existing  exchange  rate, 
simply,  as  a  country's  debts  mount,  its  cuiTency 
ts  to  look  too  lofty. 

H  DID  THE  U.  S.  get  into  such  a  hole?  It  has 
1  digging  for  some  time.  The  trade-deficit  portion  of 
current  account,  for  example,  has  been  widening 
ng  this  entire  expansion.  But  the  Asian  financial  cri- 
s  speeding  up  the  deterioration  in  the  current  ac- 


E CURRENT  ACCOUNT: 
URN  FOR  THE  WORSE 
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count.  First,  the  sharp  falloff  in  exports  to  Asia  is  a  big 
reason  why  the  April  trade  data  show  that  the  trade 
gap  is  on  its  way  to  surpassing  the  chasm  that  opened 
up  as  a  result  of  the  superdollar  in  the  mid-1980s. 

Second,  Asia  is  behind  another  growing  concem  for 
the  1998  cun-ent  account:  U.  S.  net  investment  income. 
This  component  of  the  current  account  is  what  U.  S.  in- 
vestors earn  in  interest  and  dividends  on  overseas  in- 
vestments minus  what  the  U.  S.  pays  out  to  foreign  in- 
vestors. By  mid-1997,  this  balance  had  swung  decidedly 
into  negative  territory  for  the  first  time  since  World 
War  II,  and  the  drag  is  set  to  worsen. 

That  shift  reflects  the  jump 
in  U.  S.  payouts  resulting  from  SO  FAR,  THE  ASIAN 
the  huge  inflow  of  foreign  cap-  J^'^'**''^  EXPORTS 
ital  needed  by  the  U.  S.  to  fi- 
nance its  gi'owing  trade  gap. 
The  drain  will  continue  well 
into  1999  because  of  the  new 
money  coming  in  as  a  result  of 

the  Asian  crisis.  Through  the   ■  .m, 

first  quarter,  net  capital  in-     a  percent  change  from  a  year  ago, 
flows  to  the  U.S.  totaled  a      three-month  averages 

1  1  -ll-  1       •         i.1  DATA;  COMMERCE  DEPI,  BUSINESS  WEEK 

record  $264  billion  dunng  the 

past  year.  That  includes  $643  billion  in  foreign  assets  in 
the  U.  S.  less  $378  billion  in  U.  S.  assets  abroad.  The 
net  capital  inflow  has  slightly  more  than  doubled  in  only 
the  past  two  years. 

That  inflow  has  provided  a  major  Kft  for  U.  S.  stocks 
and  bonds.  In  the  first  quarter,  net  foreign  pm"chases  of 
stocks  jumped  to  a  record  $29.4  billion,  triple  the  $9.8 
billion  bought  in  the  fourth  quarter.  Also,  demand  for 
U.  S.  bonds  surged  to  a  record  $47.3  billion,  nearly 
double  total  fourth-quarter  purchases  of  $26.9  billion. 
The  resulting  gain  in  stock  prices  and  downward  push 
on  interest  rates  has  buoyed  demand  in  the  U.  S. 

THAT  STRONG  DEMAND  has  already  bloated  the  im- 
port side  of  the  U.  S.  trade  ledger.  And  now,  signifi- 
cantly weaker  exports  to  Asia  are  swelling  the  trade 
deficit  even  further  (chart).  The  April  gap  for  goods  and 
services  soared  to  a  record  $14.5  billion,  reflecting  a 
steep  2.6%  drop  in  exports  and  a  0.9%  dip  in  imports. 

April  marked  the  third  month  in  a  row  that  the 
deficit  has  widened  sharply,  and  the  trend  is  eye-pop- 
ping. April's  level  is  up  from  a  monthly  gap  averaging 
$11.6  billion  in  the  fii'st  quarter,  and  from  $9.5  billion  in 
the  fourth  quarter.  So  far  this  year,  the  trade  deficit 
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has  totaled  $49.3  billion,  up  from  $37.1  billion  in  the 
first  four  months  of  last  year.  The  overall  downtrend  in 
trade  is  mainly  for  goods,  but  services  are  also  feeling 
the  chill.  The  service  surplus  is  shrinking,  due  to 
falling  exports. 

A  widening  gap  with  all  Pacific  Rim  countries,  in- 
cluding Japan  and  China,  has  more  than  accounted  for 
the  increase  in  the  total  deficit,  and  the  deficit  with 
Asia's  newly  industrializing  countries  alone  has  ac- 
counted for  half.  Trade  with  the  Nics  has  gone  from 
near  balance  to  a  deficit  of  $6.4  billion.  What's  more,  the 
entire  Asian  impact  on  U.  S.  trade  so  far  shows  up 
only  on  the  export  side.  That's  why  durable-goods  or- 
ders have  weakened  this  year  (chart).  In  May,  bookings 
dropped  2.6%,  to  the  lowest  level  since  July,  1997. 

Any  new  wave  of  imports  has  yet  to  be  felt.  Asian 
goods  continue  to  come  in  at  a  rapid  clip,  but  the 
growth  trend  is  no  different  now  than  it  was  before  the 
crisis.  That  will  change  when  Asian  exporters  start  to 
find  the  financing  they  need  to  get  back  on  their  feet, 
adding  to  U.  S.  trade  woes  in  the  second  half. 

THE  APRIL  TRADE  REPORT  makes  it  dear  that  the 
Asian  crisis  is  hitting  the  U.  S.  far  harder  than  expect- 
ed. The  widening  in  the  trade  deficit  subtracted  three 
percentage  points  from  first-quarter  gdp  growth.  And  if 
the  deficit  in  May  and  June  only  stabilizes  at  the  April 
level,  a  further  swelling  would  take  away  an  additional 
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three  points  from  second-quarter  growth — a  much 
ger  drag  than  nearly  all  economists  had  anticipa 

The  United  Auto  Workers' 
stiike  at  General  Motors  Corj^. 
will  be  another,  but  smaller, 
drag  on  the  second  quarter. 
By  June  23,  the  three-week 
stoppage  had  idled  93%  of  gm's 
production  and  142,000  work- 
ers. The  strike  is  already  lift- 
ing new  claims  for  jobless  ben- 
efits, and  it  will  depress  June 
I'eports  on  jobs,  hours  worked, 
and  industrial  production. 

Moreover,  if  the  strike  lasts  into  August,  as  Gi|i)U 
suggesting,  July  data  will  show  an  even  larger 
and  the  strike  will  cause  significant  secondary  imp  ||^ 
in  auto-related  industries.  With  the  dollar  so  strong, 
stiike  could  give  foreign  carmakers  an  oppoilunit; 
gi"ab  more  mai'ket  share  in  the  U.  S.  That  would  be 
another  factor  pushing  up  the  trade  deficit. 

But  at  some  point,  the  trade  gap  will  gi-ab  the 
tention  of  the  foreign-exchange  markets.  That's  w 
happened  in  1985,  when  the  current-account  de: 
soared  and  the  real  trade-weighted  dollar  begar 
plunge.  And  when  the  markets  finally  say  enougf 
enough,  all  the  benefits  of  a  strong  greenback  will 
again  start  to  fade  away. 


ir  ^ 
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ANOTHER  VICTIM  OF  THE  ASIAN  FLU 


The  unexpected  dip  in  Italy's 
real  gross  domestic  product 
highlights  how — just  as  in  the 
U.  S. — Europe  is  taking  a  bigger 
hit  from  Asia  than  anticipated. 

Italy's  real  GDP  slipped  0.1%  in 
the  fii'st  quarter  vs. 
the  fourth.  A  few  spe- 
cial factors  contributed 
to  the  decline:  There 
was  one  less  workday, 
and  the  government 
began  to  phase  out  its 
car-buying  incentives 
in  February.  But  the 
bigger  and  longer-term 
drag  on  growth  was  a 
sharjD  1.6%'  drop  in  ex- 
ports, which  account  for  about 
one-quarter  of  Italy's  economy 
(chart).  And  since  imports  rose 
only  modestly,  the  foreign-trade 
surjilus  narrowed  sharply  for  the 
second  quarter  in  a  row. 


WHAT'S  HURTING 

ITALY'S  GDP  GROWTH 

1  

a=f  REAL  GDP 
m  EXPORTS  " 
= 
JI7IV  '981 


■9711 


971 


A  PERCENT  CHANGE  FROM 

PRECEDING  QUARTER 
DATA  STANDARD  S  POOR'S  DRI.  BUSINESS  WEEK 


Moreover,  the  spiing  quarter 
began  on  a  weak  note  as  Italy's 
trade  surplus  with  nations  outside 
the  European  Union  fell  again.  So 
far  in  1998,  exports  to  Japan  are 
down  10%,  while  shipments  to 

Asia's  newly  industri- 
alized economies  have 
plunged  24%  com- 
pared with  the  fii'st 
four  months  of  1997. 
The  export  drag  has 
hit  industrial  produc- 
tion hard.  Output  fell 
0.2%'  in  April,  and  a 
preliminaiy  govern- 
ment report  says  pro- 
duction for  all  of  the 
second  quarter  will  likely  be  down 
0.6%  from  the  fii-st. 

Anemic  growth  comes  as  infla- 
tion is  falling,  even  though  the 
lira  weakened  shaiply  from  Octo- 
ber, 1997,  to  Api-il  of  this  year. 


Consumer  prices  in  Italy's  major 
cities  rose  just  1.8%  in  June  conr 
pared  with  a  year  ago. 

To  be  sure,  other  data  point  t( 
some  optimism.  Industrial  orders 
are  rising,  consumer  sentiment 
surged  in  May,  and  the  jobless 
rate,  while  at  a  high  12.2%,  may 
have  begun  to  fall.  However,  tht 
GDP  drop  raises  the  odds  for  an- 
other interest-rate  cut  by  the 
Bank  of  Italy,  which  has  trimme 
rates  three  times  in  the  past  yej 

The  hope  is  that  lower  borro\ 
ing  costs  will  spur  capital  spend- 
ing, which  increased  1.3%  in  the 
first  quarter.  The  downside  is  a 
possible  reversal  in  the  recent 
strengthening  in  the  lira  against 
the  currencies  of  its  major  tradii 
partners.  But  the  BOi  seems  will 
ing  to  take  that  inflationary  risk 
in  order  to  bolster  economic 
prospects  at  home. 
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IBM  S/390  PARALLEL  ENTERPRISE  SERVER  -  GENERATION  5" 

1  f^y business  ff)ols 

th  twice  the  power  of  its  high-end  predecessors,  the  new  CMOS-based  S/390  G5  enterprise  server  easily 
ndiesthe  largest  workloads.  It  supports  UNIX."  Java'"  and  hot  newapps  like  SAP  R/3,  Baan*  PeopleSoft,  Oracle 
■plications  and  Lotus"  Domino.'"  It  even  helps  reduce  cost  by  enabling  server  consolidation.  And  all  this  can  be 
1  as  a  single  enterprise  system.  Looking  to  do  business  on  the  Net?  The  S/390  server  offers  Parallel  Sysplex" 
;hnology  with  unsurpassed  99.999%  availability  and  bulletproof  security  To  put  a  lot  more  server  behind 
jr  enterprise,  visit  wvvw.s390.ibm  com/g5  IBM  S/390:  The  defining  standard  in  enterprise  computing. 

DU  MIGHT  BUY  THE  IDEA 
HAT  A  LOT  OF  SERVERS 
AN  DO  THE  JOB 
F  THE  NEW  S/390  G5  SERVER. 


BUT  THEN  YOU'D 
HAVE  TO  BUY 
A  LOT  OF  SERVERS. 


AT  LAST.  TELECO 


AT&T-TCI  could  deliver  on  the 
promise  of  melding  telephones, 
TVs,  and  computers 


We've  all  seen  it  before — 
two  powerful  executives, 
presiding  over  a  hastily 
convened  news  conference 
to  announce  their  new 
woi'ld-shaping  combination. 
They  stand,  gTipping  and  ginnning  for 
the  cameras,  zipping  off  sound  bites  for 
the  evening  news,  and  predicting  that 
theii'  megamerger  will  be  the  combination 
of  resoui'ces,  talents,  and  technology  that 
finally  brings  the  futui'e  into  the  present. 

Indeed,  as  .John  Malone  stood  on  stage 
with  AT&T  CEO  C.  Michael  AiTnstrong  on 
June  24  to  announce  their  .$48  billion 
deal,  it  was  impossible  not  to  recall  how 
five  years  ago,  he  stood  with  Bell  At- 
lantic f;EO  Ray  Smith  to  announce  a  sim- 
ilai'  gi'oimdbreaking  deal.  That  botched 
merger  attempt  led  many  to  question 
the  whole  concept  of  "digital  conver- 
gence"— the  notion  that  telecommunica- 
tions, television,  and  computers  would 
all  come  together  in  a  single,  digitized 
system  of  electronic  communications. 

Well,  a  lot  has  changed  since  then. 
The  technology  to  transport  high-speed 
digital  signals — for  voice  calls,  video,  or 
virtually  any  foiTn  of  communication  you 
can  name — is  vastly  moi'e  powerful  and 
less  costly.  The 
Internet  and  the 
Web  have  creat- 
ed a  standard 
"platform"  for 
managing  all  this  digital  traffic,  and  the 
Telecommunications  Act  of  1996  has  re- 
duced— but  not  eliminated — anachronis- 
tic barriers  between  communications 
markets. 

And  in  an  ii-onic  twist,  at&t,  the  com- 
pany that  has  pei'haps  missed  the  most 
oppoitimities  in  the  new  world  of  digital 
communications,  has  come  up  with  the 
deal  that,  if  it  works,  will  take  advan- 
tage of  ail  these  trends — and  could  be 
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the  catalyst  for  other  deals  and  busi- 
ness plans  that  break  the  bottleneck 
and  finally  deliver  on  the  promise  of 
digital  convergence.  "This  is  the  deal 
that's  going  to  get  competition  going," 
says  former  FCC  Commissioner  Reed 
Hundt.  "This  is  exactly  what  regulators 


envisioned — consumers  having  cho 

What   will   that   choice   be?  mni: 
startei-s,  the  new  at&t  is  now  in  pos 
to  be  the  first  nationwide  commui 
tions  company — since  the  breakup  ol 
old  Bell  system — that  solves  the  '  l^-' 


mile"  problem.  Now,  the  only  wa; 


I  AT&T  will  be  positioned  to  bring  competition  and  innov^ 


It! 
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NBOUND 


ye  that  final  gap  to  the  user's  home 
■d  a  local  phone  company.  Because  of 
uist  mile  bottleneck,  thei'e  has  been 
lally  no  competition  in  local  residen- 
phone  service,  innovation  is  almost 
ixistent,  and  connections  to  the  In- 
et  have  been  painfully  slow.  Once 


TCi's  cable  network  and  set-top  boxes 
are  upgraded  to  handle  a  two-way 
flow — no  easy  feat,  mind  you  (page  28>— 
AT&T  can  use  the  cable  company's  coaxi- 
al connections  to  ti-ansmit  local  and  long- 
distance voice  calls,  Internet  traffic  and 
the  usual  cable  fare. 


The  Parts  of  the  Deal 

THE  VISION 

For  nearly  a  decade,  techno- 
visionaries  have  been  talking  digital 
convergence  of  telecommunica- 
tions, television,  and  computers. 
Why  it's  happening  now.  Page  24 


WHAT  MAKES  iT  POSSIBLE 

From  routers  to  cable  modems  to 
technology  that  increases  the 
capacity  of  ordinary  phone  wires, 
the  gear  to  create  high-capacity 
"broadband"  connections  to  the 
home  is  arriving.  Page  28 


MEANWHILE,  IN  WASHINGTON 

Can  the  Federal  Communica- 
tions Commission  keep  up  with 
an  industry  that  is  evolving  at 
fiber-optic  speeds?       Page  29 


MORE  CABLE-TELCO  PAIRINGS? 

Do  cable  companies  have  the 
resources  to  create  their  own  two- 
way  broadband  nets,  or  will  they 
be  forced  to  deal?        Page  30 


THE  HAPPIEST  EXEC  IN  HIGH  TECH 

Bill  Gates.  He  pumped  $1  billion 
into  Comcast  to  upgrade.  This 
deal  helps.  He  also  got  a  win  in 
court  and  a  new  high  for 
Microsoft  stock.  Page  31 

And  then?  Let  your  imagination  ran 
wild.  Video  voicemaO  wiU  be  a  cinch.  If  a 
guest  comes  to  stay  for  the  weekend, 
you'll  be  able  to  order  him  a  second 
phone  line — and  probably  even  give  him 
the  same  number  he  has  at  home.  Elec- 
tronic commerce  is  hkely  to  flourish  as 
consumei-s  can  more  easOy  cruise  the  In- 
ternet and  as  television  melds  with  the 
Net.  As  TCI  Chaiiinan  and  ('EO  John  Mal- 
one  puts  it,  you'll  be  able  to  order  Viagra 
online  while  you're  watching  your  fa- 
vorite show.  "Just  point  and  click,"  he 
says.  "Do  it  on  the  fly." 

What  puts  this  vision  within  reach 
now  is  a  host  of  new  technologies  that 


ng-stagnant  local  residential  phone  service 
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are  smoothing  digital  connections.  Most 
important,  the  technology  for  providing 
telephone  semce  over  the  cable  network 
is  now  developed  enough  to  offer  an  eco- 
nomically feasible — and  potentially  much 
better — alternative  to  the  existing  copper 
wire.  While  the  costs  of  cable  telephony 
have  been  prohibitive  in  the  past,  they've 
now  dropped  to  the  point  where  Ann- 
strong  expects  to  spend  as  much  as  $400 
to  $500  per  home.  Other  cable  compa- 
nies have  also  shown  that  it  works.  Me- 
diaOne  Group  is  offei-ing  cable  telephony 
in  Atlanta  and  Los  Angeles — and  says  it 
has  captured  a  10%  market  shar-e  in  the 
slices  of  those  mai'kets  it  has  entered. 

Cable  isn't  the  only  way  to  bridge  the 
final  mile,  either  While  TCI  and  its  affili- 
ates can  reach  33  million  homes  in  the 
U.  S.,  AT&T  plans  to  continue  to  experi- 
ment with  wireless  technology  that  it 
will  deploy  outside  of  the  TCl  region. 
That  technology  will  be  tested  in  several 
thousand  homes  next  year  and,  if  the 
tests  are  successful,  it  will  be  rolled  out 
commercially  in  2000.  "We  need  to  own 
om-  own  facilities,"  says  AiTnstrong.  "We 
need  to  control  our  service,  and  we  need 
to  control  our-  costs." 

However  at&t — and  rivals  that  fol- 
low— approach  these  new  networks,  it 
won't  be  cheap.  The  costs  of  upgi'ading 
TCl's  entii'e  infr-astiTictiu-e  so  that  it  can 
provide  telephony  and  high-speed  Inter- 
net access  are  enormous — about  $15  bil- 
lion for  TCI  and  its  affiliates,  by  Arm- 
strong's reckoning.  And  some  analysts 
tliink  those  nimnbers  are  low.  They  fore- 
cast that  the  costs  could  hit  $20  billion  or 
more. 

Think  of  it  this  way:  AT&T  has  bought 
the  dirt  road  that  leads  to  American 
homes.  Now  it  must  giade  it  and  pave  it 
to  carry  all  the  new  traffic.  "What's 
wi-ong  about  tliis  deal  Is  that  TCI  is  not  in 
the  local  phone  business,"  says  Mark  R. 
Bixmeau,  president  of  Renaissance  World- 
wide Inc.  "So  it  is  a  big  gamble."  On  the 
other  hand,  AT&T  is  one  of  the  few  com- 
panies that  can 
fund  such  an  un- 
dertaking: It  has 
$8  billion  in  annu- 
al cash  flow  and 
little  debt. 

Cost  isn't  the  only  issue,  however  Al- 
though the  technology  for  pushing  voice 
traffic  over  cable  works  with  small  num- 
bei's  of  customers,  some  experts  think 
it  will  be  problematic  if  used  widely. 
"That  technology  is  just  not  at  hand," 
says  Michael  Noll,  a  business  professor  at 
the  University  of  Southern  California. 

Another  risk  to  the  deal?  Under  cur- 
rent telecom  law,  if  AT&T  pays  to  up- 
grade TCi's  network  for  telephone  ser- 
vice, AT&T  will  have  to  let  competitors 
also  use  the  infrastiiicture  at  a  wholesale 
discount.  That  prospect  convinced  Sprint 
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Coip.  (  Williuiii  T.  Esrey  to  walk  away 
from  a  similai'  deal  with  a  gi'oup  of  cable 
companies  including  TCi.  "If  we  provided 
telephony  service  over  cable,  we  recog- 
nized that  they  would  have  to  make  it 
available  to  competitors." 

That  may  not  be  such  a  big  issue  for 
AT&T,  however  By  using  the  cable  net- 
work to  provide 
high-speed  con- 
nections to  the 
home  that  are  20 
to  30  times  faster 
than  what  the  Baby  Bells  and  (JTE  now 
provide,  at&t  expects  to  produce  a  mas- 
sive pipeline  that  can  cany  all  sorts  of 
traffic  at  relatively  low  cost.  "We  could 
have  a  imiversal  pipe  in  the  home  that 
handles  all  flavors  of  what  will  then  be 
digital,  including  video,  voice,  and  data," 
says  Van  Baker,  director  of  consumer  re- 
search at  market  reseaix-her  Dataquest. 

That  opens  up  a  potential  bonanza  of 
sei-vices  beyond  telephony.  Web  sites  will 
be  able  to  incoi7)orate  video.  You'll  be 
able  to  jump  ft-om  a  commercial  to  the 
a<:lvertisei''s  Web  atkh'ess.  And  \adeo  tele- 
phony will  become  much  simpler  and 


more  affordable.  "Yoiu'  grandkids  ar(  m 
ing  to  laugh  at  us  for  using  these  1 
black  things  to  talk  on  without  lookin 
each  other" 

That  poses  the  most  profound 
lenge  the  local  phone  companies 
ever  encountered.  So  fai".  the  Baby  I 
have  rolled  out  broadband  seivices 
consumers  slowly — if  at  all.  Few 
to  market  a  low  cost  alternative 
could  cannibalize  theu'  high-margin  s  ae  ^ 
to  businesses.  But  with  AT&T  plan: 
to  roll  out  high-speed  services,  the  I 
will  have  to  get  serious  about  provi 
high-speed  access  of  their  own  or  fa 
revolt  fi-om  customers.  "If  the  at&t 
deal  goes  tlirough,  that  will  create  r 
competition,  which  in  turn  will  accele 
the  buildout  of  high-bandwidth  con 
tions  to  the  home,"  says  Lawrence 
Ellison,  CEO  of  Oracle  Corp. 

AT&T  isn't  the  only  company  asing 
technologies  to  muscle  in  on  the 
phone  companies'  mai'kets.  Earlier 
summer.  Sprint  announced  plans  f< 
number  of  "integi-ated  services,"  inclu 
local  service,  over  high-speed  connect  1^'  y 
And  cable  companies  trying  to  sell 


liKli 


ifoii 


26  BUSINESS  WEEK  /  JULY  6,  1998 


BUILDING  A  BEHER  BUNDLE 

Bat&t  BTCl 


AT&T  PROVIDES 


■  70  million  long-distance 
customers 

■  4  million  wireless  customers 

■  1.1  million  dial-up  Internet 
access  customers 

■  15  million  business  customers 

■  Local  access  networks  in  250 
cities  through  Teleport 

■  Strong  brand  awareness 

■  128,000  employees 

■  1997  revenues  $51.32  billion 


TCI  PROVIDES 


10.5  million  cable  subscribers 
out  of  33  million  homes  passed 
10  million  subscribers  through 
affiliates  out  of  16  million 
homes  passed 

©Home  Network,  an  Internet 
access  and  content  provider 
Access  cable  and  sports  net- 
works through  Liberty  Media 
Group 

31,500  employees 

1997  revenues  $7.57  billion 


AND  MAKING  IT  WORK 

How  the  combined  company  will  he  structured 


AT&T  CONSUMER  SERViCESi 


(separate  tracking  stock) 
All-consumer  long-distance,  wireless,  cable,  and  Internet  businesses 
1999  projected  revenues — $33  billion 


■ 

1           AT&T  BUSINESS  SERVICES  AND  WHOLESALE  NETWORKING 

(wholly  owned) 

->> 

■  All  telecom  and  outsourcing  services  provided  to  business, 
including  Teleport,  and  network  access  sold  to  other  phone 

/- 

companies 

■  1999  projected  revenues— $29  billion 

ARMSTRONG  AND 

1                                    LIBERTY  MEDIA 

MALONE  AS  THEY 
ANNOUNCED 
THEIR  DEAL 

(separate  tracking  stock) 
■  Stakes  in  several  cable  networks  including  Discovery  Channel  and 
Black  Entertainment  Television 

emces  think  AT&T's  entry  into  cable 
lony  will  help  them.  "By  virtue  of 
battling,  that  helps  any  cable  oper- 
iven  those  that  ai'en't  aiMated  with 
"  says  Dallas  Clement,  treasurer 
ox  Communications, 
cal  phone  companies  will  have  to 
ible  to  find  ways  to  provide  similai* 
;es  to  their  customers.  So  far,  U  S 
is  the  only  Bell  that  has  armounced 
issive  plans  to  roll  out  high-speed 
lonnections. 

e  Bells  certainly  have  the  opportu- 

0  provide  high-speed  connections — 
:-he  additional  services  that  they 

possible.  The  Bells  have  started 
ploy  digital  subscriber  lines  (DSL), 

1  provide  speeds  as  fast  as  1.5 
bits  per  second  over  copper  wire. 
'Ugh  there  ai"e  now  several  different 
■s  of  DSL,  which  has  contributed  to  a 

in  wholesale  rollout,  many  experts 

the  phone  companies  are  fuither 

than  the  cable  companies, 
ne  to  mai'ket,  rather  than  technolo- 

likely  to  sepai-ate  the  winnere  from 
Dsers.  The  fii-st  to  offer  high-speed 
ictions  is  likely  to  be  able  to  skim  off 


the  cream  of  consumers,  who  most  value 
use  of  the  Internet.  Since  there  are 
economies  of  scale  to  be  had  fi'om  rolling 
out  high-speed  connections,  the  company 
that  gets  a  headstail  will  have  a  signifi- 
cant advantage.  Asks  Christopher  Mines, 
telecom  analyst  with  FoiTester  Reseai'ch, 
"Can  AT&T-TCi  be  the  first  one  there? 
They  take  a  giant  step  with  this  deal." 

It's  a  step  that  some  observers  say 
AT&T  almost  had  to  take.  "Frankly,  it  al- 
lows AT&T  to  diversify  out  of  the  con- 
sumer long-distance  business  before  it 
completely  collapses,"  says  Craig  Mof- 
fett,  vice-president  and  telecom  specialist 
at  Boston  Consulting  Group.  In  fact,  as 
part  of  the  June  24  annoimcement,  at&t 
disclosed  its  plan  to  separate  the  con- 
sumer business  into  a  new  unit  with 
TCi's  cable  sei^vice  called  at&t  Consumer 
Services.  The  $33  billion  group,  with 
AT&T  President  John  D.  ZegHs  as  its  cEO 
and  TCi's  Leo  J.  Hindeiy  as  president, 
will  have  its  own  stock.  It's  mission  will 
be  to  sell  all  sorts  of  consumer  ser- 
vices— cable,  wii'eless,  local  and  long-dis- 
tance, and  Internet  sei"vices.  What  re- 
mains of  AT&T  vdll  be  the  long-distance 


network  and  the  corporate  business. 

Ai'mstrong  describes  the  new  con- 
sumer company  as  the  high-gi-owth — and 
high-risk — portion  of  the  at&t  portfolio. 
Indeed,  there  ai-e  plenty  of  doubtere  who 
wonder  why  AT&T,  wlidch  has  failed  so 
often  in  its  attempts  to  conquer  cyber- 
space, will  now  prevail.  Such  concerns 
helped  knock  at&t's  stock  down  8%,  to 
$60,  on  the  day  of  the  annoimcement. 

StUl,  AT&T's  deal  with  TCI  likely  mai-ks 
a  tm-ning  point  in  the  evolution  of  com- 
munications. It's  the  beginning  of  the 
breakdown  of  the  Baby  Bells'  monopoly 
over  the  last  mile.  "This  looks  like  the 
break  in  the  dam,"  says  Kevin  Costello, 
a  partner  in  global  communications  and 
entertainment  at  Aithur  Andersen.  A 
flood  of  new  communications  services  is 
on  the  way. 

By  Peter  Elstrom  with  Catherine 
Anist  in  New  York,  Roger  Crockett,  in 
Chicago,  awl  bureau  reports 


For  daily  business  news,  visit 
businessweek.com  or  AOL:  Keyword:  BW 


BUSINESS  WEEK  /  JULY  6,  1998  27 


THE  NEW  TECHNOLOGY: 
WHAT  YOU  NEED  TO  KNOW 

The  merger  introduces  more  changes  to  the  landscape 

The  merger  of  kt&t  and  Tele-Commu- 
nications Inc.  might  look  at  first  like 
that  old  Infoi-mation  Superhighway 
reborn.  But  forget  the  gTandiose  visions 
of  e.xpensive,  built-fi'om-scratch,  interac- 
tive-TV  systems — the  stuff  of  convergence 
dreams  in  the  early  1990s.  In  the  four 
yeai-s  since  Bell  Atlantic  Corp.  and  tci 
called  off  then-  proposed  marriage,  the 
Intemet  phenomenon  has  roared  to  life, 
and  the  technology  behind  convergence 
has  changed — utterly.  Her-e's  a  look  at 
the  new  ten-ain  and  how  the  AT&T  merg- 
er with  T("l  will  alter  it  fiuther 


THE  INTERNET  EFFECT.  The  Intemet 
has  leveled  the  playing  field.  Every  com- 
munication company — whether  a  local  or 
long-distance  canier,  an 
Internet  service  pro- 
vider, or  a  data-net- 
working shop — uses  a 
common  language  to 
send  electronic  packets 
of  data  back  and  forth. 
And  that  language, 
known  as  Internet  pro- 
tocol, can  cany  voice  or 
video  traffic,  as  well  as 
E-mail  and  Web  pages. 
What's  more,  the  lan- 
guage works  equally 
well  over  copper  phone 
wires,  satellite  micro- 
waves, and  coaxial  T\ 
cables. 

For  AT&T,  that  makes 
TCi's  huge  cable  system 
look  less  like  an  alien 
being — and  more  Uke  a  veiy  fat  pipe  for 
cairying  all  sorts  of  communications  ser- 
vices in  and  out  of  American  homes. 
"This  merger  positions  at&t  to  be  the 
keeper  of  that  pipe,"  says  Van  Baker,  di- 
rector of  consumer  reseai'ch  for  mai'ket 
reseaix'her  Datacjuest  Inc.  "It  may  come 
faster  than  we  thought." 

LOCAL  TELCOS  LOSE  OUT.  at&t's  bet 
on  cable  could  hurt  rival  schemes  for 
high-speed  local  Internet  access.  One 
technology  that  was  pushed  by  local 
phone  companies,  known  as  integrated 
services  digital  network  (ISDN),  ab'eady 
looks  fairly  comatose.  So  phone  compa- 
nies ai'e  thi'owing  theii'  weight  behind  a 
faster,  cheaper  service  called  digital  sub- 


scriber line,  which  runs  over  existing 
phone  lines.  But  dsl,  which  moves  data 
at  up  to  1.5  milUon  bits  per  second,  is 
slower  than  cable,  which  zips  stuff  along 
at  up  to  30  mbps.  Moreover,  as  many 
as  50%  of  U.  S.  phone  customers  live 
too  far  away 
from  their  local 
phone  offices  to 
get  DSL. 


and  little  control  of  the  custuu 

Building  its  own  local  phone 
though,  would  have  been  economiil 
unfeasible  for  at&t.  It's  still  pui-suir 
experimental  wireless  approach,) 
that,  too,  is  still  prohibitively  exe 
sive.  That  leaves  cable,  which  wa:t 
costly  back  when  specialized  switi 
were  required  to  adapt  the  syste 
phone  calls.  Now,  however,  cable 
panies  can  install  off-the-shelf  dat;i 
working  gear  and  turn  theii-  coaxi; 
bles  into  universal  Intemet  pipes, 
a  box  in  the  home  to  convert  \> 
calls  into  data  packets,  and  su(i< 
the  cable  becomes  a  voice  netwoi'l 


Cover  Story 


THE  AT&T-TCI  DEAL 


THE  FINAL  MILE.  AT&T's  rationale  for 
buying  TCi  is  to  gain  quick  access  to 
what  is  called  the  "final  mile" — the 
fine  into  the  home.  Previously,  AT&T 
tried  to  make  this  connection  by  leasing 
access  from  local  phone  companies. 
But  that  left  it  with  slim  margins 


CABLE  IS  NOT  PERFECT.  But  . 

systems  ^ 
built    to  e 
signals  in  on 
rection.  Two 
traffic  take 
upgi-ade  that  costs  up  to  $300  a  In 
hold.  TCI  still  has  about  $2  billii 
go  in  its  system  upgrade.  "ThereV; 
mense  work  that  has  to  be  oil 
on  the  facilities  themselves  to  i 
them  telephony-compatible," 
William  T.  Esrey,  chief  executive  o 
of  Sprint  Corp.,  w| 
tried  but  then  a 
doned  a  deal  witl 
ble  companies 


It 


AT&T  could  be  the 
"keeper  of  the  pipe," 
able  to  carry^  voice, 
video,  E-mail,  and 
Web  pages 


NOW,  CABLE  IS  A  CREDIBLE  ROUTE 
FOR  ALL  INTERNET  TRAFFIC 


WHAT  ABOUT  SA 
LITES?  With  a  ro( 
dish,  consumers  cai 
TV  and  data  feeds 
the  sky.  The  dovn 
speeds  can  knock 
socks  off— up  to 
mbps.  But  to  talk  I 
consumers  need  a  i 
lar  modem  that 
nects  to  the  Inte 
over  phone  lines, 
fordable,  two-way 
satellite  communic 
are  still  years  ai 
One  promising 
tender  is  the  Teledesic  network  plai 
for  2003.  Cooked  up  by  billiont 
Craig  0.  McCaw  and  William  H.  G 
III — recently  joined  by  Motorol 
will  rely  on  hundreds  of  satellitt 
low  eaith  orbit.  That  will  let  consuj 
use  relatively  cheap  devices  to 
and  receive  data. 

Cable  has  the  advantage: 
here  today  and  passes  90%  of 
homes.  AT&T  won't  get  all  of  tl 
of  course.  But  working  with  TCi,  it 
a  chance  to  lift  cable  above  its  pa 
status  and  make  it  a  star  of  the 
ternet  Age. 

By  Andy  Reinliardt  in  San  M 
Calif.,  with  Neil  Gross  in  New  York 
Steven  V.  Bndl  in  Los  Angeles 
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COMMENTARY 


By  Catherine  Yang 

THIS  GOULD  BE  THE  BREAKTHROUGH  MERGER' 


Iust  a  year  ago,  then-Fed- 
eral Communications 
Commission  Chairman 
eed  E.  Hundt  declared  that 
'&t's  rumored  plan  to  buy  a 
aby  Bell — SBc;  Communica- 
3ns  Inc. — was  "unthinkable." 
fter  all,  Hundt  railed,  the 
>96  Telecommunications  Act 
as  supposed  to  encourage 
ng-distance  carriers  to  com- 
ite  with  the  Bells — not 
erge  with  them.  The  deal 
;ver  jelled. 

Now,  the  FCC's  reaction  to 
'fir's  proposed  hookup  with 
ible  giant  Tele-Communica- 
jns  Inc.  is  a  lot  friendlier — 
le  might  say  almost  jubilant. 
iTiis  could  be  the  break- 
irough  merger,"  says  Hundt's 
iccessor,  William  E.  Kennard. 
e  calls  the  deal  "eminently 
linkable."  Hundt,  now  a  tele- 
im  consultant  at  Charles  Ross 
artners,  was  ecstatic:  "Thank 
od  Almighty,  there  could  be 
•mpetition  at  last." 

Ajfler  all  the  false  starts  of 
ilecom  deregulation  and  years 
■  unsuccessfully  pounding  the 
aby  Bells  to  share  their  lines 
ith  new  rivals,  at&t  and  TCi 
ive  come  up  with  the  first 
3al  that  carries  out  the  law's 
itent  of  bringing  competition 
)  local  phone  markets.  For 
ennard  and  his  team — who 
ive  come  imder  criticism  as 
le  wait  for  competition  ap- 
sared  to  be  endless — ^it  was  a 
loment  to  breathe  a  sigh  of  re- 
ef. They  should  savor  it:  From  now 
II,  they're  going  to  be  busy. 

Why?  The  moment  the  at&t-tci 
eal  was  announced,  the  Bells  leaped 
ito  action.  Let's  be  frank:  There  is  no 
eal  less  attractive  from  the  Bells' 
erspective  than  at&t-tc-I.  After  aU, 
r&T  had  almost  given  up  trying  to 
enetrate  the  local  market  because  of 
le  Bells'  vigilant  guard-dogging. 
OLD  BELLS.  Now,  the  regional  phone 
roviders  hope  to  use  this  merger  and 
5  promise  of  bringing  competition  to 
16  local  market  to  knock  down  barri- 
rs  to  the  Bells'  entry  into  long  dis- 
ince.  The  biggest  of  course:  the  Tele- 
om  Act,  which  requires  the  local 
larket  to  be  opened  up  before  the 
iells  can  enter  long  distance. 


Even  Kennard's  FCC 
is  rejoicing  at 
the  prospect  of 
true  competition  at  last 


Given  this  deal,  the  Bells  now  ex- 
pect to  get  theirs.  "I  don't  see  how 
they  can  continue  to  approve  deals 
with  long-distance  guys  and  still  keep 
us  out  of  the  long-distance  market," 
says  Robert  T.  Blau,  BellSouth  Coqi.'s 
vice-president  for  regulatory  affairs. 
BellSouth  won't  oppose  the  deal  but 
does  plan  filings  with  the  FCC  and 
Justice  asking  that  the  deal  not  be  ap- 
proved until  all  barriers  to  long  dis- 
tance are  removed  for  the  Bells. 

Fii-st  in  line,  no  doubt,  vrill  be  Bell 
Atlantic,  which  is  waiting  for  approval 
from  New  York  State  regulators  to 
offer  long-distance  in  that  lucrative 
market.  If  it  gets  the  0.  K.,  as  expect- 
ed, other  Bells  wiU  follow  in  a  new 
round  of  petitions  to  state  regulators. 


The  boldest  Bell — SBC — is 
likely  to  feel  emboldened,  too. 
The  Texas-based  Baby  Bell 
has  fought  the  hardest  against 
the  1996  rules  on  its  ravenous 
acquisition  binge.  Currently, 
SBC  has  pending  deals  to  buy 
Ameritech  Corp.  and  Southern 
New  England  Telephone  Co. 
Neither  consolidation  is  exact- 
ly what  lavmiakers  envisioned 
when  they  cobbled  the  telecom 
act  together,  but  both  may  be 
hard  to  stop  now  that  the  tele- 
com landscape  seems  to  be 
changing  so  dramatically.  "This 
vei-ifies  oirr  vision  of  the  fu- 
tui'e:  Global  telecom  companies 
will  compete  for  customers  by 
offeiing  local,  long-distance, 
cellular,  cable-TV,  data,  Inter- 
net, security,  and  related  com- 
munications services,"  says 
Barry  K.  Allen,  Ameritech's 
executive  vice-president  for 
regulatory  and  wholesale 
operations. 

Do  the  Bells  have  a  strong 
case?  Well,  they  certainly  have 
a  point  about  at&t-tci.  If  it 
works,  it  will  be  a  new  model 
for  local  competition — a  verti- 
cally integrated  giant  offering 
one-stop  shopping  for  every- 
thing from  local  and  long-dis- 
tance service  to  cable  and  Net 
access. 

But  Kennard  is  not  entirely 
convinced.  He  wants  to  make 
sure  AT&T  will  prove  its  cable 
connection  works  first.  So,  for 
now,  the  FCC  is  likely  to  hold 
to  the  terms  of  the  1996  bill — and 
continue  to  demand  proof  of  competi- 
tion before  allowing  them  into  long 
distance.  There's  still  good  reason  for 
that:  Despite  the  latest  deal,  local 
phone  companies  remain  virtual  mo- 
nopoUes.  But  the  FCC  should  also  rec- 
ognize that  the  technology  that 
makes  possible  the  at&t-tci  deal  they 
applaud  also  changes  the  conditions 
for  other  players.  And  sooner  or  lat- 
er, that  means  that  local  phone  com- 
panies will  be  entering  the  digital 
free-for-all.  Regulators  should  be 
there  to  make  sure  they  do  so  in  pro- 
competitive  ways. 

Ya7ig  covers  telecommunications 
from  Washiyigton. 
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EVERY  GABLE  COMPANY  IS 
A  CINDERELLA  NOW 

The  race  is  on  to  find  a  partner  before  the  glow  fades 


It  got  the  biggest  laugh  at  the  June  24 
briefing  for  analysts  about  AT&T's 
pending  deal  to  buy  Tele-Communi- 
cations Inc.  TCI  Chainnan  John  C.  Mal- 
one,  recalling  his  stint  as  a  bean  counter 
32  years  ago  at  AT&T,  remembered  the 
advice  he  gave  to  the  phone  giant's 
board:  "Leverage  up,  you're  spending 
too  much  on  g — damn  taxes." 

Certainly  Mal- 
one  has  taken  his 
own  counsel,  be- 
coming the  lead- 
er of  the  pack  of 
cash-hungiy,  debt-afldicted  entreprenem-s 
w^ho  built  the  cable  industiy.  Now,  he's 
found  a  big  bi'other  to  take  liis  company 
and  its  affiliates  the  rest  of  the  way.  "I 
would  imagine,  with  AT&T's  help,  we're 
going  to  be  looking  to  get  bigger,"  says 
Marc  B.  Nathanson,  chief  executive  of 
P^'alcon  Cable  TV,  a  1  million-subscnber 
system  which  is  47%  owned 
by  TCI. 

FEELERS.  Get  bigger  oi'  get 
bought  out.  With  a  new  vi- 
sion of  Internet-based  "con- 
vergence" sweeping  the 
communications  business,  ca- 
ble companies  ai'e  suddenly 
back  in  the  high-tech  game. 
Those  with  lots  of  r-esoiu'ces 
may  get  to  play  alone — by 
building  themselves  into 
"broadband"  pipelines.  Oth- 
ers will  become  somebody 
else's  pipe. 

Even  before  the  at&t 


deal  was  announced,  cable  executives 
were  getting  feelers  from  the  likes  of 
Sprint,  GTE,  British  Telecommunica- 
tions, and  even  Deutsche  Telekom. 
"We've  talked  with  all  kinds  of  people 
who  want  to  be  our  partners,"  says 
Richard  Post,  chief  financial  officer  of 
cable  operator  MediaOne.  "We've  got 
no  shortage  of  interested  parties." 

And  the  mar- 
ket figures  the 
AT&T-TCI  deal  will 
push  up  valua- 
tions.  TCi's  stock 
was  up  2.7%,  to  39/!,  on  June  24,  and 
No.  1  Tijne  Warner  rose  6.2%,  to  88X.  Ap- 
pealing at  the  National  Press  Club  on 
the  24th,  Jane  Fonda  was  asked  how  her 
husband,  cable  mogul  and  Time  Warner 
Vice-ChauTnan  Ted  Turner,  viewed  the 
AT&T-Tc:i  combo.  "Ted  was  happy  this 
morning,"  she  said.  "That's  all  I  know." 


WILL  DEAL  MANIA  DRIVE  PRICES  HIGHER? 
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THE  AT&T-TCI  DEAL 
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ii 

Whatever  deals  foUow,  AT  TIME 
one  thing  is  clear:  The  s^J^rei^ 
cable  industry  will  con-  rose  6.'jb 
tinue  to  suck  up  cash.  THE  DAY3i 
Many  cable  companies  ™^ 
have  already  done  lots  of  rewiringE 
even  some  of  them  are  nowhere  M. 
having  a  system  that  can  support  ]iO 
service.  John  R.  Alchin,  senior  vice.' 
ident  of  Comcast  Corp.,  figures  i 
cost  his  company  up  to  $50  a  custn, 
to  do  so,  on  top  of  the  $225  per  hcie 
now  costs  Comcast  to  upgi-ade  foi  li 
tal  services.  Little  wonder  that  /c. 
hints  his  company — which  ah'eady  o\ 
$1   billion   infusion   from  Micis 
Coi-p. —  would  love  some  of  at&tV 
ey  as  well.  "There  are  strategic  ai 
erating  reasons  for  doing  businesssvi 
AT&T,"  he  says. 

Some  companies  are  overtly  e 
averse.  Cox  Communications,  fbi 
has  launched  local  phone  service  it 
markets,  signing  up  17%  of  h 
where  its  services  are  offered.  Tl•^^ 
er  Dallas  Clement  says  that  Cox  lig 
be  interested  in  reselling  local  serve 
AT&T,  but  he  says  Cox  has  no  needoi 
full  telecom  partner. 

Moreover,  cable  and  telco  p;ii 
ships  have  been  attempted  befon 
out  much  success.  Malone  himsci 
been  there,  in  his  short-lived  19!t"  3 
with  Bell  Atlantic  Corp.  "But  thi^:! 

will  close,"  Malone  sif 
es.  He's  probably  i. 
Some  98%  of  Am. 
homes  now  have  TVs. . 
pared  with  94%  of  hn 
with  telephones,  acc(d 
to  TCI  President  L  ) 
Hindery  Jr.  Cable  c(  i 
nies  have  at  last  fni  < 
company  that  needs  ■ 
in  American  homes  \ 
more  than  they  do.  i 
By  Ronald  GrovA 
Los  Angeles  and  Ru 
Siklos,  with  Neil  Grol 
New  York 
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COMMENTARY 


By  Robert  D.  Hof 

HOW  SWEET  IT  IS  (AGAIN)  FOR  CHAIRMAN  BILL 


iT&T's  C.  Michael  Armstrong  and 
Tele-Communications  Inc.'s 
John  Malone  were  in  the  spot- 
ght,  but  the  high-tech  exec  having 
le  best  time  on  June  24  was — with- 
at  a  doubt— William  H.  Gates  III. 
he  AT&T-T(^i  deal,  which  promises 
)  give  Microsoft  Corp.  a  new  high- 
peed  "platform"  on  which  to 
ell  products  and  services,  was 
;ing  on  the  cake  for  Gates  in  a 
'eek  that  brought  him  a  stun- 
ing  victory  in  a  Washington 
ppeals  court,  the  launch  of 
i/'indows  98,  and  a  new  record 
Dr  Microsoft's  stock  and  his 
ast  fortune. 

For  months,  Gates  has  been 
nder  assault  as  America's  high- 
ech  bully.  Now,  lie's  racing 
own  the  Infbbahn— -once  again 
1  the  driver's  seat.  The  re- 
•ound  began  on  June  23,  when 
he  U.  S.  Court  of  Appeals 
truck  down  an  injunction  ban- 
ing  Microsoft  fi'om  forcing  PC 
nakers  to  cairy  its  Intemet 
explorer  browser  as  a  condition 
if  licensing  Windows  95.  The 
curt  ruled  that  U.  S.  District 
^ourt  Judge  Thomas  Penfield 
ackson  en-ed  when  he  issued 
he  injunction  last  December, 
barging  that  Microsoft  was  tr\ 
ag  to  put  rival  browser  maker 
Netscape  Communications  Corp.  out 
•f  business.  Not  surprisingly,  Mi- 
Tosoft  is  jubilant.  Says  Chief  Oper- 
iting  Officer  Robert  Herbold:  "This 
s  a  great  day  for  consumers  and  a 
;reat  day  for  anyone  who  cares 
ibout  the  high-tech  industry." 

Well,  for  Microsoft,  at  least.  The 
Tiling  is  widely  interpreted  as  a 
luge  setback  to  a  key  claim  in  the 
ederal  antitioist  suit  filed  in  May. 
3ne  of  the  suit's  central  allegations  is 
;hat  by  bundling  a  browser  with 
iVindows  95,  Microsoft  illegally 
5tunts  competition.  The  2-to-l  deci- 
sion essentially  backs  Microsoft's  as- 
sertion that  it  can  add  anything  it 
wants  to  Windows  as  long  as  con- 
sumers get  some  benefit  ft-om  it. 
Says  Hillard  M.  Sterling,  a  Chicago 
antitrust  attorney:  "The  ruling 
shakes  the  pillar\s  of  the  goverii- 
tnent's  larger-  case." 

Tinstbuster-s,  however;  don't  agree. 
Justice  Dept.  oiScials  point  out  the 
feds'  case  is  much  broader — that  it  in- 


cludes char-ges  of  using  exclusionary 
contracts  with  Internet  service 
providers  and  pacts  with  computer 
makers  that  bar  them  from  making 
changes  to  the  opening  vc  screen. 

How  does  the  at&t-tci  deal  help 
Gates?  A  year  ago,  Micr-osoft  invest- 
ed $1  billion  in  Comcast  Cor-p. — 


A  win  over  Justice, 
a  smart  cable  bet, 
Win98  debuts,  and 

now  he's  worth 
almost  $57  billion 


whose  stock  has  nearly  doubled  since 
then — to  goad  the  cable  industry  into 
faster"  deployment  of  high-speed, 
two-way  networ'ks  for*  delivering  new 
services  such  as  video  and  Net  pro- 
gr-amming.  He  also  bought  WebTV  to 
deliver  the  Web  over  cable  TV.  A 
week  ago.  Gates  upped  that  ante, 
joining  vdth  Compaq  Computer- 
Corp.  to  invest  $425  milhon  for  a 


20%  stake  in  the  Road  Rimner  cable 
access  ventiu-e. 

The  common  goal:  to  expand  the 
market  for-  ever-ything  Microsoft 
makes.  That  means  Windows  soft- 
war-e  and  progr-ams  for  PCs  and  ca- 
ble-TV  set-top  boxes;  backroom 
"ser-ver"  software  to  deliver  video 
and  Inter-net  content;  not  to 
mention  a  plethora  of  E-com- 
merce  and  Net  service  offer-ings, 
from  car  buying  to  travel  sales. 

Bill's  fairy-tale  week  wasn't 
over  yet.  On  June  25,  Microsoft 
was  set  to  launch  Windows  98. 
Until  the  court  r-uling,  Win98 
hadn't  caused  much  of  a  stir-  in 
the  market.  But,  says  Webb 
McKinney,  general  manager  of 
Hewlett-Packard  Co.'s  Home 
Pr-oducts  Div.:  "The  government 
tm-ned  what  was  a  modest  en- 
hancement into  a  major  event." 
MORE  AMMO.  Make  no  mistake: 
Gates  won't  soon  pop  the  Dom 
Per-ignon.  Justice  insists  it  has 
lots  of  legal  ammo  left.  With  the 
June  23  ruling.  Gates  has  a  way 
to  approach  Justice  to  settle  the 
remaining  charges,  analysts  fig- 
ure. "That  would  be  a  br-illiant 
move  and  show  a  little  mod- 
esty," says  Deutsche  Bank  Secu- 
r-ities'  Michael  K.  Kwatinetz. 
"And  DOJ  could  walk  away  with- 
out being  totally  embarrassed." 

And  while  the  prospect  of  a  new 
super-highway  fr-om  the  AT&T-TCi  deal 
gives  Gates  something  to  celebr-ate, 
it  also  poses  tactical  problems  for  Mi- 
crosoft. AT&T  is  a  longtime  ally  of  Mi- 
cr-osoft  r-ival  Sun  Microsystems  Inc., 
which  has  a  contract  viith  TCi  to  sup- 
ply softwar-e  for  new  digital  set-top 
boxes.  Oracle  CEO  Lawa-ence  J.  Elli- 
son thinks  few  cable  companies  will 
use  technology  fi*om  Microsoft — 
which  has  a  similar  set-top-box 
agr-eement  with  TCi — for  fear  of  giv- 
ing up  their  control:  "They're  scared 
to  death  of  Microsoft." 

Still,  Gates  can  rest  a  little  easier. 
He's  got  a  wee  bit  more  per-sonal 
spending  money.  His  week  of  glory 
pumped  Microsoft's  stock  up  to  an  all- 
time  liigh  of  104'Xi;,  making  this  In- 
fobahn  racer-'s  stake  worth  almost  $57 
biUion. 

Hof  covers  the  computer  industry 

for  BUSINESS  WEEK. 
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News:  Analysis  &  Commentary  july  e,  19 


O n  June  19,  President  Clinton  sat 
doum  with  nusiNESS  week  White 
House  Correspondent  Richard  S. 
Dunham  and  members  of  other 
news  organizations  to  discuss  his  trip  to 
China  and  geopolitical  and  economic 
issues  elsewhere.  Here  are  highlights: 

Q:  How  have  the  East  Asian  economic 
crisis,  the  nuclear  standoff  in  South 
Asia,  and  congressional  hearings  about 
alleged  Chinese  involvement  in  Ameri- 
can elections  arid  techyiology  transfers 
affected  the  summiVs  agenda? 
A:  The  first  two  matters  have  made  the 
importance  of  the  trip  even  greater  


The  Chinese  liave  tried  to  be  constmc- 
tive  in  working  with  us  on  the  whole 
Asian  economic  crisis.  And  if  you  look  at 
the  Indian  subcontinent . . .  you  can't 
imagine  any  scenario  in  which  we  can 
unravel  the  difficulties  between  India 
and  Pakistan  without  China. 

Now,  as  to  the  congressional  investi- 
gations, the  only  one  that  I  think  has 
any  bearing ...  on  our  relationship  with 
China  is  the  inquiries  into  whether  any 
elements  of  the  Chinese  government  at- 
tempted to  influence  the  last  election 
by  channeling  money  into  my  campaign 
or  the  campaigns  of  various  members  of 
Congress. 


As  I  have  always  said,  that  is  a  s 
ous  issue.  I  have  raised  it  with  the 
nese,  Irom  the  President  on  down.  T 
have  vigorously  denied  it.  And  I  1 
asked  them  to  cooperate  in  every 
with  the  investigation  that  we  havt 
conduct  into  this — that  is,  "we"  the 
ecutive  branch,  and  "we"  . . .  the 
gress.  But  that  doesn't  in  any  way 
dermine  the  trip's  importance  or  n 
for  a  partnership  against  the  b£ 
ground  of  the  economic  and  securitj 
sues  you  mentioned. 

Q:  Chiym  }ms  been  hinting  tfmt  it  m\ 
not  be  able  to  hold  the  line  on  curre 
devaluation.  How  warned  are  you  at 
that? 

A:  First  of  all,  I  think  it's  clear 
everyone  that  they  don't  want  to 
value  and  they've  been  taking  extn 
dinary  actions  to  avoid  devaluation. 
I  think  in  so  doing  they  have  helpec 
contain  and  to  stabilize  the  situatioi 
Asia.  And  they  deserve  credit  for  tl 
And  I  personally  appreciate  it 

The  best  thing  we  can  do  is  to  w 
with  them,  with  Japan,  and  with  oth 
to  try  to  change  the  conditions  so  t 
the  pressure  to  devalue  will  decre; 

rather  than  increi 


STEADYING 
INFLUENCE 

China  has 
"helped  to 
contain  and 
to  stabilize 
the  situation 
in  Asia.  They 
deserve  cred- 
it for  that" 


S 


Q:  Your  Administ 
tion  has  aggressi 
ly  pushed  Amerix 
companies  and  pr 
ucts  in  the  glo\ 
marketplace.  Is  th 
a  danger  that 
ernphasis  on  co 
mercialism  cm 
cloud  national  se 
rity  or  hunmn-rig 
interests? 
A:  I  think  they 
two  different  issu 
It  only  undermines  human  rights  if ; 
basically  just  do  it  with  a  wink  an( 
nod  and  . . .  you  don't  care  about  huir 
rights  or  other  issues  of  liberty  or  1 
man  decency.  This  is  not  just  with  C 
na,  but  generally.  On  balance,  the 
dence  is  that  economic  prosperity 
economic  openness  lead  to  greater  fri 
dom  and  a  higher  quahty  of  life  acr< 
the  board. 

Now  on  the  national  security  issu 
very  often  these  questions  require  ca 
ful  judgment  by  people  who  know 

the  facts  And  I  think  the  syst< 

has  worked  well  for  the  United  Stal 
and  has  advanced  our  interests  wi1 


4  i  The  U.S.  needs  to  be  seen  doing  everything  possible  to 
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undermining  our  security.  I've  not 
any  evidence  of  a  national  secuiity 
•est  that  has  been  compromised. 

)flen,  there  are  delegations  of  chief 
utives  accompanying  trips  of  this 
!,  but  it  doesn't  appear  that  there 
be  this  time.  Is  there  a  reason  for 

Ve  are  going  to  have  a  U.  S.-China 
less  meeting  in  Shanghai,  and  a  lot 
American  CEOs  are  going  to  be 
2  But,  frankly,  since  this  is  the 

trip  an  American  President  has 
e  in  quite  a  vi^hile,  and  since  there 
issues  other  than  economic  issues 

have  to  be  front  and  center,  I 
ght  it  was  better  this  time  just  to 

our  delegation. 

Asia  and  Russia  face  economic 
!S,  but  a  proposal  to  pump  $18  bil- 

into  the  International  Monetary 
d  is  languishing  on  the  Hill.  So- 

conservatives  want  to  add  anti- 
iion  language,  and  House  Speaker 
t  Oin/fHch  has  threatened  to  hold  it 
How  important  is  it  to  pass  an  IMF 
quickly? 

The  economic  trouble  in  Asia  has 
e  it  more  important  in  two  ways — 
symbolic  and  one  practical.  Sym- 
;ally,  it's  more  important  because 
United  States  needs  to  be  seen  do- 
sverything  possible  to  be  a  respon- 
:  player  in  the  international  economy 
because  we  have  a  huge  stake  in 
t  happens  in  Asia.  A  big  percentage 
or  exports  go  to  Asia;  a  significant 
entage  of  om*  own  economic  gi'owth 
been  fueled  by  that  export  market, 
here  is  also  a  practical  reason.  So 
y  countries  got  in  trouble  at  the 
e  time  that  the  imf  is  going  to  need 
money  pretty  soon.  We  can't  expect 
5ad  the  world  when  all  these  huge 
^•ests  are  at  stake  and  then  say:  "I'm 
y,  there  are  15  or  20  members  of 
Repubhcan  majority  in  the  House 
have  said  that  if  this  Administra- 
won't  change  its  family  planning 
:y,  then  they're  prepared  to  see  us 
our  vote  in  the  United  Nations  [for 
ng  to  pay  dues]  and  have  no  influ- 
i  over  the  International  Monetary 
d." 

his  is  part  of  a  dangerous  move  to- 
d  both  unilateralism  and  isolationism 
;  you  can  also  see  in  some  of  the 
get  proposals  for  foreign  assistance, 
le  members  of  the  House  appear  to 
it  to  sanction  everybody  in  the 
Id  who  doesn't  agree  vdth  us,  and 
invest  in  anybody  who  does  agree 
1  us. 


onsible  player  V  f 


COMMENTARY 


By  Richard  S.  Dunham 

THE  GOP  IS  CHOOSING 
SYMBOLS  OVER  SUBSTANCE 


Congressional  Republicans  like  to 
lecture  welfare  mothers, 
bureaucrats,  and  Chinese  Com- 
munists about  irresponsible  behav- 
ior. But  they  aren't  setting  a  very 
good  example  these  days. 

Midway  through  the  year,  lavraiak- 
ers  still  haven't  agreed  on  a  1999 
budget  blueprint,  due  by  law  two 
months  ago.  The  Senate  has  deep- 


TAX  DEBATE:  Bill  Tauzin  and  Armey 

sixed  campaign-finance  reform  and  a 
comprehensive  tobacco  bill.  The 
House  is  trying  to  hold  an  $18  biUion 
International  Monetary  Fund  assis- 
tance package  and  U.  N.  dues  hos- 
tage to  the  demands  of  antiabortion 
forces. 

Amid  the  WTeckage,  Republicans 
point  to  one  proud  accomplishment: 
On  June  18,  the  House  voted  to  abol- 
ish the  tax  code.  It's  a  safe  vote  be- 
cause the  Senate  and  Clinton  viill 
never  go  along.  It's  also  meaningless, 
since  the  legislation  would  wipe  out 
the  code  in  2002  only  if  Congress  and 
the  President  have  adopted  an  alter- 
native. Well,  if  the  two  branches 
could  agi-ee  on  a  new  system,  the  old 
tax  code  would  be  histoiy  anyway. 

What's  going  on  here?  Led  by 
House  firebrands,  Hill  Republicans 
are  again  playing  to  their  consei-va- 
tive  core,  fi-om  tax-hating  supply- 
siders  to  Religious  Right  activists,  to 
ensure  a  strong  turnout  in  fall  elec- 
tions. The  result:  a  spate  of  partisan 
votes  meant  to  emban'ass  Democ- 
rats. Among  them:  a  ban  on  so-called 
partial-birth  abortion,  restoration  of 
organized  prayer  in  pubhc  schools. 


and  tax  breaks  for  private-  and  reli- 
gious-school students. 

Consei-vative  activists,  who  earlier 
this  year  threatened  to  sit  out  the 
election,  are  thrilled.  "It's  a  signal  to 
the  shock  troops  that  the  Republican 
Party  has  a  tremendous  record  to 
run  on,"  says  gop  strategist  Keith 
Appell.  And  gop  pollsters  are  telling 
their  elected  officials  that  the  select- 
ed issues  are  a  hit  with  most 
voters.  Crows  House  Majori- 
ty Leader  Richard  K.  Armey 
(R-Tex.),  "I  have  no  doubt 
that  we  are  applauded  in 
America." 

But  these  tactics  are 
alarming  some  gop  centrists. 
Veteran  moderates  such  as 
Repi'esentative  Marge  Rou- 
kema  (R-N.J.)  woiTy  that  the 
GOP  has  been  hijacked  by  the 
far  right  again.  "It's  symbolic 
show  business,"  she  com- 
plains. "As  the  majority  par- 
ty, it  is  our  moral  responsibil- 
ity to  find  ways  to  deal  with 
real  issues.  How  can  we  re- 

  main  a  majority  party  if  we 

don't  seek  consensus?" 

Roukema  has  put  her  finger  on  the 
potentially  fatal  flaw  in  the  Repubh- 
can strategy.  Symbolic  votes  may 
make  good  30-second  attack  ads,  but 
they  won't  improve  schools  or  fix 
managed  care  or  ease  global  econom- 
ic crises. 

BRINKMANSHIP.  Still,  Republican 
strategists  insist  that  the  symbolic 
votes  reflect  a  commitment  to  princi- 
ple. But  if  the  party  tmly  wanted  to 
enact  antiabortion  legislation,  for  in- 
stance, it  would  call  Clinton's  bluff 
and  compromise  on  a  late-tenn  ban 
that  would  allow  the  procedure  if  a 
mother's  health  were  threatened.  But 
the  GOP  prefers  a  campaign  issue  to 
a  poUcy  win. 

That  kind  of  partisan  brinkmanship 
is  a  throwback  to  the  gop's  40  years 
in  the  House  minority.  As  the  majori- 
ty party,  the  (;op  is  expected  to  legis- 
late, not  postui'e.  If  RepubUcans  keep 
acting  like  they're  still  in  the  minori- 
ty, come  November  voters  may  de- 
cide that's  just  where  they  belong. 

Dunham  is  business  week's 
Wliite  House  Correspoyident. 


i 
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A  closed  network  is  on  oxymoron. 
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^    Networks  are  about 
^  open  access. 

Different  people  and  different 
technologies,  working  together  to  make 
your  business  better.  Everything  we  do, 
every  product  we  make  is  dedicated  to 
this  one  ideal. 

We're  networking  specialists. 

ther  software  companies  insist  that 
their  stuff  will  only  work  properly 
with  their  stuff.  That's  fine  for  them. 
For  us,  that's  not  really  a  network. 

NetWare®  5,  our  new  network 
software,  works  cross-platform. 
It  integrates.  It  even  makes  our 
competitor's  products  better.  Why? 

Our  customers  need  solutions, 
not  contradictions. 
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PHARMACEUTICALS 


AN  EPISODE  OF 
VIAGRA  INTERRUPTUS 

With  fewer  insurers  covering  the  cost,  sales  are  slowing 


I 


t  was  bound  to  happen.  Sales  of  Via- 
gi'a,  the  massively  publicized  little 
blue  pill  that  corrects  erectile  dys- 
function, reached  an  early  peak  and 
have  started  falling. 

Ti-ue,  it's  still  a  blockbuster  drug. 
Physicians  wrote  out  more  than  2  mil- 
lion prescriptions  in  Viagra's  first  10 
weeks  on  the  market,  and  first-year 
sales  could  still  top  $1  billion  for  Pfizer 
Inc.,  its  inventor,  say  mai'ket  trackers  at 
IMS  Health  Inc.  But  that's  below  what 
some  analysts  predicted.  "The  pent-up 
demand  is  diying  up,  and  we're  already 
seeing  a  drop-off  in 
new  prescriptions," 
says  Arvind  H.  Desai, 
a  partner  at  re- 
searcher OrbiMed  Ad- 
visors in  New  York. 
"Obviously,  a  good  bit 
of  this  was  experi- 
mentation." Desai  has 
trimmed  his  estimate 
of  annual  sales  to  $700 
million,  down  $150 
million  from  his  earlier 
prediction. 

Maybe  it's  just  a 
sign  that  summer's 
here  and  people  are 
spending  more  time 


outside.  More  likely,  the  drop  was 
caused  by  a  number  of  factors — includ- 
ing reports  of  the  deaths  of  a  half-dozen 
Viagra  users  as  well  as  such  side  ef- 
fects as  headaches  and  blue-tinged  vi- 
sion. And  then  there's  cost. 
RATIONING.  In  recent  weeks,  health-cai'e 
companies  told  subscribers  they  won't 
pick  up  the  $10-a-pill  tab.  On  June  19 
and  June  22,  giants  Kaiser  Permanente 
and  Aetna  U.S.  Healthcare  said  they 
won't  cover  Viagr'a.  A  Pfizer  spokesman 
says  "it  was  expected  that  some  would 
not  cover  it  and  others  would." 


HOW  INSURERS  COVER  VIAGRA 


THE  MORNING  AFTER 


AETNA 

Not  covered 

CIGNA 

6  per  month 

KAISER 

PERMANENTE 

Not  covered 

PACIFICARE 

Decision  pending  (not 

covered  in  interim) 

PRUDENTIAL 

Decision  pending  (not 

covered  in  interim) 

BLUE  CROSS/ 

Varies  (Blue  Cross  of 

BLUE  SHIELD 

Calif.:  6  per  month) 

UNITED  HEALTHCARE  8  per  month 


DATA;  IMS  HEALTH  INC 


Other  companies  have  said  they'll  j 
for  Viagra  but  will  ration  the  pil 
Usually,  one  or  two  pills  a  week.  ! 
(.'ross  &  Blue  Shield  of  lUinois,  for 
ample,  used  to  let  physicians  dec 
now  it  limits  patients  to  a  si 
month  regimen.  Now,  insurers 
er  41%  of  Viagra  prescripti' 
dovra  fi-om  ai-ound  50%  when 
drug  was  first  introduced. 

The  upshot:  By  June  12 
number  of  weekly  prescript 
had  di-opped  to  233,391,  23% 
er  than  in  the  week  ending 
8,  the  drag's  peak.  New  pres( 
tions  were  down  40%  over 
same  period,  according  to 
Health.  Pfizer  says  that  strong 
tial  demand  and  a  blitz  of  publi 
clear-ly  affected  early  sales,  and  it's  1 
to  forecast  long-temn  usage. 
"COMMON  SENSE."  The  new  limits 
on  Viagra  by  insurers  and  manaj 
care  companies  may  slow  the  pill's 
ceptance  even  further.  The  decision; 
Kaiser  and  Aetna  on  Viagra  covei 
came  in  mid-June  and  won't  show 
in  the  data  for  weeks.  Viagra's  rep 
tion  as  a  lifestyle  drug — an  enhance 
sexual  fimction  rather  than  a  res 
er — didn't  help  its  cause  with  the 
sui'ers.  "Oiu-  sense  was  that  Viagra 
pushing  the  limits  of  com.mon  sens 
what  should  be  covered  by  a  mei 
policy  and  therefore  paid  by  eveiyb( 
says  Dr.  Francis  J.  Crosson,  execu 
director-  of  the  Per-manente  Federal 
Kaiser  figured  it  would  cost  more 
$100  million  a  year  to  cover  fewer  t 
1%'  of  its  member's. 

Still,  Viagi'a  has  already  set  r'ecc 
vrithout  too  much  help.  "Insui'ance  r 
not  play  a  big  part  in  the  pur-chase 
cision,"  says  IMS  Vice-Pr-esident  G 
Friend.  "This  is  not  like  the  treatnr 
for  other  chronic  conditions,  where 
have  to  take  it  every  day  and  there's 
instant  gratification." 

Indeed,  the  slov 
sales  may  be  jus 
hiccup.  There's 
question  that  sales 
increase  as  the  d 
is  appr'oved  in  Eui 
and  elsewhere.  I 
ployers  may  un( 
write  supplemei 
cover-age  for  comp 
tive  reasons.  And 
sumers  may  dec 
that  even  at 
dose,  Viagra  is  n; 
fun  and  costs  less  t 
going  to  the  movie 
By  Larry  A; 
strong  in  Los  Ang 
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COMMENTARY 


By  Amy  Barrett 

THE  BIG  HOLE  IN  THE  DRUG  SAFETY  NET 


It's  almost  a  grim  routine  by  now: 
After  the  Food  &  Di-ug  Aciminis- 
tration  gives  the  go-ahead  for  a 
ew  drag,  the  product  is  yanked 
•om  the  mai'ket  when  some  unfore- 
3en  problem  arises.  In  the  latest  in- 
;ance,  American  Home  Products 
orp.  announced  on  June  22  that  it 
'as  pulling  its  painkiller  Duract 
•cm  the  market  after  four  patients 
sing  the  diaig  died  and  eight  needed 
ver  transplants.  The  move  came 
ist  two  weeks  after  the  hypeiten- 
lOn  diTig  Posicor  was  yanked  be- 


George  Washington  University  Med- 
ical Center  senior  fellow. 

Is  the  FDA's  faster  dnig-approval 
process  to  blame?  Not  really.  While 
the  agency  requires  extensive  clinical 
trials  before  approval,  such  tests 
can't  detect  many  problems  that 
aiise  in  widespread  use.  Tinals  are 
conducted  under  tightly  controlled 
conditions.  Participating  physicians 
carefully  monitor  dosages  and  track 
what  else  patients  are  taking. 

The  real  woi'ld  is  never  that  neat. 
Many  patients  taking  a  new  drug  will 


ause  in  some  patients  it  raiiscd  oth- 
r  drugs  they  were  taking  to  build 
p  to  dangerous  levels.  And  it  was 
ist  last  fall  that  the  diet  dnigs 
'ondimin  and  Redux  were  with- 
rawn  after  data  showed  the  two 
light  cause  heait-valve  damage. 
TIGHTER  SHIP."  All  four  cases  high- 
ght  a  sei'ious  weakness  in  the  cur- 
ent  U.  S.  regulatory  system.  The 
DA  has  accelerated  its  review 
rocess,  and  record  numbers  of  new 
rugs  are  coming  to  market.  But  the 
ystem  fails  to  provide  comprehen- 
ive  data  on  what  happens  after 
iharmacies  start  dispensing  them — 
0  determine  whether  and  to  what 
xtent  people  are  injured  as  a  result 
f  taking  them.  Regulators  need  a 
ystem  to  identify  problems  earlier 
nd  let  health-care  providers  come 
ip  with  strategies  for  stopping  them. 
We  need  to  nan  a  tighter  ship  in 
racking  drugs  when  they  hit  the 
narket,"  says  Thomas  J.  Moore,  a 


have  other  senous  conditions  or  be 
taking  other  medications.  And  because 
doctors  can  presciibe  drags  for  condi- 
tions other  than  those  for  which  the 
drags  ai'e  approved,  dioigs  often  ai-e 
used  in  ways  tnals  can't  anticipate. 
Dm-act  was  only  approved  for  10-day 
use,  but  most  of  the  patients  who  had 
problems  wei'e  taking  it  for  longer  pe- 
riods. In  addition,  even  large  trials 
may  be  too  small  to  pick  up  rare  side 
effects.  "We  always  learn  more  about 
a  product  after  it  is  approved  than  be- 
fore," says  Dr  Michael  A.  Friedman, 
acting  FDA  commissioner. 

What  can  be  done?  The  easiest 
step  is  to  beef  up  the  system  for 
tracking  bad  drug  reactions.  Today, 
physicians  and  phaiTnacists  voluntari- 
ly report  adverse  drag  incidents  to 
the  FDA,  while  drugmakers  are  i-e- 
quired  to  report  any  incidents  they 
hear  of.  But  many  go  um-eported  by 
healthcare  providers.  A  controversial 
study  in  the  Journal  of  the  Ameri- 


can Medical  Assn.  in  April  estimated 
that  up  to  100,000  deaths  in  the  U.  S. 
in  1994  were  related  to  adverse  drag 
reactions.  The  fda's  system  showed 
just  over  3,500  such  deaths  that  year. 

There  are  a  number  of  ways  to 
improve  the  system.  Dr.  David  W. 
Bates,  associate  professor  of  medi- 
cine at  Harvard  Medical  School,  says 
the  progi'am  for  tracking  hospital- 
acquired  infections  could  serve  as  a 
model.  Infectious-disease  experts  use 
ongoing  surveillance  at  selected  hos- 
pitals to  estimate  the  incidence  of  in- 


FATAL  FLAW? 


The  system  doesn't 
adequately  track  bad 
reactions  once  a  drug 
is  on  the  market 

fections  that  develop  in  U.  S.  hospi- 
tals. Bates  says  a  similar  progi'am  to 
monitor  prescription  drags  "could 
identify  strategies  for  reducing  the 
likelihood  of  what  are  now  seen  to  be 
unpredictable  reactions." 

The  FDA  could  also  be  more  ag- 
gi'essive  about  hunting  for  drag 
problems.  George  Washington's 
Moore  says  that  by  monitoring  data 
about  certain  illnesses  such  as  aplas- 
tic anemia,  a  bone-man*ow  disorder 
fi-equently  caused  by  drags,  prob- 
lems could  be  spotted  quickly.  The 
FDA's  Friedman  says  the  agency  is 
looking  at  such  progi'ams  and  is  try- 
ing to  improve  the  fda's  statistical 
expertise  to  spot  trends  earlier. 

Such  a  system  will  not  come 
cheap.  Fees  levied  on  the  industry 
can  only  be  used  to  fund  the  drag- 
approval  process,  so  the  fda  remains 
on  a  tight  budget  to  fimd  other  ac- 
tivities. The  agency  spends  about 
$9  million  a  year  to  track  approved 
drugs.  Draginakers  say  they  aren't 
aware  of  the  fda  needing  more  mon- 
ey for  oversight,  but  they  would  do 
well  to  push  for  it  in  this  case.  New 
drugs  will  be  a  harder  sell  if  the 
public  questions  the  strength  of  the 
regulatory  safety  net. 

Barrett  covers  the  pharmaceutical 
iiidustry  from  Philadelphia. 
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NBA  PLAYERS 
GRAB  THE  BALL 

With  a  lockout  looming,  they  may  try  suing  the  league 


M 


ichael  Jordan  may  soon  bow  out 
of  pro  basketball,  but  not  before 
the  Chicago  Bulls  superstai-  takes 
one  last  jump  shot  against  the  National 
Basketball  Assn. 

Three  years  ago,  Jordan  and  New 
York  Knicks  center  Patrick  Ewing 
pushed  the  National  Basketball  Players 
Assn.  to  adopt  a  hardball  labor  strategy 
in  an  attempt  to  fend  off  the  demand  by 
NBA  owners  for  a  player  salary  cap. 
Their  plan:  disband  the  player's  union, 
then  file  a  federal  antitrust  suit  against 
the  NBA. 

Sure,  it  sounds  crazy  to  junk  the 
union  for  a  bettei'  labor  pact.  But  sports 
leagues  are  vulnerable  to  antitmst  suits, 
because  ownei's  collectively  limit  some 
players'  salaries  through  caps.  And  a 
1992  federal  court  luling  involving  the 
National  Football  League  found 
leaguewide  labor  rules  are  exempt  ft'om 
antitrust  law  only  if  owners  are  in  a 
bargaining  relationship  with  a  union.  So 
no  union,  no  antitmst  exemption. 
WHO'LL  FLINCH?  It  was  a  clever  strate- 
gy. But  in  1995,  not  enough  players 
would  go  along.  The  union  swallowed  a 
new  contract  and  a  new  ceiling  on 
salaries.  Now,  the  NBA  wants  an  even 
lower  cap  and  is  threatening  to  lock  out 
players  on  July  1  unless  they  agree. 
But  this  time,  a  more  united  associa- 
tion— with  Ewing  as  president — seems 
ready  to  embrace  decertification. 

Wliich  side  will  budge  fli'st?  Both  will 
suffer  if  there's  no  season:  The  players 
would  have  no  pay  at  all.  And  the  NBA 
will  be  facing  an  uphill  legal  battle.  Af- 
ter all,  the  NFL  was  forced  to  compro- 
mise on  its  salary  re- 
strictions after  a  juiy 
ruled  that  players 
could  decertify  their 
union  and  bring  anti- 
tmst charges. 

More  broadly,  both 
sides  run  the  risk  of 
damaging  the  public 
image  of  basketball — 
the  only  major  sport 
that  has  never  alienat- 
ed fans  with  a  messy 
labor  shutdown.  A  de- 
layed season  could 
dent  the  nba's  stellar 


record  of  fast  revenue 
growth.  "Decertifica- 
tion is  just  a  bargain- 
ing tactic;  the  only 
way  out  is  to  negoti- 
ate a  fair  deal,"  says 
NBA  Commissioner 
David  J.  Stern. 

Stern  is  ready  with 
his  own  tactic  if  play- 
ers decertify.  His 
plan:  ask  the  National 
Labor  Relations 
Board  to  charge  the 
union  with  failing  to 
bargain,  as  federal  la- 
bor law  requires.  If 
the  board  agi'ees  with 
the  NBA,  players 
couldn't  ai'gue  in 
couit  that  their  union 
has  been  disbanded. 

The  NBA  is  holding 
firm  because  the 
tighter  cap  it  won  in 
1996  hasn't  worked. 


GOING  FOR  IT? 

Led  by  Ewing  (right),  the  union  could  decertify. 


Salaries  have  jumped  would  allow  it  to  file  an  antitrust  lawsuit  against 
from  46%  of  league  tgam  owners-a  tactic  that  worked  for  NFL  players 

— „  .  ,„  j-Q 


PUYER  SALARIES 
ARE  JUMPING 


SALARIES  AS 
PERCENT  OF 


DATA:  NATIONAL  BASKETBALL  ASSN 


revenues  m 
57.5%  this  season  (chart).  In  March,  un- 
happy owners  reopened  the  1996  pact. 
In  addition  to  a  lower  salaiy  cap,  they 
want  players  to  abolish  the  so-called 
Larry  Bird  exemption.  The  clause  al- 
lows teams  to  exceed  the  cap  to  resign 
their  own  players,  as  the  Bulls  did  to 
pay  $33  million  for  Jordan  this  season. 
This  has  driven  up  salaries  and  pro- 
duced a  leaguewide  loss  of  $44  million, 
NBA  officials  claim. 

The  players  don't 
buy  the  nba's  num- 
bers. They  also  point 
out  that  a  fat  new  TV 
advertising  pact,  worth 
$2.6  billion  over  four 
years,  will  lift  NBA  rev- 
enues to  $2  billion  next 
season,  up  from  $1.74 
billion  this  year.  So 
even  if  salaries  jump 
by  20%.,  to  60%-  of  rev- 
enues, the  league 
would  still  have  $60 
million  more  left  over 
than  it  did  this  vear. 


The  union  has  more  unity  now  t! 
in  1995  to  make  its  position  stick, 
sides  having  the  popular  Ewing  as 
president,  it  has  rehired  Jeffrey 
Kessler,  a  partner  at  New  York  1 
fii-m  Weil,  Gotshal  &  Manges.  Kes! 
had  helped  to  plan  the  1995  decertif 
tion  attempt  and  was  a  key  archit 
of  the  football  players'  lawsuit.  This 
son,  the  association's  dii-ector,  G.  Will 
Hunter,  got  a  majority  of  playei's  to 
thoiTze  the  imion  to  disband  if  it  sees 
"The  owners  are  forcing  a  battle  o 
something  they  know  the  players  w( 
agree  to,  which  is  a  hard  salary  c£ 
says  Kessler 

If  the  NBA  does  lock  out  the  play* 
the  union  leaders  probably  will  tak 
vote  on  decertification  at  their  anr 
meeting  in  Hawaii  on  July  6.  But 
real  crunch  won't  come  until  the  1 
when  teams  must  line  up  players 
the  new  season.  If  no  one  has  budj 
by  then,  you  may  see  more  fancy  i 
neuvers  in  a  law  court  than  on  a  t 
ketball  court. 

By  Aaron  Bernstein  in  Washing 
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f  PROMISED  LAND 
R  OUTSOURCING? 

Connecticut  moves  to  farm  out  info  tech,  suppliers  drool 


GOVERNMENT  SPENDING 
ON  INFORMATION 
TECHNOLOGY 
SERVICES 

(U.S.) 


A  BILLIONS  OF  DOLLARS 

DATA:  DATAQUEST  INC 


gine  renewing  your  driver's  license 
m  the  comfort  of  home,  using  youi- 
nputer.  Or  govei'nment  agencies 
the  abihty  to  share  information, 
ing  such  debacles  as  a  foster  fami- 
ai'ged  with  abuse  by  one  agency 
licensed  to  offer  day  care  by  an- 
,  That's  the  vision  that  is  being  of- 
to  voter's  by  Connecticut  Governor 
G.  Rowland.  He  wants  to  hand 
virtually  all  of  the  state's  informa- 
echnology  systems,  covering  some 
encies,  to  a  pi'ivate  company  in  a 
1-year,  $1  billion 
-the  most  sweep- 
government  out- 
ing effort  by  any 
"I  want  our  gov- 
ent  to  be  smarter, 
r,  faster,"  says 
and. 

did  governors  in 

states  who  have 
iered — but  backed 

from — major  out- 
ing deals,  a  prac- 
ilready  common  in 
)rivate  sector.  In 
na  and  Iowa,  gov- 
's abandoned  such 
!S  after  facing 
)  opposition  from 
•  politicians  and 
Dyee  unions.  Row- 

a  popular  Repub- 

has  faced  neai'ly 
years  of  efforts  to 
1  his  privatization 
'.  "It's  been  pretty 
il  at  times,"  admits 
g  "Rock"  R  Regan, 
state's  chief  infor- 
)n  officer 

X)D?  But  Connecti- 

could  be  on 
^erge  of  a  break- 
igh.  In  July,  a  state 
I  is  expected  to  fi- 

choose  a  winning 
;r,  which  will  move 
ard  to  cement  a 
act.  That  could  lead 

flood  of  similar 
)  in  other  states, 
think  there  are  at 
20  states  that  will 
v"  within  the  next 

years,  predicts 
ard  Anderson,  man- 


A  PRIZE  TO  BE 
PRIVATIZED 


aging  director  of  Yankee  Group  Inc.,  a 
Boston-based  teclinology  consulting  finn. 
"They  can  probably  each  save  15%  [on 
information-technology  spending],  and 
that's  the  low-hanging  finit."  Comiecticut 
alone  spends  about  $250  million  a  yeai-  on 
information  technology  and  expects  to 
save  about  $50  million  annually. 

The  big  guns  of  the  nation's  $149  bil- 
lion information-technology  services 
business  are  eager  to  penetrate  the 
market  offered  by  state  governments. 
Computer  Sciences  Coi-p.  of  El  Segimdo, 
Calif,  which  is  bidding 
on  the  Connecticut  con- 
tract, figures  that  the 
state  outsourcing  mar- 
ket could  reach  $12  bil- 
lion annually  in  five 
years,  esc  is  competing 
with  Electronic  Data 
Systems  Corp.  and  IBM 
to  nail  down  the  pivotal 
Connecticut  deal. 

EDS  has  been  manning 
"advertorials"  in  the 
Ha)-ffnrd  Coxiranf 


CIO  REGAN:  Opposition  to  the  plan  has  "been  pretty  bru 


promising  job  security  and  better  ca- 
reer opportunities  for  state  technology 
workers,  eds  also  vows  that  it  can  pro- 
vide "uncompromising  safeguards"  to 
pi'otect  data  privacy — countering  con- 
cerns I'aised  by  opponents  of  outsoiu'cing. 
And  it  has  announced  that,  win  or  lose, 
it  will  open  a  new  technical  center  that 
it  says  would  ci'eate  300  jobs  in  down- 
town Hartfoi'd.  William  M.  Dvoranchik, 
the  EDS  executive  speai'heading  the  com- 
pany's Connecticut  bid,  says  EDS  Chief 
Executive  Lester  M.  Alberthal  Jr.  flew 
in  last  July  foi-  the  company's  oral  pre- 
sentation of  its  bid.  IBM's  chief  wasn't 
there,  "and  they're  only  a  couple  of  miles 
away,"  he  snipes.  "We're  not  going 
to  respond  to  that,"  says  an  ibm 
spokesman. 

BIG  HURDLE.  But  CSC  may  have  the  in- 
side track.  In  March,  it  disclosed  that  it 
had  offered  an  "alternative"  bid  in  part- 
nersliip  with  the  Connecticut  State  Em- 
ployees Assn.,  as  well  as  a  separate  bid 
on  its  own.  The  union,  representing 
about  450  state  technology  workers,  has 
also  submitted  its  own  bid.  "One  of  the 
fii'st  hm'dles  that  has  to  be  oveix-ome  in 
the  privatization  is  to  win  the  hearts 
and  minds  of  the  people,"  explains  Paul 
M.  Cofoni,  president  of  c:sc's  technology 
management  group.  Adds  Robert  D. 
Rinker,  director  of  the  union:  "It's  a 
colossal  mistake  on  the  part  of  the  state 
to  exit  the  business  because  it's  never 
been  done  before."  A  partnership,  he 
says,  would  let  the  state  disentangle 
itself  moi-e  easily  if  out- 
sourcing flops. 

Regan  insists  that 
the  competition  isn't 
over,  despite  favorable 
comments  about  the 
CSC-union  bid  by  Row- 
land and  some  Demo- 
cratic lawmakers.  But 
the  union  has  vowed 
that  if  anyone  else  Avins 
the  conti'act,  it  could  tiy 
to  block  a  deal.  Indeed, 
any  pact  still  could  be 
vetoed  by  a  60%  vote 
of  the  state  legislature. 
Then  the  anointed 
outsourcer  must  turn 
Connecticut  into  the 
technology  showcase 
Rowland  has  promised. 
"Whoever  wins  it  had 
better  do  a  good  job, 
because  this  is  going  to 
be  the  poster  child," 
says  consultant  Ander- 
son. And  if  it  can  work 
for  the  states,  could 
Washington  eventually 
fall  in  line,  too? 

By  Wendy  Zellner 
tal  at  times"  in  Dallas 
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BACKDOOR 
AFFIRMATIVE  ACTION 

HOW   TO   (!ET   AROUND  THE 

U.S.  Supreme  Court?  Very, 
very  carefully.  The  Clinton 
Administration  on  June  24 
created  a  new  program  that 
gives  some  minority  firms 
preferential  treatment  in 
bids  for  federal  contracts — 
without  violating  a  three- 
year-old  Court  ruling  strik- 
ing down  an  affirmative 
action  program.  The  new 
plan,  which  does  not  need 
congressional  approval,  will 
give  minority  firms  a  small 
advantage  if  the  Commerce 
Dept.  concludes  that  their 
share  of  federal  business  is 
smaller  than  their  overall 
market  share.  But  to  comply 
with  the  court  ruling,  the 
plan  does  not  create  quotas 


CLOSING  BELL 


YAHOOPLA! 

Has  Internet  mania  turned  to 
Internet  lunacy?  Since  June 
10,  shares  of  Yahoo!,  the 
Web's  leading  portal  company, 
have  rocketed  29%  to  a  lofty 
148^  on  June  23.  Yahoo! 's 
recent  lift  stems  from  new 
deals  between  NBC  and  Dis- 
ney and  Yahoo!  rivals  Snap! 
and  InfoSeek.  Such  interest 
from  major  media  companies 
IS  fueling  rumors  of  more 
deals  to  come.  With  a  nearly 
$7  billion  valuation,  Yahoo! 
now  trades  at  33  times  rev- 
enue compared  with  America 
Online,  which  trades  at  less 
than  six  times  revenue. 


JUNE  10, '98  JUNE  23 

DATA  BLOOMBERG  FINANCIAL  MARKETS 


or  guarantee  that  minority 
firms  will  be  selected.  Presi- 
dent Clinton  says  the  pro- 
gram "will  help  level  the 
playing  field  for  firms  that 
have  suffered  from  discrimi- 
nation." Among  the  sectors 
most  affected:  financial  ser- 
vices, transportation,  and 
electronics. 


KELLOGG'SNEWNO.2 
HAS  HIS  BOWL  FULL 

CARLOS  (JUTIKRREZ  NEEDS  TO 

snap  to  it — and  crackle  and 
pop,  too.  The  newly  anointed 
Kellogg  president  is  also  the 
new  heir  apparent  to  Chair- 
man Ai'nold  Langbo,  61.  Ti'ou- 
ble  is,  Kellogg's  market  share 
is  sagging,  and  Gutierrez 
needs  to  act  fast  to  reverse 
the  trend.  Kellogg's  U.  S. 
cereal  market  share  has 
dipped  to  32%  from  35%  in 
the  last  two  years.  Investors 
are  divided  on  whether 
Gutierrez  should  cut  prices  or 
focus  more  on  developing  new 
products.  But  they're  pleased 
to  have  Gutierrez  elevated  to 
the  No.  2  spot.  He  has  proved 
an  able  executive  in  expand- 
ing Kellogg's  business  in  Asia 
and  Latin  America. 


MORE  TAX  GOODIES 
FOR  THE  GOP 

it's  CHRISTMAS  IN  JUNE  FOR 

some  investors  and  wealthy 
heirs.  Republicans  are  using  a 
veto-proof  bill  to  restructure 
and  reform  the  Internal  Rev- 
enue Service  to  enact  select 
targeted  tax  cuts.  The  most 
significant:  a  proposal  by 
House  Ways  &  Means  Com- 
mittee Chairman  Bill  Archer 
(R-Tex.)  to  eliminate  medium- 
term  capital-gains  tax  rates 
on  investments  held  between 
12  and  18  months.  Archer 
also  beat  back  an  attempt  to 
restore  higher  taxes  on 
estates  worth  more  than  $17 
million.  President  Clinton 
doesn't  like  these  add-ons  to 
the  IRS  bill,  but  won't  try  to 
stop  the  popular  measure. 


CRAIG  BARRETT 


HAS  INTEL'S  CHIP  COME  IN? 


For  Intel  CEO  Craig  Bar- 
rett, this  could  shape  up  to 
be  an  annus  Iiorribilis. 
Weak  PC  ordei's  and 
tough  competition 
are  pounding  chip 
prices.  And  the 
Federal  Ti-ade 
Commission  is 
suing  Intel, 
alleging  anti- 
competitive 
behavior. 

Can  anything 
help?  Xeon  to  the  rescue! 
On  June  29,  Intel  will  roll 
out  a  blazing  new  micro- 
processor aimed  at  work- 
stations and  corporate 
servers — markets  where 
Intel  doesn't  nile  and  mar- 
gins are  far  higher  than  in 
sub-$l,000  PCS.  The  fii-st 
Xeons  will  cost  anywhere 
from  $1,200  to  $4,000  and 


deliver  gi"Oss  margins  ove 
90%,  estimates  researchei 
Micro  Design  Resources 
"This  wiW  blow  away  a 
the  alternatives," 
says  Mark  Edel 
stone,  an  anal 
vdth  Morgan 
i  Stanley  Dean 
Witten  "It's  e: 
tremely  impor 
Pte''  tant  for  Intel.' 
0^      Could  Xeon 
turn  into  the  next 
snafu?  A  week  before  thei 
announcement,  PC  Week  r 
ported  bugs  in  the  chips 
that  work  alongside  Xeon' 
Intel  put  out  word  on  Jur 
24,  however,  that  there  ai 
no  serious  pi'oblems  and 
that  the  chip  will  ship  on 
time.  Alas,  uneasy  lies  tb 
head  that  wears  the  crow 
By  Andy  Reinhar 


A  COMPUTER  RIVALRY 
ENDS  IN  MARRIAGE 

AFTER  TWO  YEARS  OF  ON- 

again,  off-again  talks,  Comp- 
USA is  headed  to  the  altar 
with  Computer  City,  a  Tandy 
subsidiary.  On  June  22,  Tandy 
agreed  to  sell  its  money-los- 
ing computer  chain  for  $275 
million  in  cash  and  a  note. 
That  will  enable  $5  billion 
CompUSA  to  remove  its 
biggest  rival,  as  falling  pc 
prices  and  competition  con- 
tinue to  squeeze  computer 
dealers.  Those  factors  helped 
push  CompuSA's  profits  down 
22%'  in  its  most  recent  quar- 
ter. For  Tandy,  the  sale  ends 
its  most  recent  failed  attempt 
to  expand  beyond  its 
RadioShack  chain. 


STARVED 
FORBUHERFAT 

BUTTEKFAT,  THE  KEY  INORE- 

dient  in  ice  cream,  cheese,  and 
butter,  is  currently  in  short 


supply,  and  prices 
responding  accordinj 
"Everybody  is  holding  t' 
inventoiy,"  says  Robert  Pi 
a  board  dii'ector  at  the  Ch 
go  Mercantile  Exchange 
spot  prices  at  the  MERC's  1 
ter  market  have  surged  ' 
this  year.  Why  the  pir 
Unusual  ice  cream  dem 
due  to  early  summer  he; 
one  factor.  And  the  gov 
ment  subsidized  the  expoi 
40  million  pounds  of  bu 
over  the  past  year,  fur 
cutting  supply. 

ETCETERA... 


m  The  soon-to-merge  Phila 
phia  Stock  Exchange  pic 
Meyer  Frucher  as  new  c: 
m  How  to  stay  warm 
North:  Marriott  will  buil 
refurbish  40  hotels  in  Can 
m  The  House  passed  leg 
tion  to  ban  new  Internet 
es  for  three  years. 
■  Ring  Dings,  anyone?  Di 
Bakeries  is  being  sokt 
Interstate  Bakeries. 
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YOU  WANT  A  BANK  THAT  OVERCOMES  OBSTACLES. 

You  run  a  growing  company. 

So  you  want  to  work  with  a  bank  that  has  your  kind  of  drive. 

You  want  investment  banking,  corporate  banking,  merchant  banking  and 
wealth  management  —  all  in  one  place. 

You  want  full  service  without  fat.  Brains  without  bureaucracy.  Capital 
without  complications.  You  want  everything  from  credit,  debt  and  equity 
financing  to  mergers  and  acquisitions  advice,  risk  management  products 
and  principal  investing.  All  from  a  team  of  professionals  who  know  what 
a  growing  company  needs  —  because  they're  continually  building  one  too. 

Visit  our  web  site  at  www.cibcwm.com  to  see  for  yourself. 

Nobody  knows  more  about  growing  companies  than  we  do. 
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Still  knowing  each  chorus  and  chord  by  heart.  Even  when  you're  in  your  nineties.  Sounds  like  scie: 
fiction  to  you?  Not  to  us.  Because  Hoechst  Marion  Roussel,  our  pharmaceutical  company,  is  condi 
extensive  research  in  the  fight  against  Alzheimer's  and  other  diseases  that  affect  the  elderly.  For 
strongly  believe  that  with  time  we'll  find  ways  to  make  these  diseases  only  a  memory. 


Hoechst  Marion  Roussel  is  the  pharmaceutical  company  of  Hoechst,  an  international  group  of 


The  Future  in  Life  Sciences 


Springsteen  ever  wrote. 


ing  innovation  in  Life  Sciences.  Hoechst  AG,  D-65926  Franl<furt,  www.hoechst.com 


TIBCO  software  connects  all  your  applications,  databases  and  networks.  You  become 
a  global,  real-time,  event-driven  enterprise.  (Over  500  of  the  world's  leading 
corporations  are.)  You  know  instantly  the  relevant  events  that  drive  your  business. 
Your  business  processes  are  integrated  for  smarter,  faster  decisions.  You  reduce 
cycle  times.  You  deliver  customer  service  at  the  highest  level.  You  win. 


See  that  four-leaf  clover?  It's  yours. 
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STOCKHOLM  FRANKFURT  LUXEMBURG  VIENNA  ZURICH  MELBOURNE  SYDNEY  HONG  KONG  SINGAPORE  TOKYO 
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Washington  Outlook^ 


FED  BY  OWEN  ULLMANN 


EHIND  AMERICA  S  SUDDEN 
IfERTURE  TO  IRAN 


rhen  Secretary  of  State  Madeleine  K.  Albright  made  a 
sui^prise  overture  to  Iran  on  June  17,  she  had  another 
Mideast  nation  on  her  mind  as  well — Iraq.  By  reaching 
.0  Iran's  moderate  President,  Mohammad  Khatami,  the 
.  aims  to  reshape  the  region's  balance  of  power  with  a 
y  based  on  that  ancient  Arab  axiom:  The  enemy  of  my 
ny  is  my  friend. 

's  no  coincidence  that  the  Clinton  Administration  is  at- 
)ting  to  normalize  relations  with  Tehran  at  a  time  when 
.  officials  fear  that  the  U.N.  will  lift 
;ions  on  Iraq  by  yeai'end,  something  Iraqi 
ident  Saddam  Hussein  has  sought  for 
n  years.  Faced  with  the  prospect  of  an 
nstrained  Iraq,  the  U.  S.  is  returning  to 
)ld  policy  of  pitting  the  two  nations 
ist  one  another.  The  countei-weight  strat- 
got  a  boost  on  June  23  when  President 
:on  vetoed  legislation  imposing  sanctions 
governments  or  businesses  that  supply 
ile  technology  to  Iran. 

OF  GOOD  WILL  Although  Iranian  hard- 
's will  resist  dealing  with  the  "Great  Sa- 
'  American  officials  are  gambling  that 

can  do  business  with  Khatami  and  keep 
lam  in  check.  An  immediate  test  will  be 
's  cooperation  in  stanching  Iraqi  oil  smug- 
^.  "There  are  things  Iran  could  do  to 

vdth  containment  of  Iraq,"  says  a  top 
.  foreign  policy  official.  "They  could  do  those  early  on  as 
monstration  of  their  seriousness." 

fie  earlier,  the  better  for  the  Administration.  While  there 
;w  evidence  that  Saddam  equipped  missiles  with  deadly 
e  gas  before  the  1991  gulf  war,  America's  prospects  for 
ling  the  squeeze  on  Baghdad  is  still  shaky.  Pressui'e  fi'om 
ice  and  Russia  to  lift  sanctions  will  gi-ow  in  October 
n  a  U.  N.  inspectors'  report  may  conclude  that  its  work 
lantling  Baghdad's  secret  weapons  is  done. 


ALBRIGHT:  A  Saddam  strategy  '! 


Of  course,  Saddam  may  again  prove  to  be  his  own  worst 
enemy  by  defying  inspectors'  demands  and  handing  the  U.  S. 
an  excuse  to  press  for  continued  sanctions.  But  U.  S.  officials 
say  Clinton  and  his  foreign  policy  team  have  no  interest  in 
another  military  confrontation.  In  May,  six  months  after  the 
last  showdown,  the  Pentagon  reduced  by  half  its  massive 
buildup  in  the  Persian  Gulf.  "Military  involvement  is  a  dwin- 
dling option,"  agi-ees  Middle  East  expert  Amatzia  Baram  of 
Haifa  University.  That  makes  the  outreach  to  Tehran  even 
more  important. 

The  prospect  that  20  years  of  U.  S.-Iranian 
estrangement  may  come  to  an  end  is  good 
news  to  American  business.  Corporate  lob- 
byists have  been  pressing  for  a  policy  shift 
since  the  spring,  when  the  Administration 
averted  a  conflict  with  Europe  by  waiving 
sanctions  on  foreign  companies  doing  busi- 
ness with  Tehran.  But  now,  U.  S.  companies 
want  Clinton  to  go  ftulher  and  lift  an  execu- 
tive order  baning  U.  S.  companies  from  Iran. 
The  order  "leaves  the  U.  S.  out  of  the  pic- 
ture," giipes  Frank  Kittredge,  president  of 
the  National  Foreign  Ti'ade  Council,  an  anti- 
sanctions  group  that  represents  such  U.  S. 
giants  as  General  Electric,  Citibank,  Procter 
&  Gamble,  and  Conoco. 

The  White  House  won't  go  that  fai"  as  long 
as  Iran  supports  terrorism  and  is  trying  to 
acquire  nuclear  weapons.  But  Clinton  may  make  a  small  ges- 
ture to  thank  moderate  mullahs  foi-  positive  steps,  such  as 
peace  efforts  in  Afghanistan  and  a  war  on  drugs  at  home. 
U.  S.  officials  concede  that  even  a  tiny  step  toward  Tehran 
could  be  met  with  a  swift  rebuff.  Still,  the  thought  of  a  Sad- 
dam without  sanctions  makes  the  possibility  of  an  intema- 
tional  embarrassment  worth  the  risk. 

By  Stmi  Crock,  with  Neal  Sandler  in  Jerusalem  a)id  Ruth 
Pearson  at  the  U.  N. 


CAPITAL  WRAPUP 


S  GONNA  BE  UGLY 

ifet  another  millionaire  Democratic 
ididate  has  bitten  the  dust.  In  a 
■sely  watched  race  on  June  23  in 
!W  Mexico,  wealthy  state  Senator 
il  Maloof  lost  to  Republican 
iather  Wilson,  who  will  replace  the 
e  GOP  Representative  Steven  H. 
hiff.  If  the  special  election  is  a  har- 
iger  for  November,  expect  mega- 
ck,  mud-slinging  matches.  With  the 
'publicans'  narrow  margin  at  stake 
d  no  compelling  national  issues, 
th  parties  will  go  all  out  in  as  many 


as  50  close  contests.  In  New  Mexico, 
both  sides  stepped  up  attack  ads 
toward  the  end.  cop  leaders  put  the 
squeeze  on  members  of  Congress, 
who  ponied  up  a  record  $280,000  for 
the  cash-strapped  Wilson,  a  former 
Bush  Administration  arms  negotiator. 

TOBACCO:  SAVING  FACE 

►  Like  stale  cigarette  smoke,  debate 
over  anti-tobacco  legislation  will 
linger  in  Capitol  Hill  corridors  all 
summ,er.  Anxious  to  show  they're  not 
in  Big  Tobacco's  pocket  after  killing  a 
mammoth  bill  aimed  at  curbing  tobac- 


co use,  Republicans  are  readying  new 
antismoking  measures.  Senator  Orrin 
G.  Hatch  (R-Utah),  with  Senator 
Dianne  Feinstein  (D-Calif.),  proposes 
to  make  tobacco  companies  pay  $428 
billion  over  25  years  while  capping 
their  risk  from  lawsuits  at  $5.5  billion. 
In  July,  House  cop  leaders  will  intro- 
duce a  narrow  bill  to  curb  teenage 
smoking.  Neither  measure  is  likely  to 
win  broad  support.  But  if  voters  take 
interest,  look  for  lawmakers  to  pass — 
and  the  President  to  sign — a  modest 
bill  that  lets  both  parties  claim  victo- 
ry in  the  war  on  smoking. 
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International  Business 


JAPAN 


LAST 

CHANCE  FOR 
THE  YEN? 


The  ^Total  Plan"  is 
supposed  to  fix 
Japan's  bank  mess 
-but  time  is  short 


Emerging  out  of  the  smoke-filled 
chambers  at  the  inling  Liberal  De- 
mocratic Party  headquarters  in 
Tokyo  is  something  called  the  "To- 
tal Plan."  Billed  as  the  definitive  solution 
to  the  banking  mess  that  has  been  fes- 
tering for  a  decade,  the  program 
amounts  to  a  gigantic  iol;  from  Japan  to 
the  rest  of  the  world — a  promissory 
note  that  commits  the  nation  to  fixing 
its  banks  before  a  sinking  yen  snuffs 
out  hopes  for  a  timely  economic  recov- 
eiy  in  Asia.  Days  after  a  historic  U.  S.- 
Jajjan  yen  intervention,  Group  of  Eight 
and  Asian  financial  authorities  won  as- 
surances from  Tokyo  on  June  20  that  a 
detailed  blueprint  of  the  plan  would 
soon  materialize. 

If  it  isn't  credible — and  the  yen  is  al- 
ready giving  up  some  of  its  rebound  as 
doubts  arise — global  traders  will  turn 


on  the  yen  and  the  Nikkei  stock  index 
with  new  rage.  Even  another  U.  S.- 
Japan cuiTency  inteivention  might  not 
do  much  to  prevent  another  round  of 
cuirency  jitters  and  market  upheavals. 
That  could  send  a  tsunami  of  capital 
nishing  out  of  Japan,  making  the  bank- 
ing mess  even  worse. 

So  it's  cnmch  time  for  Piime  Minister 
Ryutaro  Hashimoto  and  the  ldp.  They 
have  just  a  couple  of  weeks  to  come  up 
with  a  plan  that  can  work — and  show 
that  they  mean  to  carry  it  out.  They 
face  a  situation  far  more  complex  and 
dangerous  than  the  U.  S.  savings  and 
loan  crisis,  which  took  six  years  and 
$125  billion  in  taxpayer  money  and  re- 
sulted in  the  closure  of  nearly  750 
thrifts.  Because  Japanese  officials  kept 
postponing  the  day  of  reckoning,  banks 
are  sitting  on  $5.30  billion  worth  of  dud 
loans.  "Many  of  the  top  executives  at 
Japanese  banks  feel  a  sense  of  crisis," 
says  one  at  Sumitomo  TiTist  &  Banking 
Co.  "We  have  veiy  little  time." 

To  say  the  least.  Even  after  wiite-offs 
worth  some  $230  billion  over  the  past 
five  years,  few  of  Japan's  top  19  banks 
are  safe  from  the  type  of  sudden  col- 
lapse tliat  is  the  stuff  of  central  bankers' 
nightmares.  The  banks'  books  are  still 
choked  with  bad  i)ropeity  loans  after  a 
decade-long  bust  that  has  knocked  70% 


off  the  value  of  commercial  real  est; 
But  vidth  Japan's  archaic  laws  on  s 
thng  property  claims,  the  banks  havi 
been  able  sell  off  much  underlying 
lateral.  So  they  can't  recoup  any  of 
money  they  lent  and  sweep  the 
loans  off  their  books. 
MORE  DUD  LOANS.  As  Japan's  recess 
spreads  and  coi-jjorate  bankiTiptcie; 
at  double-digit  rates,  more  probl 
loans  will  appear.  Worse,  there's 
prospect  that  up  to  a  third  of  the 
billion  extended  by  Japanese  banks 
the  five  crisis-ridden  Tiger  econonr 
in  East  Asia  could  become  permaner 
uncollectible  as  well.  U.  S.  and  Ei; 
pean  banks  have  pretty  much  writ 
off  suspect  loans  to  those  nations, 
Japanese  bankers  have  barely  begui 
It  gets  worse  yet.  Following  the 
lapse  of  Yamaichi  Securities  Co.  ; 
commercial  lender  Hokkaido  Takush^ 


BRIDGE  BANK  The  Liberal  Democratic  Party  wants 
a  new  public  bank  to  take  over  the  loans  of  failed 
lenders  and  auction  them  off. 


COLLATERAL  To  help  banks  unload  bad  rt 
estate,  Japan  might  streamline  bankruptcy 
offer  guarantees  to  sell  securitized  assets. 


DISCLOSURE  Japanese  lenders  now  classify  nonper- 
forming  loans  the  way  U.S.  banks  do.  The  Bank  of 
Japan  is  fighting  the  Ministry  of  Finance  for  even  more 
disclosure  of  loans  that  are  in  danger  of  going  bad. 


MONEY  The  government  has  set  aside  $21 
to  replenish  the  deposit  insurance  system  a 
up  the  capital  of  weaker  banks.  More  may  t 
on  tax  incentives  to  help  banks  write  off  de 
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fC  Ltd..  ordinary  .Japanese  have 
k1  their  yen  out  of  weaker  banks, 
r  money  is  going  into  the  postal 
igs  system  controlled  by  the  gov- 
lent — or  heading  overeeas  in  seaixh 
igher  returns.  That's  eroding  the 
'Sit  base  of  weaker  banks, 
eanwhile.  some  banks  are  facing 
er  capital  costs.  That  may  see 
ige.  given  the  neai-zero  inter- 
■ates  put  in  place  by  the  Bank 
apan  since  late  199-5.  Yet  banks 
rely  on  other  global  banks  and  in- 
Dr=  to  i-aise  capital.  And  thanks  to  a 
e  of  credit  downgrades,  suspect 
ei"s  ai'e  pajing  a  premiimi  to  i-aise 
ey  at  home  and  abroad, 
ittle  wonder  that  all  soits  of  gi-im 
ors  ai"e  flying  in  Tokj'o.  The  latest: 
imminent  cash  squeeze  at  Long- 
a  Credit  Bank  of  .Japan  Ltd.  It's  a 
1  "with  -SI 90  billion  in  ci>  set?  that 
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was  a  piimaiy  conduit  of 
govei-nment -directed 
lending  to  industrial  Japan 
after  the  wai-  but  jiunped 
into  real  estate  lending 
dming  the  bubble  era.  Now. 
LTCB  has  S9.4  biUion  in  bad  debts.  And 
investoi"s  have  dumped  its  shai-es.  feai"- 
ing  that  it  can't  roU  over  some  S87  bil- 
hon  worth  of  unsectu'ed  bonds. 

With  bad  news  mounting  daily. 
Hashimoto  wants  to  call  a  special 
"bad  bank"  session  of  the  Diet  to 
ptish  thi-ough  a  legislative  package 
to  biing  the  banking  ciisis  to  an 
end.  On  July  S.  Hashimoto  is  ex- 
pected to  take  the  first  step  by 
announcing  plans  for  a  new 
"bridge  bank"  that  would  take 
over  banks'  failed  operations.  The 
powei-ful  institution  would  have  the 
authority  to  send  out  inspectoi-s  to  sui-- 
vey  the  damage  ai"ound  the  industiy 
and  to  fii'e  poor  managers.  It  would  be 
empowered  to  sell  off  whatever  loans 
and  property  ft'om  bank  portfolios  it 
could,  and  wTite  off  the  rest.  To  gener- 
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ate  market  interest  for  the  loans  and 
real  estate  it  needs  to  i-epackage  and 
sell,  the  government  might  guarantee 
new  asset-backed  seciuities  with  the  -§2 
trillion  in  postal  sa\Tngs  system  dejwsits. 

Will  it  work"?  A  lot  depends  on 
whether  once  the  new  plan  is  in  place. 
Ministiy  of  Finance  officials  really  start 
pulling  the  trigger  on  banks  that  ai"en't 
solvent.  "If  the  government  gets  serious, 
banks  ai-e  going  to  fail,"  says  a  fonner 
Bank  of  Japan  official.  He  estimates  as 
many  as  40  banks  should  disappeai".  And 
it's  going  to  be  expensive.  Even  the 
•5210  bilhon-plus  that  the  government 
has  budgeted  for  replenishing  the  Japan 
deposit  instu-ance  system  and  shoi-ing 
up  the  capital  bases  of  the  banks  won't 
be  enough  once  banks  stait  folding. 
POUT1CAL  RISK.  But  that  pales  in  com- 
parison to  the  political  capital  to  be 
spent.  For  starters,  the  bailout  mea- 
stu"es  wSl  almost  ceitainly  extend  the 
recession,  pushing  Japan's  ah-eady 
historically  high  4.1'~f  jobless  rate 
to  Western  levels.  It  also  means 
a  real  thi-ashing  for  the  most  cod- 
dled domestic  sectors  of  the 
economy:  finance,  real  estate,  and 
constrtiction. 
Even  if  Tokj'o  comes  up  with  the 
right  plan,  it  then  must  time  its  exe- 
cution cai'efLilly.  If  it  goes  too  fast,  there 
could  be  a  financial  panic  as  depositoi-s 
withdraw  even  more  massive  amounts 
of  yen  fi-om  the  banking  system.  With 
the  government's  Big  Bang  overhaul  of 
Tokj'o's  financial  mai"kets,  outfits  such 
as  -J.  P.  Morgan,  Fidelity  Investments, 
and  othei"s  ai-e  ready  to  gi'ab  that  mon- 
ey and  place  a  good  chtmk  of  it  in  off- 
shore mai'kets  with  high  returns. 

Of  com-se,  if  Hashimoto  can  restore 
some  confidence  and  pull  off  Japan's 
makeover  in  a  credible  and  oixlerly  way. 
it  ""w'otild  mai-k  a  tuiTiing  point  for  the 
crisis  in  Japan,"  figiu"es  Deutsche  Bank 
economist  Kenneth  C'oiutis.  But  if  the 
"Total  Plan"  is  to  be  effective,  there 
must  be  a  major  shift  in  the  Japanese 
mindset,  with  eveiyone  fi'om  lowly  loan 
officei-s  to  mighty  ilinistiy  of  Finance 
chiefs  suddenly  becoming  more  nath- 
less.  Lltimately,  that  could  speU  the  end 
of  -Japan's  era  of  fail-safe  capitahsm. 

By  Brian  Bremner  In  Tokyo 
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HONG  KONG 


HONG  KONG 

HAS  LOST  ITS  TOUGH' 

The  economy  is  tanking,  and  things  could  get  worse  fast 


It  was  only  a  year  ago  that  Hong 
Kong  was  awash  in  light.  As  the 
British  colony  prejjared  to  return  to 
Chinese  sovereignty,  dazzling  technicol- 
or displays  marked  the  occasion.  Now, 
12  months  later,  the  neon  and  fli'eworks 
are  a  dim  memory.  There's  little  to  cel- 
ebrate in  gi'im  Hong  Kong. 

Yes,  Chinese  President  Jiang  Zemin 
and  U.  S.  President  Bill  Clinton  ai'e  com- 
ing through  to  mark  the  anniversary, 
and  the  tenntory  is  about  to  open  a  $20 
billion  aiipoit.  But  the  economic  news  is 
going  fi"om  bad  to  worse  (charts).  Hong 
Kong  has  plunged  into  its  ftrst  reces- 
sion in  14  yeai's.  Unemployment  is  sui'g- 
ing.  Pro)3eity  prices  have  fallen  by  half. 
Although  comijanies  fi'om  banks  to  re- 
tailers are  retrenching  and  switching 
strategies,  analysts  predict  a  jump  in 
banloiiptcies  and  bad 
loans  in  the  second 
half.  "The  mystique 
of  Hong  Kong  is  fast 
disappearing,"  says 
Peter  Lau,  CEO  of 
clothier  Giordano  In- 
ternational Ltd. 
"Hong  Kong  has  lost 
its  touch." 

A  desperate  Chief 
Executive  Tung 
Chee-hwa  is  resort- 
ing to  drastic  mea- 


sures. He  announced  a  $4.1  billion  eco- 
nomic-stimulus plan  aimed  at  shoring  up 
the  failing  projieily  mai'ket,  by  cmtailing 
sales  of  government  land,  and  pumping 
liquidity  into  the  banking  system.  It 
fi-eezes  upper-tiei-  civil-servant  salaries, 
provides  i^roijeity-tax  rebates,  and  re- 
duces taxes  on  coiporate  bank  deposits. 

In  the  midst  of  the  crisis  sweeping 
Asia,  Timg  is  straggling  to  maintain  the 
Hong  Kong  dollar's  j^eg  to  the  U.  S.  dol- 
lar to  keep  the  ten-itoiy  solvent.  That 
has  become  harder  in  recent  weeks,  as 
the  yen  has  fallen  and  as  wonies  about 
China's  ability  to  avoid  devaluation  have 
grown.  The  high  interest  rates  needed 
to  defend  the  Hong  Kong  dollar  have 
wi'eaked  havoc,  and  the  Chief  Executive 
is  feeling  the  heat  from  Hong  Kong's 
jittery  business  and  political  elite. 


HONG  KONG'S  DOWNHILL  RUN 


GROWTH  IS  SLOWING.. 


..RETAIL  SALES  ARE  FALLING  AND  UNEMPLOYMENT  IS  RISING 
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AIR-RAIL  TERMINAL:  Atnul  the  gloori 
a  'new  $20  billion  airport  is  openim 

The  problem  is,  there's  little  Ti 
can  to  do  except  try  to  ease  the  p, 
The  pr-operty  cartel  that  has  long  d(| 
inated  the  economy  is  weakening.  Ba 
with  huge  exposure  to  the  prope 
market  are  watching  warily  as  ho: 
owners  who  bought  property  in  the  j 
two  years  are  stuck  with  negative 
uity.  And  TVmg's  pro-business  politicall 
lies,  who  suffered  big  losses  in  ft( 
elections,  have  even  joined  forces  v 
Martin  Lee's  Democrats  to  denou: 
his  policies.  With  another  election  1 
than  two  years  away,  the  governmen 
especially  keen  to  blunt  criticism  tha 
has  done  little  to  stem  the  recessior 
PROTRACTED  SLUMP?  Tung's  new  n: 
sures  come  just  a  few  weeks  after 
earlier  rescue  plan  failed  to  spur  a 
covery.  These  are  likely  to  meet 
same  fate.  Standard  &  Poor's  Corp 
revievdng  the  credit  ratings  of  a  do 
Hong  Kong  blue-chip  companies  cit 
"the  gi'owing  likelihood  of  a  protrac 
economic  downturn." 

In  fact,  Tung's  plan  may  make  thi 
woi"se.  It  calls  for  a  budget  deficit  W( 
about  5%  of  Hong  Kong's  gross  don 
tic  product.  Cm-rency  speculators  mi 
see  that  as  a  sign  of  weakness  and 
tack  the  Hong  Kong  dollar,  causing 
terest  rates  to  spike  again.  "That  o 
wipe  out  whatever  positive  impac 
generated  from  the  budget  deficit,"  ( 
tions  Dong  Tao  of  Credit  Suisse  F 
Boston  Corp.,  who  sees  unemployni 
rising  to  7%  by  the  end  of  the  yi 
And  to  compensate  for  the  loss  of 
enue  from  land  sales,  officials  are  di 
ping  hints  that  the  government  mi 
need  to  institute  a  new  sales  tax. 

The  property  collapse — and  ovemi 
interest  I'ates  as  high  as  16%; — have 
banks  to  halt  new  lending.  Banks  h 
built  up  a  staggering  exposure  to 
real  estate  market,  with  nearly  hal 
all  loans  in  the  property  sector.  0 
about  2%  of  loans  are  nonperform 
but  the  number  could  be  8%  by  r 
year.  "The  bank 
system  is  in  d 
trouble,"  says  Ft 
D.  Everington,  b( 
ish  chairman  of  H 
Kong's  Regent  F 
Management  Ltd 
property  prices 
much  more,  "na 
things  will  start 
happen."  As  if  t; 
haven't  already. 
By  Bruce  Einlin 
in  Hong  Kit, 
 - 
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iSSONS  FROM 

IE  EUROPEAN  TIGERS 

V  several  small  nations  got  their  economies  growing  fast 


rhen  Connie  van  Kints  was  laid 
off  last  year  fi-om  Ovis,  a  Dutch 
bakery  company,  it  took  her  only 
months  to  find  a  new  job  at  the 
I  pay.  The  53-year-old  grandmother 
reconfigures  hard-disk  drives  at 
ed  Parcel  Service  Worldwide  Lo- 
s'  higii-tech  warehouse  in  the  small 
^rn  city  of  Roermond.  Opened  in 
the  UPS  facility  employs  60  people, 
"ing  foui-  more  per  month,  and  will 
!ase  its  space  by  one  half  by 

WHERE 
THE  SIZZLE  IS 


FINLAND 


s  lowered  taxes  on  all 
;ome  levels.  Under- 
nt  massive  industrial 
itructuring  that  boost- 
average  operating 
irgins  in  manufactur- 
5  to  12.6%.  Follows  a 
let  fiscal  and  mone- 
■y  policy.  Estimated 
98  growth:  4.5% 


THE  NETHERLANDS 


ows  companies  to 
•e  temporary  and  part- 
le  workers.  Held  wage 
ureases  to  0.3%  a  year 
m  1990  to  1997.  Cut 
:ial  security  taxes 
im  47.5%  to  44%.  Esti- 
ited  1998  growth:  3.5% 

DATA  BUSINESS  WEEK 


PORTUGAL 


Privatized  several  state- 
owned  banks,  Por- 
tuguese Telecom, 
cement  and  electricity 
giants,  and  others.  Cre- 
ated private  pension 
funds  that  are 
fueling  a  boom  in  finan- 
cial services.  Estimated 
1998  growth:  4%  to  4.5% 


rope's  little  tigers  have  done  more  than 
just  wi-estle  down  their  budget  deficits 
and  intei'est  rates.  They  also  have  tack- 
led politically  sensitive,  stmctural  eco- 
nomic reforms  that  most  core  countries 
have  scarcely  started  (table). 
FLEXIBLE.  Now  their  efforts  are  bearing 
fiuit.  Building  on  its  10%  corporate  tax 
rate  for  manufacturing  and  internation- 
al services,  Ireland  has  attracted  dozens 
of  foreign  multinationals  and  nmtiu'ed  a 
boom  in  technology  and  finance.  After  a 
wrenching  recession  in 
the  early  1990s,  Finland 
boasts  a  restructured 
manufactiu-ing  sector  that 
is  among  the  world's 
most  competitive,  plus  a 
thriving  electronics  in- 
dustry, with  global  cellu- 
lai-  star  Nokia  Corp.  at 
its  center.  Flexible  labor 
laws  and  wage  restraint 
have  turned  the  Nether- 
lands into  a  low-cost 
exporter.  And  tiny 
Portugal,  thanks 
in  part  to  a 
sweep- 


ing privatization  progi-am,  gi-ew  faster 
than  any  other  Continental  European 
Union  counti-y  last  year,  at  8.5%. 

As  the  EU  prepares  to  adopt  a  com- 
mon cuiTency,  the  tigers'  strong  gi'owth 
is  raising  some  concerns.  When  the  new 
European  Central  Bank  begins  setting 
monetary  policy  for  the  entire  euro  zone 
on  Jan.  1,  it  will  look  at  the  zone's  av- 
erage economic  strength.  That  means 
Europe's  fast-gi"ovdng  tigers  could  get 
stuck  with  interest  rates  too  low  to 
keep  inflation  in  check.  "There  is  some 
danger  of  overheating,"  warns  Pedro 
Braz  Teixeira,  head  of  flxed-income  re- 
seai'ch  at  Spanish  bank  Banco  Santander 
de  Negocios  Portugal. 

For  Europe's  small  economies,  the 
trick  will  be  holding  the  line  on  wages 
and  applying  taxes  judiciously.  Ireland's 
steamy  growth  rate  and  the  punt's 
15.1%  drop  against  sterling  over  the 
last  year  could  push  inflation  above  5% 
for  1998,  fi'om  1.5%  in  1997.  Yet  experts 
say  that  with  pmdence  on  wages  and 
taxes,  Dublin  can  keep  the  party  go- 
ing. That  will  mean  offsetting  election- 
year  demands  for  cuts  in  sky-high  in- 
come taxes  with  , 
national  wage  agree- 
ments that  keep  la- 
bor costs  competitive. 
What  may  help  is 


IRELAND 


Cut  corporate  taxes  to 
10%  for  manufactur 
ers,  some  services, 
and  software.  Has 
kept  a  lid  on 
public  spending, 
Estimated  1998 
growth:  8.25% 


end.  "We're  having  a  hai'd  time  find- 
jnough  workers,"  says  senior  sales 
utive  Theo  de  Vlieger.  No  wonder: 
mployment  in  the  Netherlands  has 
n  to  4%,  a  17-year  low.  Meanwhile, 
miles  away  across  the  border,  Ger- 
joblessness  tops  10%.. 
urope's  big  economies  have  a  lot  to 
a  from  its  smaller  ones.  While 
ice  and  Germany  will  be  lucky  to 
in  gross  domestic  product  growth 
veen  2.5%  and  3%  this  year,  Fin- 
,  Ireland,  the  Netherlands,  and  Por- 
1  are  growing  faster — in  some  cases 
h  faster.  It's  not  dumb  luck,  either, 
er  to  qualify  for  the  first  round  of 
apean  monetary  union  in  1999,  Eu- 
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that  the  tigers  have  made  huge 
progress  toward  flexible,  competitive  la- 
bor markets.  Ireland,  Denmark,  Fin- 
land, and  the  Netherlands  permit  over- 
time, weekend  work,  and  even  layoffs  to 
be  negotiated  between  unions  and  their 
employers.  In  core  Eui'ope,  by  contrast, 
national  regulation  still  governs  such  is- 
sues and  keeps  costs  high.  Hourly  total 
compensation  in  Germany  is  $31.87,  vs. 
$14.12  in  Ireland. 

In  addition,  the  smaller  economies 
have  seen  the  benefits  of  modest  pay 
increases.  Explains  Dutch  Prime  Minis- 
ter Wim  Kok:  "Workers  have  said, 
'0.  K.,  we  will  abstain  from  wage  in- 
creases, but  in  return  we  get  jobs.'  My 
job  has  been  organizing  this  trade-off." 
STOCKS  SOAR.  Tlie  tigers  also  have  core 
Europe  beat  when  it  comes  to  supple- 
menting old-line  manufacturing  with 
high-gTowth  services.  In  Finland,  cellu- 
lar technology  has  spawned  not  just 
$10.5  bilHon  Nokia  but  a  host  of  job- 
creating  startups.  Finnish  industiy  has 
revamped,  cutting  costs  and  shedding 
marginal  businesses.  In  1997,  industrial 
operating  margins  averaged  12.6%  of 
revenues,  compared  with  negative  num- 
bers in  the  early  '90s. 

Portugal,  meanwhile,  is  pushing  ag- 
gressively into  financial  services.  In  the 
banking  sector,  gi'owth  has  been  ftieled 
by  privatization  of  all  but  one  state- 
owned  bank  over  the  past  few  years. 
Their  profitability  is  impressive.  The 
top  three  private  banks  posted  returns 
on  equity  of  19%  to  25%  in  1997.  And 
the  privatization  boom  has  powered  the 
Portuguese  stock  market,  up  78%-  in 
1997  and  43%  year-to-date.  For  newly 
private  companies,  that  has  meant  a 
pile  of  fresh  capital  to  grow  in  emerging- 
markets  such  as  Brazil.  "I  will  pay  for 
my  expansion  from  cash  flow,"  beams 
Miguel  Horta  e  Costa,  vice-chairman  of 
Portugal  Telecom,  which  intends  to  bid 
for  a  chunk  of  Brazil's  Telebi'as. 

As  the  tigers  race  ahead  of  France 
and  Germany,  pessimists  fear  Europe 
isn't  ready  for  monetaiy  imion  yet.  Bren- 
dan M.  Walsh,  economics  professor  at 
University  College  Dublin,  worries  that 
Ireland's  boom  will  raise  pressure  for 
income-tax  cuts — the  last  thing  a  fast- 
growth  country  needs.  Yet  others  are 
sangaiine.  Robert  A.  Mundell,  econom- 
ics professor  at  Columbia  University,  for 
one,  believes  impi-oved  productivity  in 
Europe's  hot  economies  will  let  wages 
rise  faster  than  prices.  "It  sounds  foolish 
for  the  Irish  to  be  complaining,"  he  adds. 
For  the  moment,  Eiu'ope's  tigers  should 
probably  be  boasting  instead. 

By  Joan  Wanter  ix  New  York,  ivitli 
bureau  reports 
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FRESCO:  His  pay  may  be  linked  to  performance 


ITALY 


MANAGEMENT, 
AMERICAN-STYLE 

Fiat's  new  boss,  after  all,  was 
Jack  Welch's  understudy 

Shareholder  value.  Ti-ansparency. 
Customers  coming  fii'st.  They  are 
commonplace  concepts  in  Coii^orate 
America.  And  trae,  they  are  starting 
to  be  heai-d  in  some  Em-opean  executive 
suites.  But  when  Paolo  Fresco,  named 
as  chairman  of  Italian  auto  maker  Fiat 
on  June  22,  tlu'ows  them  around  in  his 
very  first  talk  to  shareholders,  it's  a 
sign  that  a  bold  new  era  just  might  be 
beginning  at  one  of  Europe's  biggest 
companies. 

Fresco's  refreshing  words  reflect  the 
lessons  he  leamed  at  General  Electric 
Co.  The  65-year-old  Milan-bom  lawyer 
spent  36  years  at  ge,  including  the  last 
six  as  deputy  to  Chairman  and  ceo 
John  F.  Welch  Jr.  "Fresco's  experience 
fi'om  GE  will  be  liis  main  contribution  to 
Fiat."  says  Fiat  ceo  Paolo  Cantarella, 
who  stands  to  be  Fresco's  key  ally. 
Some  Welch-style  decision-making  could 
have  fai-reacliing  effects  thi-oughout  the 
Tiuin-based  giant,  with  sales  of  $54  bil- 


Fresco  is  expected  to 
cut  marginal  units, 
bolster  winners,  and 
perhaps  merge 


lion.  Fresco  ha: 
broad  mandate  f 
the  Agnellis,  who 
30%  of  Fiat.  Look 
him  to  dump  marj 
businesses,  pump 
the  winners,  and 
haps  finally  help 
Fiat  a  merger  pari 
Fresco's  compe 
tion  package  sh( 
please  sharehold 
While  Fiat  won't 
ment,  his  pay 
thought  to  be  linke 
Fiat's  share  price, 
would  be  remark; 
in  Italy,  where  ck 
insider  dealmaking 
ten  takes  precedence  over  boos 
share  price.  Fiat  shares  have  risen 
over  the  last  12  months,  but  that's 
than  half  their  level  of  12  years  ag( 
SMOOTHER  OPERATOR.  Fresco's 
proach,  say  insiders,  will  be  mark' 
different  fi'om  that  of  predecessor 
sai'e  Romiti.  He  was  a  biilliant  man£ 
but  his  gTuff  style  often  antagonizec 
bor,  government,  and  even  the  busii 
Establishment.  In  contrast,  Fresc 
knowTi  as  a  smooth  global  player 

Although  Fresco  doesn't  offici 
start  full-time  until  his  GE  duties 
down  in  October,  the  pressure  is 
ready  uncomfortably  high  on  Fiat.  H 
Italian  government  incentives  on  r 
cai'  pui'chases,  wliich  sent  cai*  sales  s 
ing  40%  last  year,  end  on  July 
promising  to  deflate  Fiat's  most  im 
tant  single  market.  When  quotas 
Japanese  cars  come  off  next  yea: 
could  hit  Fiat  in  its  bread-and-bu 
small-  and  midsize-car  business. 

Fiat  has  already  been  getting 
shape.  A  $2  billion  bet  to  manufactu 
"world  car"  in  such  countries  as  Br 
Argentina,  and  Turkey  is  giving  Fi 
headstart  in  liigh-growi;!!  markets  of 
future.  And  since  1995,  Fiat  has 
steadily  selling  off  noncoi'e  assets 
leaner,  more  focused  gi'oup  will  n- 
it  easier  for  Fresco  to  accompHsh  a 
pait  of  liis  agenda:  negotiating  the  r 
strategic  alhance.  Such  a  linkup  se 
even  more  crucial  now  that  Dair 
Benz  and  Chiysler  are  merging. 

Fiat's  new  duo  looks  fomiidable,  ' 
inteiTiational  dealmaker  Fresco  eyi 
strategic  linkups  while  nuts-and-b 
car  man  Cantarella  makes  sui"e  F^ 
new  models  are  winners.  Throw  ; 
few  concepts  from  the  school  of  CI 
man  Welch  like  shareholder  value, 
Fiat's  future  could  be  surprisii 
bright. 

Bij  Joint  Rossant  in  R 
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SSIA 


0  TAX  MAN 

VER  HAD  IT  TOUGHER 

1  is  Fyodorov  undertakes  a  crucial  crackdown  on  cheats 


I  oris  G.  Fyodorov,  40,  was  recently 
[appointed  to  one  of  the  toughest 
'jobs  in  Russia.  The  new  director  of 
State  Tax  Service  must  find  ways 
improve  Russia's  chronically  poor 
collection  record.  Only  5  million 
of  150  million  citizens  hand  in  tax 
urns.  Companies  regularly  stash 
ir  income  overseas.  And  industrial 
lups  favored  by  the  government 
'6  been  allowed  to  ignore  taxes  with 
)unity. 

•"Lxing  Russia's  tax  system  is  key  to 


stabilizing  the  country's  precarious  fi- 
nances— and  persuading  both  interna- 
tional investors  and  the  International 
Monetaiy  Fund  to  pump  more  money 
into  the  economy.  Without  a  financial 
package  to  shore  up  its  dwindling  hard 
cmrency  resei-ves,  Russia  may  be  forced 
to  devalue  its  ruble,  striking  a  serious 
blow  to  its  refoiTO  process.  On  June  23, 
Russian  Piime  Minister  Sergei  Kiriyenko 
and  President  Boris  N.  Yeltsin  asked  the 
Duma  to  approve  an  anticrisis  package  of 
tax  and  spending  cuts,  aimed  partly  at 


NOBODY 
IS  PAYING' 


Russian  tax  czar  Boris  G. 
Fijodorov  discussed  his 
challenge  with  business 
WEEK  Moscow  Bureau 
Chief  Patricia  Kranz 

Q:  WJmt  should  be  done 
to  iw.prove  Russia's  tax 
coUectimr  rate? 
A:  I  propose  that  we  have 
one  personal  income  tax 
rale— 20%  [rather  than 
the  ciurent  gi'aduated 
rates  of  12%  to  35%] 
— but  levy  it  on  every- 
thing that  people  get  in 
money  form.  This  would  increase  the 
amount  of  taxes  collected  twofold  or 
tlu'eefold.  We  should  go  for  a  sales 
tax  and  hit  taxpayers  dii-ectly  at  the 
point  of  consumption.  We  should  sim- 
plify the  tax  system  and  make  it  more 
transparent  and  easier  to  collect.  Such 
things  as  the  [35%]  profit  tax  on  cor- 
porations— we  can  cut  that  in  half 
There's  very  little  money  coming  from 
there,  and  nobody  is  paying. 

Q:  Wiat  fms  changed  since  you 
took  over  the  State  Tax  Service  on 
May  SO? 

A:  It  is  cleai-  that  in  certain  govern- 
ment bodies  there  wasn't  the  will  to 
go  against  certain  companies,  such  as 
Gazprom.  Today,  nobody  can  say  that 
the  State  Tax  Sei-vice  doesn't  avail  it- 
self of  the  authority  given  to  us.  All 
over  the  countiy,  we  have  stalled  try- 


TWO  FOR  TEA?  Fyodorov  favors  point-of -purchase  taxes 


ing  to  take  over  the  accounts  and 
property  [of  tax  delinquents]  and, 
sometimes,  the  debts  owed  to  them. 
This  process  raises  a  lot  of  noise  and 
hatred.  But  this  will  help  [newly  ap- 
pointed financial  envoy  Anatoly  B.] 
Chubais  in  his  negotiations  with  the 
International  Monetary  Fund. 

Q:  TJie  government  lias  promised 
many  times  in  tlie  past  to  collect 
more  taxes,  but  failed. 
A:  The  government  shouldn't  be  one 
big  tax  police  force.  The  question  is 
whether  Russia's  fiscal  or  economic 
pohcy  is  right.  The  federal  govern- 
ment doesn't  get  revenue  from  citi- 
zens because  [any  income  tax  they 
pay]  goes  to  local  authorities,  and 
most  citizens  don't  pay  taxes.  There 
ai'e,  for  example,  some  100,000  for- 
eigners in  Moscow.  But  how  much  is 


meeting  imf  demands  for  radical  action. 

Fyodorov,  a  straight-talking  banker 
and  former  Finance  Minister  who  helped 
fight  Russian  inflation  by  slashing  indus- 
trial subsidies  a  few  years  ago,  is  also 
moving  quickly  to  crack  down  on  tax 
delinquents.  He  is  denying  oil  companies 
that  do  not  pay  their  tax  bills  access  to 
export  pipelines.  He  is  creating  a  data- 
base of  the  coimtr/s  1,000  richest  citizens 
and  checking  up  on  theu'  tax  payment 
records.  And  to  show  he  means  business, 
on  .June  20,  Fyodorov  toured  Moscow 
mai'kets  and  gas  stations  to  check  how 
many  were  providing  receipts,  a  sign 
that  they  record  sales  and  pay  taxes. 
None  were.  Now  he  has  launched  a  mas- 
sive campaign  to  ensure  merchants  use 
cash  registers. 

It's  a  good  start.  But  Fyodorov,  like 
his  predecessors,  will  have  a  hard  time 
succeeding. 

By  Patricia  Kranz  in  Moscow 

paid  in  taxes?  Peanuts. 

Q:  Have  Russia's  "oli- 
garchs"— tlie  business 
elite — been  payirig  taxes? 
A:  Most  of  the  oligai'chs 
have  declared  incomes  in 
excess  of  $1  million.  I 
don't  know  whether  that's 
high  enough.  We  will 
know  in  the  futui'e.  And 
[they]  paid  taxes  on  it, 
wliich  is  good.  These  guys 
are  more  interested  in 
creating  a  "normal"  situa- 
tion than  those  who  don't 
have  money.  As  in  the 
U.  S.,  those  with  incomes 
of  $500,000  or  more  have 
Mgher  compliance  rates 
than  those  making  less 
than  $50,000.  Hopefully, 
we  will  see  the  same  in  Russia,  at 
least  with  the  oligarchs. 

Q:  How  much  did  you  pay  in  perso^i- 
al  income  tax  last  year? 
A:  In  1997,  I  was  a  deputy  of  parlia- 
ment and  got  a  small  salaiy.  I  have 
declared  it.  [Now,]  my  salaiy  as  a 
Russian  minister  is  6,000  rabies,  or 
$1,000,  per  month.  You've  heard  the 
expression,  "It's  0.  K.  to  talk  about 
lovers,  but  not  money. . . "  I  won't  say. 

Q:  Wfiat  will  be  the  repercussions  if 
tJie  Russian  govenunent  doesn't  solve 
its  fiscal  problems? 

A:  If  we  don't,  we  will  get  into  a  very 
bad  situation  where  revenues  won't 
be  collected  at  rates  high  enough  to 
pay  for  government  programs.  It  will 
be  veiy,  veiy  dangerous.  One  has  to 
take  action. 
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International  Business 


MEXICO 


WHY  PEMEX 
IS  IN  A  PINCH 

It  needs  capital  badly,  but  it 
won't  sell  stakes  to  foreigners 

After  years  of  peso  pinching, 
Petroleos  Mexicanos  (Pemex)  finally 
got  what  it  wanted:  approval  for 
its  most  aggi'essive  investment  program 
in  two  decades,  one  that  would  dole  out 
$20  billion  from  1997  through  2000.  Of- 
ficials of  the  state  oil  monopoly  began 
retooling  aging  refineries,  boosting  nat- 
ural gas  output,  and  sending  billions  of 
dollars  in  fresh  oil  revenues  flowing  to 
the  hard-pressed  Mexi- 
can government. 

But  then  came  this 
year's  plunge  in  oil 
prices  (chart),  and  the 
government  got  cold 
feet.  It  clipped  Pemex' 
planned  $8  billion  in  in- 
vestment this  year  by 
$700  million — and  more 
cuts  ai'e  on  the  way. 
Although  Mexico 
agreed  on  -June  24  to 
join  OPEC  members  in 
trimming  output  to 
raise   oil   pi-ices,  the 


PRESSURE  ON  PEMEX 
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JAN.  '97  '98  JUNE 

A  DOLLARS  PER  BARREL*  EST, 
TOR  MEXICAN  "MIX"  OF  THREE  OIL  TYPES 

DATA:  PETROLEOS  MEXICANOS  (PEMEX).  REUTERS 


move  seems  unlikely  to  improve  the 
outlook  much  for  the  market,  or  Pemex 
itself.  "Pemex  is  a  mess  because  spend- 
ing cuts  put  it  well  below  the  spending 
levels  needed  to  improve  exploration, 
production,  and  refining,"  wams  Rogelio 
Ramirez  de  la  0,  an  energy  consultant 
in  Mexico  City. 

Indeed,  a  mix  of  falling  oil  prices  and 
Mexican  nationalism  has  Pemex  in  a  bind. 
With  nearly  32%  of  Mexico's  $100  billion 
in  tax  revenues  flowing  from  Pemex  oil 
fields  and  fuel  sales,  the  state  should  be 
doing  all  it  can  to  reduce  Pemex'  notori- 
ous inefficiencies.  But  that's  not  the  way 
things  work  in  Mexico's  oil  patch.  Boxed 
in  by  its  social  commitment  to  provide 
jobs,  Pemex  won't  shrink  its  114,000 
workforce  to  save  money.  And  a  full  60 
years  after  its  nationalization,  the  jjroud 
monopoly  has  no  intention  of  raising 
much-needed  capital  by  selling  stakes  to 
foreign  companies. 

Such  stubbornness 
puts  a  strain  on  the 
Mexican  economy.  Pem- 
ex will  have  to  spend 
some  $1.4  billion  to  im- 
port 25%  of  the  gasoline 
used  by  Mexicans  this 
year.  That  hurts  at  a 
time  when  revenues  ai'e 
expected  to  fall  as  much 
as  12%,,  to  about  $28  bO- 
lion,  by  yearend.  Over 
the  next  decade,  Pemex 
will  need  some  $55  bil- 
lion to  develop  resei-ves 


CREDIT  HOLE?      and  build  refinerie 
Pe)ne:c  uiust        meet  demand 
borrow  to  home,  says  Mooi 

upgrade  plants    Investors  Service: 
Mexico  is  far 
hind  its  Latin  neighbors  when  it  co: 
to  using  outsiders'  money  to  spur 
revenues.  Venezuela's  state-run  oO 
nopoly,  PDVSA,  has  been  auctioning 
tracts  to  foreign  oil  companies  for 
ploration  for  two  years.  Brazil  is 
mviting  in  outsiders  to  tap  its  oil  po 
tial.  Pemex  Chief  Financial  Officer  J 
Manuel  Romero  ai'gues  that  Mexico' 
serves  ai-e  so  easy  to  exploit  that  M^ 
doesn't  need  foi'eign  equity  paiticips 
"Here  we  wouldn't  be  shaiing  risk,  \ 
just  be  sharing  profits,"  he  says.  Bui 
admits,  with  oil  prices  plunging,  Pe; 
will  now  have  to  bon'ow  up  to  $7  bi 
on  international  debt  markets  to  fin; 
its  investment  progi'am  over  the  i 
two  years. 
SMALL  STEPS.  With  privatization  ta 
Pemex  has  taken  smaller  steps  to 
foreign  partners.  Last  fall,  it  awards 
$1.6  billion  contract  to  a  gi'oup  inclui 
Korea's  Sunkyong  Engineering  &  ( 
struction  Ltd.  and  Germany's  Sien 
to  renovate  its  Cadereyta  refiner; 
Monterrey.  Pemex  also  accepted 
billion  bid  fi'om  a  gi'oup  led  by  Brit, 
Boc:  Holdings  to  build,  own,  and  ope 
a  nitrogen-injection  plant  that  will  p 
gas  into  wells  to  boost  productioi 
the  Cantarell  field.  And  Mexico  is  s 
ing  investment  in  pipeline  construe 
and  natural-gas  distribution.  Somi 
billion  in  contracts  could  be  awai 
over  the  next  five  years. 

There  are  some  signs  that  the  f 
sure  on  Pemex  may  eventually  for 
to  change.  A  recent  opinion  poll  she 
that  43%  of  Mexicans  believe  Pe 
should  remain  under  state  control 
act  more  like  an  efficient  corpora 
Some  officials  want  to  add  promi 
businesspeople  as  independent  dived 
to  Pemex'  board.  Others  would  lil- 
spark  a  public  discussion  on  privat 
vestment  in  Pemex.  "Now  that  Mi 
has  a  multiparty  political  system,  i 
things  can  be  discussed,"  says  En 
Undersecretary  Jorge  A.  Chavez. 

With  oil  revenues  evaporating, 
CO  may  have  to  speed  up  the  dei 
The  government  has  already  cut 
1998  federal  budget  twice,  by  a  tot  i 
$2.8  billion.  Another  cut  is  expect  e  i» 
mid-July.  Budget  worries  have 
pressed  the  stock  market  and  weal, 
the  peso.  Politicians  still  see  oil  as 
of  Mexico's  patrimony.  If  governi 
finances  weaken,  they  may  want  to 
at  oil  as  just  another  commodity. 

By  Geri  Smith  in  Mexico 
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In  Kentucky,  and  in  26  countries  around 
the  world,  Toyota  vehicles  are  being  built 
by  the  same  people  who  drive  them  -  local 
people.  Here  in  America,  Toyota  directly 
employs  more  than  23,000  people.  In  fact, 


more  than  half  the  vehicles  Toyota  sells  in 
America  are  built  here,  with  many  parts  com- 
ing from  U.S.  suppliers.  That's  why,  to  many 
people,  Toyota  is  more  than  just  a  source 
of  local  transport,  it's  a  source  of  local  pride. 
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Introducing  the  Xerox  DocuCoIor  Office  6. 


St()|)  sftidin^  (iiil  lor  color  documents. 
Print  or  copv  them  fast  and  conveniently 
on  vour  own  Xerox  DociiColor  Office  6.  At  _'*~- 
(i  color  |)a^^es  a  minute,  it  not  only  keeps  up 
with  the  pace  of  your  husin(»ss,  hut  the  pace  of 
those  last-minute  changes  you're  always 
making.  Here's  more  good  news.  It  prints  or 
copies  in  black  and  v\hite  too.  At  24  pages  a 


minute.  Talk  ahoul  productivity,  the  agile 
DocuCoIor  Office  6  even  comes  with 
paper-handling  options  such  as  collating 
and  sorting.  Best  of  all,  starting  at  under 
$20,000,  it  puts  color  right  in  your  workgroup. 
To  leai  ri  moi'e  ahout  how  convenient  color  can 
be  in  your  office,  visit  www.xerox.com  or 
just  givi"  us  a  call  at  1-800  ASR-XEROX,  ext.  106. 
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TED  BY  JOHN  TEMPLEMAN 


IDONESIA:  FROM  ONE  GANG 
F  CRONIES  TO  ANOTHER? 


lonesia's  B.J.  Habibie  has  been  in  peipetual  motion  since 
i  became  President  on  May  21.  The  German- trained  aero- 
)ace  engineer's  main  mission  is  to  renew  confidence  in  In- 
jsia's  bludgeoned  economy,  persuade  the  International 
etary  Fund  to  resume  payments  under  the  country's 
billion  bailout,  and  woo  foreign  investors, 
abibie  is  a  big  hit  among  the  pribumi,  or  indigenous 
lim,  business  leaders.  They  were  cut  off  from  the  gravy 
1  operated  by  fonner  President  Suharto  and  his  family, 
preferred  ethnic  Chinese  partners.  But 
ibie  is  telling  the  pribiuni  that  they'll  get  a 
deal  in  the  fiiture.  Government  officials 
I  hint  that  the  billions  piled  up  by  Suharto 
his  cronies  v\ill  be  distributed  to  ordinary 
umi  in  some  way.  Habibie  also  vows  to 
inue  a  legal  probe  into  the  Suharto  empire 
stop  lending  to  presidential  cronies, 
tiere  are,  of  course,  limits  to  what  Habibie 
do.  Military  leaders,  notably  amned  forces 
■nander  General  Wu-anto,  could  step  in  and 
ice  him  as  President  if  he  goes  too  far. 
PLY  SKEPTICAL.  But  as  he  panders  in- 
singly  to  pribumi  interests  to  bolster  his 
ical  position,  Habibie  may  be  condemning 
iconomic  plans  to  failure.  Ethnic  Chinese 
3ns,  who  control  about  70%  of  the  economy, 
their  businesses  may  be  confiscated.  They 
■  already  pulled  billions  of  dollai-s  out  of  the 
try.  "If  Chinese  money  doesn't  come  back,  [Indonesia]  has 
'  chance"  of  recovery,  says  Paul  Dui'ham,  a  Sydney-based 
aging  director  of  bt  Funds  Management, 
oreign  investors  are  deeply  skeptical  of  Habibie.  They 
that  he  won't  reduce  gi'aft  but  "will  just  have  a  fairer 
ibution  of  con-uption,"  says  one.  Adds  Robert  Rigney,  a 
ler  U.  S.  diplomat  in  Indonesia:  "I  wouldn't  get  into  any 
with  Habibie's  boys.  I'd  wait  three  or  four  months  and 
ivhat  happens."  Such  judgments  are  bad  news  for  Habibie. 


HABIBIE:  Favoring  Muslims 


He  needs  multinationals  to  unlock  the  $100  billion  in  invest- 
ments that  they  were  planning  before  Suharto's  downfall — 
otherwise  he  has  little  hope  of  cutting  unemployment,  which 
quadrupled  in  a  year,  to  16  million. 

Multinationals  remain  ultracautious.  Nike  Inc.  footwear 
factories  ai-e  fUIing  orders  from  a  new  plant  in  the  Plulippines, 
says  an  industry  soui'ce.  France's  Alcatel  was  ready  to  open 
a  fiber-optic  cable  factoiy  in  Jakarta  in  June.  Instead,  it  cov- 
ered brand-new  machines  with  taips,  locked  the  doors,  and 
sent  staffers  home  after  phone  sales  slumped, 
says  Chief  Executive  Officer  Jean-Philippe 
Benoist. 

Habibie's  appointments  wony  foreigners  and 
i  lhnic  Chinese  because  they're  heavily  weight- 
id  toward  the  pribumi.  Abuiizal  Bakiie,  chaii- 
uian  of  the  Indonesian  Chambei'  of  Commerce 
Industry  and  of  Bakrie  &  Bi-others,  the 
largest  pribumi  conglomerate,  replaced  ethnic 
(  hinese  tycoon  Anthony  Salim  as  chairman  of 
I  he  government's  Resilience  Council,  which  is 
negotiating  to  restructure  about  $130  billion 
in  offshore  private  and  official  debt.  Tanri 
Abeng,  former  ("EO  of  Bakiie  and  local  partner 
of  Dutch  brewer  Heineken,  is  the  powerful 
State  Enterprises  Minister. 

In  another  move,  Habibie  has  formed  a 
sciuad  of  seven  so-called  business  ambassadoi's. 
Ai'med  with  diplomatic  passports,  they  rove 
the  world  seeking  foreign  investment.  Most  are  pribumi  and 
members  of  Parliament,  likely  to  vote  to  keep  Habibie  as 
President  despite  his  pledge  to  leave  office  by  Januaiy,  2000. 
"I  hope  we  can  change  his  mind,"  says  Bakrie. 

Now  that  Suhaito's  32-year  giip  on  power  finally  has  been 
broken,  that's  the  last  thing  investors  want  to  hear  Besides, 
the  Indonesians  who  took  to  the  streets  to  force  out  Suharto 
don't  want  anothei-  autocracy  of  cronies. 

By  Michael  Shari  in  Jakarta 


GLOBAL  WRAPUP 


E RETURN  OF  KLAUS? 

Jzech  hard-line  free  marketeer 
clav  Klaus  may  be  back  in  office 
)n.  The  former  Prime  Minister's 
/ic  Democrats  came  in  second  in 
leral  elections  on  June  19-20.  But 
los  Zeman,  leader  of  the  opposition 
eial  Democrats,  which  won  with 
3%  of  the  votes,  may  be  unable  to 
m  a  viable  coalition,  as  his  Pension- 
;'  Party  allies  didn't  win  any  seats, 
[f  Klaus  can  rebuild  his  old  coalition, 
could  be  back  in  powei-  with  a  slim, 
o-seat  majority.  First,  he  has  to  get 


the  Christian  Democrats  to  rejoin  him. 
They  forced  his  ouster  six  months  ago 
after  a  string  of  corruption  scandals. 
Since  then,  Klaus,  ar'cMtect  of  the  coun- 
try's postcommunist  transformation,  has 
reinvented  himself  by  focusing  on  big 
issues  and  distancing  himself  from  his 
government's  tarnished  record. 

NEW  JEWISH  CLAIMS  FOR  SWISS 

►  Even  after  settling  Holocaust 
claims  against  its  banks,  Switzerland 
may  face  an  avalanche  of  new 
claims — from  Jews  denied  entry  in 
World  War  II  and  persecuted  by  the 


Nazis.  One  refugee,  Joseph  Spring, 
has  sought  $67,000  in  government 
compensation  and  been  refused. 

In  1942,  Spring,  then  16,  tried  to 
sneak  into  Switzerland  with  two  cousins. 
They  were  caught,  tui'ned  ovei'  to  the 
Nazis,  and  sent  to  Auschwitz.  Unlike 
his  relatives.  Spring  survived  and  went 
to  Australia,  where  he's  a  retiree.  On 
June  23,  Finance  Minister  Kasper  Vil- 
liger  said  there  were  no  legal  gi'ounds 
for  paying  him  anything,  but  "there  is 
perhaps  a  moral  consideration,  and  he 
can  sue  us  in  the  courts."  Spring's 
lawyer  said  he  plans  to  do  just  that. 
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EXECUTIVE  SUITE 


HOWALDUNLAP 
SELF-DESTRUCTED 

The  inside  story  of  what  drove  Sunbeam's  board  to  act 


On  June  9.  Sunbeam  ChaiiTnan  and 
CEO  Albeit  J.  Diuilap  stomied  out 
of  a  boai-tl  meeting  in  Rockefeller 
Center.  lea\ing  a  conference  room 
filled  with  puzzled  and  incredulous  di- 
rectors. Most  of  them  thought  the  once 
celebrated  champion  of  downsizing,  un- 
der mounting  pressure,  was  becoming 
unglued.  One  director,  say  tlu'ee  partic- 
ipants, openly  expressed  concerns  about 
Dunlap's  emotional  state. 

Demanding  their  support.  Dunlap,  60. 
had  just  told  liis  boai'd  that  bilUonaii'e  fi- 
nancier Ronald  0.  Perelman  and  others 
were  engaged  in  a  conspiracy  to  chive 
the  small-appliance  maker's  already 
slumping  stock  down  fiuther  so  they 
could  buy  Sunbeam  Coip.  on  the  cheap. 
He  suggested  that  if  Michael  Price,  an 
influential  mutual-fimd  manager  who  had 
recniited  Dunlap  neaiiy  two  years  eai'Li- 
er,  realh-  backed  him.  he  would  buy  out 
Perelman's  $280  miUion  stake. 

Why  Perelman,  one  of  Sunbeam's 
lai'gest  investors,  who  owns  Wvc  of  the 
company-,  would  do  annhing  to  diminish 
his  investment,  lie  could  not  exi^lain.  "We 
can't  fight  a  battle  on  two  fi-onts,"  said 
Dunlap,  according  to  several  dii-ectors. 
"Either  we  get  the  support  we  should 
have  or  [cliief  financial  officer]  Russ  and 

I  ai-e  prepared  to  go  Just  pay  us." 

NEAR  TEARS.  "Al,  we  don't  know  what 
you"re  talking  about,"  retorted  Direc- 
tor William  T.  Rutter,  a  banker  patched 
into  the  meeting  by  phone  fi'oin  Florida, 
according  to  several  paiticipants.  "We're 
supportive  of  both  of  you." 

So  were  all  the  othei"  four*  outside  di- 
rectors. Again  and  again  they  assm'ed 
Dunlap  and  his  close  ally,  Russell  A. 
Kersh.  of  their  support.  Kersh.  say  sev- 
eral du'ectoi-s.  seemed  neai"  teai-s.  "I  don't 
know  what  Al  thought  or  what  was  go- 
ing through  his  head."  says  Peter  A. 
Langemian.  PiiceV  boai'd  representative. 
"But  I  didn't  heai-  an^thing  fi-om  Perel- 
man, and  Price  was  still  beliind  him." 
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1  four  (lays,  however,  the  directors 
(1  to  fire  the  man  who  has  made  a 
lomenal  business  career  out  of  fii'ing 
rs.  Kaivly  does  anyone  express  joy 
nother's  misfortune,  but  Dunlap's 
er  eUcited  uni-estrained  glee  from 
y  (juarters.  Former  employees  who 
been  victims  of  his  legendaiy  chain- 
nearly  danced  in  the  streets  of 
latta,  La.,  where  Dimlap  shuttered  a 
t.  Says  David  M.  Friedson,  ceo  of 
Imere-Diu'able  Holdings  Inc.,  a  com- 
.or  of  Sunbeam:  "He  is  the  logical 
eme  of  an  executive  who  has  no 
es,  no  honor,  no  loyalty,  and  no 
:s.  And  yet  he  was  held  up  as  a 
orate  god  in  our  culture.  It  gi*eatly 
ered  me."  Other  chief  executives, 
y  of  whom  considered  him  an  ex- 
list,  agreed  that  Dunlap's  demise 
a  welcome  relief. 


CHAINSAW  AL'S 
WATERLOO 

1996  Dunlap  is  named  chair- 
CEO  of  Sunbeam.  The  stock 
jrjy  50%,  from  12'A  to  18%. 


1996  Dunlap  announces  plans 
of  Sunbeam's  12,000  employ- 
lose  or  sell  two-thirds  of  its  18 
jring  plants. 


1997  Dunlap  hires  Morgan 
I  explore  "strategic  alternatives," 
ctcquisitions  or  Sunbeam's  sale. 


998  Sunbeam  stock  closes  at 
igh  of  $52  a  share. 


998  Stock  falls  25%,  to  34%, 
eWebber  analyst  Andrew  Shore 
wngrade  and  company  shocks 
it  by  posting  a  first-quarter  loss. 


L998  Dunlap  tells  investors  he 
ye  "off  the  ball,"  says  that  it 
r  happen  again." 


998  Dunlap  demands  board 
,  he  says,  he  and  Vice-Chair- 
ZFO  Russell  Kersh  will  resign. 


1998  Outside  directors  fire 


Even  members  of  his  own  family — 
long  estranged  from  the  man — seemed 
ebullient.  Upon  heaiing  the  news  of  his 
father's  sacking  on  cnbc  at  6:20  a.m.  in 
Seattle,  Ti'oy  Dunlap  chortled.  "I 
laughed  like  hell,"  says  Dunlap's  3.5-year- 
old  son  and  only  child.  "I'm  glad  he  fell 
on  his  ass.  I  told  him  Sunbeam  would 
be  his  Dunldrk."  Dunlap's  sister,  Denise, 
his  only  sibling,  heard  the  news  from  a 
friend  in  New  Jersey.  Her  only  thought: 
"He  got  exactly  what  he  desei^ved." 

Sunbeam's  stock,  meanwhile,  has 
plummeted  from  a  high  of  52  in  early 
Mai'ch  to  a  low  of  8'X.;  on  June  22,  below 
the  level  it  traded  when  Sunbeam  an- 
nounced Dunlap's  hiring  in  mid-1996. 
One  analyst,  Nicholas  P.  Heymann  of 
Pmdential  Secuiities  Inc.,  said  the  stock 
was  trading  "more  on  vindictive  emo- 
tions than  rational  analysis." 

How  could  a  single 
businessman  arouse 
such  emotions?  In  lit- 
tle more  than  four 
years,  Al  Dunlap  made 
more  than  .$100  million, 
ran  two  well-known 
public  corporations, 
wrote  a  best-selling, 
vainglorious  autobiog- 
raphy, and  axed  some 
18,000  employees.  Dun- 
lap, of  course,  was 
hardly  the  only  chief- 
tain to  order  hefty 
workforce  cuts  or  to 
say  that  the  only 
stakeholders  in  a  public 
corporation  are  its  in- 
vestors. But  by  eagerly 
seeking  publicity  to  ex- 
pound his  simple  philosophy,  he  emerged 
as  the  poster  boy  for  "shareholder 
wealth."  Since  his  departure  from  Sun- 
beam, Dunlap  has  been  uncharacteristi- 
cally silent.  Along  with  his  attorney, 
Chinstopher  J.  Sues,  and  CFO  Kersh,  he 
has  not  responded  to  repeated  requests 
to  be  interviewed  for  this  stoiy. 

To  investors  who  made  milHons  by 
following  Mm,  Dunlap  was,  if  not  a  gocl, 
certainly  a  savior.  He  parachuted  into 
poorly  performing  companies  and  made 
tough  decisions  that  quickly  brought 
shareholders  sizable  profits.  "We're  all 
seduced  by  the  possibility  of  big  wins," 
says  Paine  Webber  Inc.  analyst  Andrew 
Shore,  who  follows  Sunbeam.  After 
meeting  Dunlap  in  mid-1996.  Shore  im- 
mediately put  out  a  buy  on  the  stock.  "I 
didn't  necessarily  like  liim  or  tnist  liim," 
he  recalls,  "but  I  thought  my  clients 
could  make  money  on  Mm.  I  knew  they 
just  had  to  get  out  at  the  right  time." 

But  if  Chainsaw  Al's  rise  to  proim- 
nence  was  a  '90s  version  of  Barbarians 
at  tlie  Gate,  his  sudden  demise  may  sig- 
nal the  beginnings  of  a  more  temp.-.  ed 


UNGLUED 
Dunlap  claimed 
Perelman  was 
conspiring  to  lower 
Sunbeam's  value  to 

buy  it  on  the 
cheap,  a  theory  the 
board  thought  was 
irrational 


era.  With  much  of  Coi-j^orate  America 
considerably  leaner  and  labor  markets 
tight,  taking  a  two-by-foui"  to  a  problem 
is  no  longer  perceived  as  a  viable  solu- 
tion. "The  need  to  do  major  downsiz- 
ing is  over.  The  opportunities  to  pick 
that  kind  of  low-hanging  finit  aren't  as 
prevalent,  and  the  second  picking  often 
requires  different  skills  and  methods 
than  a  Dunlap  is  known  for,"  says  Ed- 
ward E.  Lawler,  a  management  profes- 
sor at  the  University  of  Southern  Cali- 
fornia. "Clearly,  his  era  has  come  and 
is  going." 

DEMOLITION  EXPERT.  It  was  a  supreme- 
ly confident  and  triumjjhant  Dunlap  who 
anived  at  the  troubled  aj^pliance  maker 
in  July,  1996.  Six  months  eaiiier,  he  had 
successfully  completed  the  sale  of  Scott 
Paper  Co.  Wall  Street  lustily  cheered 
Ms  anival  at  the  $1.2  billion  maker  of 
electric  blankets  and 
outdoor  grills.  Sun- 
beam's stock  surged 
nearly  50%,  to  18X,  the 
day  after  his  July  18 
appointment.  Less  than 
fom-  months  later,  Dun- 
lap lived  up  to  his  rep- 
utation as  a  coi-porate 
demolition  expert.  He 
announced  the  shut- 
down or  sale  of  two- 
thirds  of  Sunbeam's  18 
plants  and  the  elimina- 
tion of  half  its  12,000 
employees. 

Predictably,  Wall 
Sti-eet  applauded  Dun- 
lap's actions,  reporters 
wi'ote  favorably  of  Ms 
exploits,  and  the  stock 
zoomed  up.  It  traveled  so  far  in  that 
direction,  in  fact,  that  it  foiled  DuMap's 
initial  strategy  to  sell  the  company.  Al- 
though he  hii-ed  investment  baiiker  Mor- 
gan StaMey  Dean  Witter  &  Co.  to  seek 
a  buyer  last  October,  no  one  would  pay 
that  large  a  premium  (the  stock  had 
risen  by  284%  since  July,  1996,  to  over 
48).  That  forced  Dunlap  to  consider  an- 
other alternative:  to  scour  the  market 
for  companies  to  buy.  In  early  March, 
Dunlap  bought  not  one  but  three  com- 
panies in  one  fell  swoop:  Coleman,  the 
camping-geai'  maimer,  from  Perelman  in  a 
stock-and-cash  deal;  First  Alert  smoke 
alaiTns,  and  Signatm-e  Brands,  the  mak- 
er of  Mr.  Coffee. 

Dimlap's  most  devoted  fans,  of  coui'se, 
resided  on  Wall  Street.  But  Shore  of 
PaineWebber  wasn't  one  of  them. 
Ti-ained  by  the  legendary  Perrin  Long, 
who  made  him  come  to  work  by  7  a.m. 
and  labor  over  weekends.  Shore,  37,  had 
been  following  the  household  products 
and  cosmetics  industries  for  a  decade 
when  Dunlap  arrived  at  Sunbeam. 
Wlien  the  stock  spiked  when  DuMap 
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1998  Board  agrees  to  hire  Jerry 
)ngtime  aide  to  financier  Ronald 
,  as  new  chief  executive. 
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was  appointed,  Shore  thought  the  reac- 
tion ii-rational  and  said  so.  His  candoi- 
hardly  pleased  Dunlap,  who  would  claim 
that  Shore  was  biased  against  him  be- 
cause PaineWebber  didn't  get  Sunbeam's 
investment  banking  business.  (Shore  de- 
nies that  charge.)  Still,  the  analyst 
jumped  on  the  bandwagon  liimself,  know- 
ing Chainsaw  Al  could  make  liis  clients 
money.  With  each  new  earnings  i-eport, 
however,  he  carefully  dissected  Sunbeam's 
ever-improving  results. 

It  didn't  take  long  for  alarm  bells  to 
sound.  After  the  company  reported  its 
results  in  the  second  quarter  of  1997, 
Shore  says  he  began  "getting  pangs  in 
my  stomach."  The  numbei's  showed  that 
Dunlap  was  building  what  Shore  con- 
sidered abnoiTiially  liigh  inventoiy  levels 
and  accounts  receivable.  His  ti'ade  con- 
tacts confiiTned  his  suspicions  that  Sun- 
beam was  giving  lucrative  terms  to 
dealers  to  ship  products  aggressively. 
"BILL  AND  HOLD."  "I  said  to  myself:  'Let's 
play  the  game  a  little  longer,' "  remem- 
bers Shore.  "No  one  [ha<:l]  soured  on  him 
yet.  Very  few  picked  it  up,  only  the 
smart  shorts  at  the  hedge  funds.  I 
thought  it  would  take  several  more  quar- 
tei-s  to  play  out."  Shore  alerted  his  clients 
to  the  warning  signs  but  continued  to 
recommend  the  stock  because  he  thought 
investors  would  keep  bidding  it  up. 

He  was  right.  Sunbeam's  shares  kept 
climbing,  even  though  the  company's 
third-quarter  results  created  even 
greater  cause  for  concern.  Shore  noted 
in  one  of  his  reports  that  there  were 
massive  increases  in  sales  of  electric 
blankets,  usually  a  fomth-quarter  phe- 
nomenon. Then,  in  the  fourth  quarter 
of  1997,  he  was  alarmed  by  enormous 
increases  in  sales  of  grills,  at  a  time 
when  virtually  no  one  buys  those  prod- 
ucts. Still,  Shore  says,  "I  didn't  think 
the  stoiy  was  over  just  yet.  The  mai'ket 
hadn't  caught  it." 

Although  unlmown  at  the  time,  Dun- 
lap was  aggi'essively  trying  to  push  out 
more  and  more  product.  As  the  com- 
pany later  acknowledged,  he  began  to 
engage  in  so-called  "bill  and  hold"  deals 
vdth  retailers  in  which  Sunbeam  prod- 
ucts were  purchased  at  large  discounts 
and  then  held  at  third-jmrty  wai'ehous- 
es  for  delivery  later.  By  booking  these 
sales  before  the  goods  were  delivered, 
Dunlap  helped  boost  Sunbeam's  rev- 
enues by  18%  in  1997  alone.  In  effect, 
he  was  shifting  sales  fi'om  future  quar- 
ters to  cun'ent  ones.  The  approach  was 
not  illegal,  but  the  e.xtraordinary  vol- 
ume made  it  unusual.  Dunlap  defended 
the  practice,  saying  that  it  was  an  effort 
to  extend  the  selling  season  and  better 
meet  surges  in  demand.  Sunbeam's  au- 


ditors, Arthur'  Andersen  &  Co.,  later 
insisted  it  met  accounting  standards. 

On  Mar.  19,  Sunbeam  acknowledged 
that  fii-st-quaiter  results  would  be  below 
analysts'  estimates.  Two  weeks  later,  on 
Apr.  2,  Shore  heard  more  disturbing 
news:  Donald  R.  Uzzi,  Sunbeam's  well- 
regarded  executive  vice-president  for 
worldwide  consumer  products,  had  been 
fii'ed  by  Dunlap.  Not  able  to  reach  Uzzi 


bound  from  its  dismal  fii'st-quartei- 
of  $44.6  million.  Dunlap  conceded  : 
he  had  taken  his  "eye  off  the  b;il 
focus  on  the  trio  of  acquisitions  he  i 
in  March  and  had  allowed  undt  t ! 
to  offer  "stupid,  low-margin  deal- 
outdoor  cooking  grills.  But  he  insi 
that  it  would  "never  happen  again,  " 
that  Sunbeam  would  post  earniiiL' 
5c  to  100  a  share  in  the  second  >. 


or  Dimlap  for  confumation.  Shore  sought 
out  investor-relations  chief  Richard 
Goudis,  only  to  discover  that  he  had 
quit.  Finally,  the  analyst  thought,  it  was 
time  to  advise  his  clients  to  get  out  of 
the  stock.  He  frantically  downgraded 
the  stock  on  Api'.  3  at  9:00  a.m.,  and  it 
quickly  fell  by  4  ]3oints.  Some  two  hours 
later.  Sunbeam  disclosed  that  it  would 
post  a  fu'st-quarter  loss.  By  day's  end, 
the  stock  fell  25%,  to  34%,  and  share- 
holders soon  filed  lawsuits  charging  de- 
ception, an  accusation  that  Sunbeam  dis- 
misses as  "meritless." 

Undaunted,  Dunlap  swiftly  hatched 
a  plan  foi'  a  comeback.  On  May  11,  be- 
fo]'e  200  major  investors  and  Wall 
Street  analysts — including  Shore — he 
pi'omised  that  the  company  would  re- 


fer and  $1  a  share  for  the  full  \ 
Not  everyone  felt  reassured,  Ic: 
all  Shore,  who  had  sevei'al  cont(  i 
exchanges  with  Dunlap  at  the  nit  t 
Aftei-ward,  as  Shore  was  headini'  ■ 
the  door,  Dunlap  made  a  beeiim 
him.  "I  saw  this  wild  man  comin;. 
ward,"  recalls  Shore.  "He  gi-abln 
by  my  left  shoulder,  put  his  hand 
his  mouth  and  near  my  left  ear 
said:  'You  son  of  a  bitch.  If  you 
come  after  me,  I'll  come  after  you  i 
as  hard.'"  One  Sunbeam  advisei- 
roborates  Shore's  account. 

Dunlap 's  performance  at  that  m 
ing — including  his  announcement  ol 
other  5,100  layoffs  at  Sunbeam  and 
newly  accjuired  companies — didn't 
vent  the  stock  from  dropping  furtl 
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did  Dunlap's  speech  stop  news  re- 
,  about  what  Shore  had  discovered 
y  nine  months  earHer:  that  Sun- 
1  was  engaged  in  highly  aggressive 
tactics  and  accounting  practices 
inflated  revenues  and  profits.  The 
scathing  analysis,  in  Barron's,  al- 
that  Dunlap  employed  $120  million 
rtificial  profit  boosters"  last  year 
I  the  company  reported  $109.4  mil- 
n  net  income. 

inlap  was  so  concerned  about  the 
:s  of  the  story  that  he  called  an 


to  deal  with  the  stoiy,  fi-om  the  filing  of 
a  libel  suit  to  issuing  a  detailed  letter  of 
corrections  to  its  shareholders. 

The  discussion  was  drifting  when  it 
was  decided  simply  to  draft  a  point-by- 
point  rebuttal  for  the  company's  bankers 
and  directors.  Suddenly,  Director 
Charles  M.  Elson,  a  Stetson  University 
law  professor  and  friend  of  Dunlap's, 
asked  how  the  company's  second  quarter 
was  shaping  up.  The  following  exchange 
then  occurred,  according  to  foui'  of  those 
who  were  present. 


directors  off  that  something  was  amiss 


AN:  Delivered  the  coup  de  grace 


omptu  board  meeting  for  June  9 
:but  the  charges.  He  arrived  for 
lession  at  4  p.m.  Besides  the  five 
de  board  members,  there  was  a 
of  external  advisers,  including 
ers,  public  relations  consultants, 
the  company's  accountant  from 
ur  Andersen.  Dunlap,  recalls  one 
cipant,  "seemed  strangely  subdued 
luiet." 

:rsh  and  Controller  Robert  J.  Gluck 
>he  board  through  the  charges, 
ing  virtually  all  of  them.  The 
ur  Andersen  partner  assured  the 
1  that  the  company's  1997  numbers 
in  compliance  with  accounting 
lards  and  firmly  stood  by  the  film's 
.  of  Sunbeam's  books.  The  direc- 
discussed  a  range  of  alternatives 


WHITTLESEY:  Worried 


"Sales  are  a  little  soft ,"  said  Kersh. 

"Well,  do  you  think  you're  going  to 
make  the  numbers?"  asked  Elson. 

"It's  going  to  be  tough,"  replied 
Kersh. 

"This  is  a  transition  year,"  Dunlap 
responded.  "You've  got  to  stop  worrying 
about  specific  numbers.  We're  trying  to 
prepare  for  1999." 

Dunlap  then  said  he  wanted  to  dis- 
cuss something  privately  vrith  the  board. 
All  the  outside  advisers  departed,  leav- 
ing only  Dunlap,  Kersh,  and  the  five  di- 
rectors. Over  the  next  20  minutes,  Dun- 
lap told  the  boai'd  that  either  he  needed 
the  right  level  of  support  or  he  was 
prepared  to  go. 

"If  you  really  want  me  and  Russ  to 
go,  then  let's  settle  up  the  contract  and 


we'll  go,"  Dunlap  said,  according  to  sev- 
eral board  members.  "I  have  a  docu- 
ment in  my  briefcase  that  we  can  go 
over  and  get  it  done." 

The  board  was  stunned.  Dunlap  told 
them  he  believed  that  Perelman  was 
orchestrating  a  torrent  of  bad  media 
coverage  so  he  could  buy  the  company 
at  a  bargain.  Some  of  the  directors  said 
later  that  they  thought  Dunlap  was  be- 
coming emotionally  distraught.  They  did 
not  believe  that  Perelman,  who  declined 
comment,  would  undermine  himself  that 
way.  His  ownership  stake  enabled  him 
to  affect  change  more  directly. 
SUSPICIONS.  Shortly  after  the  exchange, 
Dunlap  and  Kersh  got  up  and  marched 
out  of  the  room.  After  allowing  the  pair 
enough  time  to  reach  the  elevator  bank, 
Howard  G.  Kristol  broke  the  silence. 
Of  all  of  them,  he  had  known  Dunlap 
the  longest.  For  more  than  20  years, 
Kr-istol  had  been  his  personal  attorney. 
He  had  drafted  Dunlap's  employment 
pacts  at  Scott  Paper  and  Sunbeam. 

"That  is  complete  bullshit,"  Kristol 
blurted  out,  according  to  several  direc- 
tors. "Just  bullshit." 

Everyone  in  the  room  agreed.  No 
one  had  uttered  any  doubt  about  Dun- 
lap's ability  to  lead  the  company.  No 
one  thought  he  had  cooked  the  books. 
So  why  would  he  bring  up  the  possibil- 
ity of  resigning? 

"I  don't  know  about  you,  but  what 
I'm  clearly  hearing  is  that  Al  and  Russ 
want  out,"  Kristol  recalls  saying.  The 
others  concurred.  The  timing  could  not 
have  been  worse.  Although  the  company 
was  in  crisis,  Dunlap  was  about  to  go  to 
London  to  give  a  speech  and  promote 
his  book,  while  Kersh  was  going  off  on 
vacation  in  Ohio.  They  were  concerned 
that  Dunlap  lacked  the  resolve  to  con- 
tinue in  the  job,  was  unaware  of  the 
deteriorating  results,  or  worst  of  all, 
was  being  less  than  candid.  "We  all  sat 
there  feeling  like  we  were  going  to 
thi'ow  up,"  says  Elson.  "It  was  honible." 

Dunlap's  strange  behavior  led  director 
Faith  Whittlesey  to  openly  suggest  that 
perhaps  the  ceo  was  suffering  from 
emotional  distress,  say  three  directors. 
She  was  not  the  first  to  wonder  if  he 
had  lost  perspective  in  the  wake  of  the 
baiTage  of  hostile  media  coverage.  Some 
of  his  closest  associates  thought  he  had 
become  oddly  subdued  and  introspec- 
tive— quite  a  departiu-e  from  the  volatOe 
and  voluble  man  they  knew. 

Before  leaving  the  conference  room, 
the  directors  exchanged  personal  phone 
numbers  so  they  could  stay  in 
close  touch.  Several,  particulai'ly  Langer- 
man,  agi-eed  to  dig  more  deeply  into 
the  company  and  question  other  Sun- 
beam executives  over  the  next  few  days. 
When  the  session  finally  broke  up  around 
8  p.m.,  Elson  was  so  distraught  that 


BUSINESS  WEEK  /  JULY  6,  1998  61 


Gone  are  the  days  of  airplane  food,  baggage  checks  and  jet  lag.  Armed' 


with  HP  VectraTopTools  running  on  Windows  NT"  Workstation,  you'll  never 


even  have  to  leave  your  chair.  Your  department  can  instantly  learn  with  a  few 


clicks  of  the  mouse  what's  where,  which  software  is  installed  and  whose 


machines  are  in  need  of  immediate  attention.  Or  find  out  up  to  400  other 


items  about  the  makes,  models,  speeds,  types  and  settings  of  the  PCs 


themselves.  On  thousands  of  machines  simultaneously.  No  matter  where  they 


are:  in  separate  buildings,  different  cities  or  even  different  parts  of  the  world. 


In  addition,  the  affordable  HP  Vectra  with  Windows  NT  offers  scalability. 


reliability  and  security.  What  else  would  you  expect  from  the  fastest  growing' 


PC  supplier?  For  more  information  visit  us  at  www.hp.com/vectra/wnt. 


HEWLETT^ 
PACKARD 


Expanding  Possibilities 


Management 


he  spent  the  next 
three  hours  wander- 
ing the  streets  of 
Manhattan. 

Over  the  following 
two  days,  Langer- 
man  did  considerable 
homework.  Unbe- 
knownst to  Dunlap, 
he  called  several  Sun- 
beam insiders,  includ- 
ing three  top  operat- 
ing executives,  Lee 
Griffith,  Frank  J. 
Feraco,  and  Franz 
Schmid.  But  the  most 
important  break  came 
when  he  spoke  with 
Sunbeam's  Executive 
Vice-President  David 
C.  Fannin. 

Fannin,  52,  didn't 
fit  the  Dunlap  mold. 
Unlike  his  tempestu- 
ous, self-promoting 
boss,  Fannin  is  unas- 
suming and  mild-man- 
nered. The  Kentucky- 
born  lawyer  had 
worked  at  a  blue-chip 
law  ftiTO  in  Louisvolle  for  nearly  20  yeare 
when  a  client  recioiited  him  to  Simbeam 
in  1993  as  intenm  general  counsel.  Of 
Sunbeam's  top  dozen  senior  executives, 
he  would  be  the  only  sui'vivor,  someone 
who  viewed  Mmself  as  a  moderating  in- 
fluence on  his  mercurial  boss. 
IN  CRISIS.  Dunlap  not  only  brought  Fan- 
nin into  his  inner  circle,  he  handsomely 
rewarded  the  lawyer  for  his  loyalty  and 
commitment.  In  Febnaary,  for  example, 
Dunlap  handed  him  a  new  three-year 
contract  that  raised  his  base  salaiy  by 
90%,  to  $595,000,  along  with  a  huge 
stock  option  grant  on  750,000  shares, 
now  underwater.  What  Dunlap  failed 
to  notice,  however,  was  that  Fannin 
had  become  demoralized  by  what  he 
saw  at  Sunbeam.  It  was  hard  to 
really  like  Dunlap,  with  his  hair-trigger 
temper.  Many  times 
Fannin  considered  quit- 
ting. "But  it  was  like 
being  in  an  abusive  re- 
lationship," he  says. 
■'You  just  didn't  know- 
how  to  get  out  of  it." 

Fannin,  however,  had 
now  reached  the  break- 
ing point.  Although 
Kersh  told  the  board 
the  second  quarter 
would  be  soft,  a  week 
earlier  Fannin  had  been 
at  a  Sunbeam  meeting 
at  which  considerable 


ALARM  BELLS 
Analyst  Andrew  Shore 
noted  oddly  high  sales 
of  electric  blankets  in 
the  summer  months 
and  outdoor  grills  in 
the  winter 
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concern  was  raised  that  the  results 
would  be  far  below  Dunlap's  May  11th 
forecast.  At  that  session,  the  numbers 
coming  in  showed  that  revenues  were 
falling  by  as  much  as  $60  million  in  the 
quarter  In  last  year's  second  quarter. 
Sunbeam's  sales  were  $287.6  million. 

When  Langennan  called  Fannin  on 
Wednesday  moiTiing  at  his  office,  Fannin 
was  ready  to  reveal  what  he  knew.  "I 
was  totally  disillusioned,"  he  said.  "I 
felt  this  was  not  something  I  wanted 
to  be  involved  in  any  further"  Later 
that  night,  while  at  home,  he  told 
Langerman  that  the  numbers  were 
much  worse  than  soft,  and  that  the  com- 
pany was  in  crisis. 

Meanwhile,  Fannin  did  some  inter- 
viewing of  his  own  ft'om  Wednesday  to 
Friday  of  that  week.  He  met  with 
Gluck,  the  controller,  a 
finance  analyst  who  had 
been  a  pre-Dunlap 
holdover,  and  asked 
pointed  questions  about 
the  quality  of  the  1997 
earnings.  "I  didn't  like 
the  answers  I  got,"  re- 
calls Fannin.  "He  said: 
'Look,  as  much  as  possi- 
ble, we  tried  to  do 
things  in  accordance 
with  GAAP,  (generally 
accepted  accounting 
principles),  but  every- 
thing has  been  pushed 


' ' ' '  '  


to  the  Limit.'  There  was  no  smoking  m 
but  taken  as  a  whole,  this  was  nc| 
sustainable  situation."  Gluck  did  noti^ 
spond  to  requests  to  be  intei-viewec? 

Langennan  called  his  fellow  dii'ecBS 
and  asked  them  to  come  to  an  en^ 
gency  meeting  in  Kiistol's  Rockefej^ 
Center  offices  on  Saturday  mornf 
Fannin  agreed  to  come  to  report^ 
what  he  had  found.  "Had  he  not  c(3j 
forward,"  says  Elson,  "it  would  h^ 
been  extraordinarily  difficult  for  w.^ 
act.  He  was  the  quiet  hero.  He  re^ 
put  his  neck  out."  j 

On  SatLU'day  morning,  June  13,  S 
beam's  outside  dh'ectors  solemnly  g, 
ered  around  the  same  rectangular  i 
ference  room  table  where  only  four  c 
earlier  they  had  had  their  odd  mee 
with  Dunlap  and  Kersh.  A  box  of  Kr 
Kreme  doughnuts  sei-ved  as  bi'eakJi 
Four  of  the  dh'ectors  were  there,  al^ 
with  Fannin  and  a  pair  of  lavi^yers  f 
Skadden  Ai-ps,  Slate,  Meagher  &  Fl 
Director  Rutter  was  on  the  teleph 
from  Captiva  Island,  Fla.,  where  he 
on  vacation  with  his  family. 

The  directors  all  agi-eed  Dunlap 
to  go.  With  the  exception  of  Lan| 
man,  the  directors  were  Dunl 
friends.  But  they  also  felt  betra 
by  him,  misled  about  the  company' 
nancial  condition,  its  second-quais 
earnings,  and  its  yearly  numberta 
well,  they  later  said.  "We  lost  our  4 
fidence  in  him  and  the  ability  to  susii 
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gs  was  ciuestionable,"  says  Rutter. 
y  noon,  Skadden  Arps  lawyer 
ne  V.  "Finn"  Fogg  carefully  script- 
,he  words  that  Langerman  would 
to  Dunlap  when  they  placed  the 
erence  call.  "All  the  outside  direc- 
have  considered  the  options  you 
ented  to  us  last  Tuesday  and  have 
ded  that  your  departure  from  the 
pany  is  necessary,"  Langerman 
i  aloud. 

Ison  then  made  the  motion  to  dump 
lap,  but  he  couldn't  bring  himself 
jad  it.  "It  felt  too  cmel,"  he  recalls, 
had  gone  back  a  long  way,  and  I 
couldn't  do  it." 

)  after  Elson  put  forth  the  motion, 
as  quickly  seconded  by  Kristol  and 
y  read  by  Fannin.  The  outside  di- 
3rs  passed  it  unanimously. 
iXPLANATION.  "I  think  I'm  entitled 
n  explanation,"  Dunlap  said  finally, 
rding  to  several  participants  in  the 
ting. 

e  wouldn't  get  one.  Instead, 
german  told  him  to  contact  the 
•d's  lawyer.  Ki'istol  adjourned  the 
ting  shortly  after.  Three  days  later, 
ng  a  telephone  session,  Kersh  was 
as  well. 

tie  day  after  Dunlap  was  axed,  the 
d  met  again  in  Skadden  Ai'ps'  of- 
.  It  named  as  the  new  chief  execu- 
Jerry  W.  Levin,  a  longtime  aide  to 
;lman  and  former  CEO  of  Coleman, 
:h  now  comprises  about  40%  of  Sun- 
n's revenues.  Langerman,  who 
ed  to  serve  as  nonexecutive  chair- 
,  had  called  Perelman  on  Saturday 
Tioon  to  ask  for  help.  Levin  was  on 
way  to  see  a  movie  that  evening 
n  Perelman  asked  if  he  would  be 
'ested  in  taking  over 
ow,  Levin  has  to  sort,  out  the  mess, 
only  is  Sunbeam  expected  to  report 
her  loss  in  the  second  quarter  and 
ibly  for  the  yeai",  but  the  company  is 
under  an  infoimal  probe  by  the  Se- 
ies  &  Exchange  Commission.  It  is 
expected  to  be  in  technical  default 
.  $1.7  billion  bank  loan  by  June  30. 
ady,  Levin  is  expected  to  win  a  re- 
^e  from  the  banks,  but  it  will  take 
s  time  to  turn  Sunbeam  around, 
unlap  still  has  followers  who  pre- 

a  comeback,  though  headhunters 
it's  unlikely  he'll  ever  get  another 
ice  to  run  a  major  company.  In  the 

Al  Dunlap,  the  kid  from  Hoboken, 
,,  the  son  of  a  union  stewai'd,  fell  on 
own  weapon,  the  sword  of  share- 
er  value.  "Dunlap  got  thrown  out 
because  the  board  said  his  way  was 
wrong  way  to  iim  a  company,"  notes 
ir  D.  Cappelli,  chairman  of  the 
irton  School's  management  depart- 
t.  "He  was  fii-ed  because  he  couldn't 
e  his  own  numbers." 

By  John  A.  Byrne  in  New  York 


REGULATORS 


THE  FTC'S 
EAGER  SHERIFF 

William  Baer  keeps  broadening  the  antitrust  "wanted"  list 


A year  ago,  legal  experts  were  ready 
to  dismiss  William  .J.  Baer  as  the 
Don  Quixote  of  the  antitnast  world. 
The  Fedei'al  Ti-ade  Commission's  chief 
tinstbuster  was  pursuing  a  seemingly 
hopeless  case  to  block  Staples  Inc.  and 
Office  Depot  Inc.  from  merging.  His 
aim?  To  prevent  the  creation  of  a 
merged  company  that  would  control  a 
mere  5%  of  the  general  mai'ket  for  office 
supplies — too  little,  it  seemed,  to  give 
the  company  any  power  to  raise  prices. 

Baer  presented  a  surprising  case, 
though.  He  argued  that  superstores 
such  as  Staples  and  Office  Depot  com- 
peted only  among  themselves,  not  with 
the  vast  sea  of  other  stationeiy  shops. 
In  the  discrete  realm  of  megastores, 
Baer  maintained,  the  merged  company 
would  be  dominant.  LT.  S.  District  Judge 
Thomas  Hogan  agi-eed,  issuing  a  pre- 
liminary injunction  to  halt  the  consoli- 
dation. Llltimately,  the  companies  called 
off  then'  marriage. 

Now,  the  director  of  the  FTC's  Bu- 


reau of  Competition  has  embai'ked  on  an 
even  more  ambitious  cinsade  that  has 
antitrust  lawyers  again  predicting  fail- 
ure. On  June  8,  the  ftc  accused  Intel 
Corp.  of  using  its  dominance  in  the  mi- 
croprocessor market  to  kill  rivals.  To 
detractors,  Baer  is  pusliing  a  weak  case 
and  is  merely  vying  for  attention  with 
his  Justice  Dept.  counterpart,  Joel  I. 
Klein,  whose  suit  against  Microsoft 
Corp.  has  grabbed  headlines.  Nonsense, 
Baer  counters:  "We're  only  going  to  get 
points  if  we  do  the  right  thing.  The  no- 
tion that  we  are  doing  sometliing  that  is 
not  sound  is  silly." 

AGGRESSIVE.  In  fact,  the  48-year-old 
regulator's  track  record  is  deadly  serious 
as  far  as  Corporate  America  is  con- 
cerned. Since  becoming  the  commission's 
No.  1  tinstbuster  in  1995,  Baer  and  his 
mentor-,  FTC  Chairman  Robert  Pitofsky, 
have  presided  over  easily  the  most  ag- 
gressive antitmst  activity  in  25  years. 
In  just  the  first  five  months  of  1998, 
Baer  opposed  20  mergers,  compared 
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with  an  average  of  22  a  year 
in  the  early  1990s.  He  has  tak- 
en the  unprecedented  step  of 
requiring  com])anies  to  make 
big  divestitures  up  front  to 
win  approval  for  some  merg- 
ers. And  he  has  fined  compa- 
nies that  don't  tmn  in  key  doc- 
uments early. 


BOLD  ENFORCER 

The  head  of  the  FTC's  Competition  Bureau  has  a  history 
of  pushing  the  edges  of  ajititmst.  His  major  cases: 

INTEL  Baer,  as  main  architect  of  the  recently  filed 
suit,  wants  to  force  Intel  to  share  information  about 
its  patented  chips  with  rivals,  a  move  the  company 


this  theoretical  problem  by 
cumulating  evidence  th 
though  the  retailer  only  cc 
trolled  a  small  portion  of  the 
market,  it  still  had  enough  pc 
er  to  dictate  terms  to  manuf 
turers.  If  Baer  prevails  in 
case,  tmstbusters  for  the  fi 
time  will  be  able  to  bring  prei 


Is  the  FTC  pushing  the  lim-    .^^heves  violates  it_sj_ntellectual_pro_pe^^^^    tory-conduct  suits  against  co 


its  of  traditional  antitrust  the- 
oiy?  Baer  says  his  approach — 
and  that  of  occasional  tennis 
partner  Klein — is  actually 
quite  centrist.  Then-  views  fall 
between  the  big-is-bad  regu- 
latory zeal  of  the  Nixon  years 
and  the  hands-off  ideology  of 
the  Reagan  era.  "Most  busi- 
ness conduct  will  not  iim  afoul 
of  enforcement.  But  we're  here 
to  make  sure  markets  work 
competitively,"  Baer  says. 

Like  most  of  his  predeces- 
soi's  at  the  Bm-eau  of  Competi- 
tion, Baer  has  played  both  sides 
of  the  street.  After  gTaduating 
from  Stanford  University  Law 
School  in  1975,  Baer  spent  live 
yeai-s  as  the  ptc's  lobbyist  with 
Congi'ess.  Lawmal^ei's  had  cut  off  fiuKUng 
for  the  commission  because  it  was  con- 
sidei'ed  too  anti-business.  But  Baer  per- 
suaded CongTess  that  the  agency  should 
be  kept  open  because  it  worked  to  pro- 
mote lower  i^rices  and  consumer  choice. 
NOT  SO  FRIENDLY.  In  1980,  he  left  for 
Washington's  blue-chip  Arnold  & 
Porter.  He  made  his  name  there  as  a 
member  of  the  team  that  successfully 
defended  General  Electric  Co.  against 
Justice  charges  that  it  conspired  with 
South  Africa's  De  Beers  Consolidated 
Mines  Ltd.  to  fix  prices  for  industrial 
diamonds.  The  1994  verdict  was  one  of 
Justice's  most  embarrassing  defeats. 
Jeffrey  B.  Kindler,  ge's  vice-president 
for  litigation  at  the  time,  recalls  how 
Baer  destroyed  a  prosecution  witness. 
"He  comes  across  as  friendly  and 
folksy,  with  his  tie  askew,"  says 
Kindler,  now  general  counsel  at  Mc- 
Donald's Corp.  "Next  thing  you  know, 
he's  eviscerated  you." 

Baer  may  be  known  for  his  laid- 
back  style,  but  it  was  his  sharp-edged 
skill  as  a  litigator  that  prompted  Pitof- 
sky  to  tap  him  for  the  competition  bu- 
reau. The  chairman — who  worked  with 
Bac  i  ,it  the  FTC  in  the  '70s  and  at 
Arnold  &  Porter  in  the  '80s — depends 
on  his  protege  to  set  trial  strategy.  Lit- 
igation "was  the  area  where  the  gov- 
ernment has  fallen  short,"  says  Pitofsky. 
"Bill  has  not  Just  won  cases  for  us  but 
has  developed  a  cadre  of  lawyers 


STAPLES/OFFICE  DEPOT  Even  though  the  merged 
company  would  have  controlled  only  5%  of  office 
supply  sales — ordinarily  not  enough  to  trigger  antitrust 
scrutiny — Baer  feared  it  would  dominate  the  super- 
store category.  In  June,  1995,  he  won  a  court  order 


panies  with  less  than  the  st; 

dard  80%  market  share.  "Tl 

would  ti-uly  have  major  impac 

says  George  Mason  Univers 

School  of  Law  professor  Willi 

ft,^  Hool  E.  Kovaclc.  Last  September, 

stoppmg  the  deal.  i  ■  •  ^    •    i     •  i  i 

—  -  -  -?   adnunistrative  law  judge  uph 

TOYS  'R'  US  In  September,  a  federal  judge  upheld  a 

Baer  complaint  charging  the  company  with  blocking 

toymakers  from  selling  to  discount  warehouses. 

Because  Toys  'R'  Us  has  only  30%  of  the  top  toymakers' 

sales,  not  enough  to  generally  give  a  company 

significant  market  power,  the  ruling  surprised  experts. 


CIBA-GEIGY/SANDOZ  Baer  blocked  the  merger  of 
the  two  Swiss  pharmaceutical  giants  until  they  took 
the  unusual  step  of  licensing  key  patents  for  gene 
therapy  to  another  company. 
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who  know  the  inside  of  a  courtroom." 

Baer  watchers  say  he  is  as  public- 
relations  savvy  as  he  is  legally  skilled, 
taking  special  care  to  simplify  complex 
arguments  for  pubhc  consumption.  But 
Intel  officials  say  he  crossed  the  line  in 
their  case.  Company  execs  are  angry 
about  a  background  paper  that  explains 
the  legal  underpinnings  of  the  FTC's 
case,  which  Baer  sent  to  antitrust 
experts  who  were  asking  him  for  infor- 
mation. Intel  says  Baer  breached  confi- 
dentiality by  including  points  the  com- 


the  FT('  charges,  and  the  c; 
is  on  appeal. 

ANTI-INNOVATION?  Baer  is  a 
trying  to  adapt  antitioist  law 
the  world  of  liigh-technology 
dustries.  In  the  Intel  suit,  B 
claims  the  chipmaker  used 
dominant  power  to  punish  c 
tomers  that  sued  the  compj 
over  patent  inftingements.  Si 
action  sends  a  cliilling  signal 
innovators  who  may  come 
with  patents  that  Intel  wo 
want,  he  says.  An  innovator,  he  argT 
may  stop  developing  a  product  beca 
of  the  prospect  of  having  to  shai-e  it  v<. 
Intel.  The  company  responds  that 
cause  the  companies  it  hiut  were  c 
tomers,  not  competitors,  there's  no  v 
consumers  could  be  hml. 

Another  controversial  Baer  rale 
requirement  that  companies  find  b 
ers  for  divested  holdings  before  gett 
merger  approval.  In  the  past,  merj 
companies  that  agi'eed  to  divest  ui 
could  put  off  a  sale  for  years.  Howe 


Baer  has  gone  out  on  legal  limbs,  arguing  that 
companies  with  relatively  low  market  share  cai 
wield  undue  power  under  certain  conditions 


pany  made  to  him  during  private  talks. 
Baer  says  none  of  Intel's  arguments  in- 
cluded in  the  paper  was  secret.  "It  is 
part  of  my  job  to  explain  the  agency's 
position,"  Baer  says. 

For  all  his  professed  moderation, 
though.  Baer  has  often  gone  out  on  legal 
limbs.  In  a  1996  action  against  Toys  'R' 
Us  Inc.,  the  ftc  argued  that  the  retailer 
improperly  muscled  toymakers  not  to 
sell  popular  items  to  discount  ware- 
houses. But  Toys  only  had  a  30%  mai'ket 
shai'e — not  enough,  under  traditional  an- 
titrast  analysis,  to  give  it  the  power  to 
bully  business  paitners.  Baer  got  around 


companies  giipe  that  this  edict  me 
they  have  to  sell  assets  at  fire-s 
prices.  "It's  not  appropriate  for  a  pu 
agency  to  say.  We'll  shoot  you  in  the 
unless  you  do  what  we  want,' "  s 
Wasliington  antitrust  attorney  Joe  Si 
Companies  that  don't  like  Ba^ 
push-the-envelope  approach  had  be( 
get  used  to  it.  Baer  has  good  com 
tions  with  confidants  of  Al  Gore.  Sh( 
Gore  capture  the  White  House, 
Baer  could  be  testing  the  limits  of  a 
trast  theory  well  into  the  next  cent 
By  Susan  B.  Garh 
in  Waslmi^ 
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CONQUERING  UNCERTAINTY 

by  Theodore  Modis 

Writer/consultant/scientist  Modis  uses 
scientific  theory  to  illuminate  ctironic  business 
problems.  He  seeks  new  solutions  by 
seeing  the  "big  picture" 
in  terms  of  "cycles" 
and  making  decisions 
based  on  the 

business  "season  "      '  Wf^^rgrtai'^O' 

(McGraw-Hill)  '^''^ 


Pub.  Price:  $19,95 
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ASIA  FALLING 

MAKING  SENSE  OF  THE 
ASIAN  CRISIS  AND  ITS  AFTERMATH 

by  Callum  Henderson 

In  the  1980s,  it  seemed  Asia's  financial  star 
would  just  keep  rising.  But  after  the  recent 
crash  heard  around  the 
world,  it  appears  that  the 
star  that  burns  twice  as 
bright  burns  half  as  long. 
Callum  Henderson.  Standdi 
&  Poor's  authority  on  the 
Asian  currency  market,  tells 
investors  how  they  can  still 
turn  a  profit  and  make  on- 
target  financial  forecasts 
in  Asian  markets. 
(McGraw-Hill) 

Pub.  Price:  $24.95 


MASTERING  THE  ART  OF 
CREATIVE  COLLABORATION 

by  Robert  Hargrove 

It's  all  about  teamwork.  When  companies  tap  the 
vaned  talents  of  their  people,  they  open  the  floor 
to  a  wider  range  of  ideas, 
possibilities,  and  profits.  Robert 
Hargrove  is  a  leader  in  the 
field  of  collaboration  in  the 
workplace,  and  Mastering 
the  Art  of  Creative 
Collaboration  will 
transform  the  way 
you  conduct 
business. 
McGraw-Hill) 

$24.95 
OX} 

B&N  Price  $17.46 


THE  MARKET  MAKERS 

HOW  LEADING  COMPANIES 
CREATE  AND  WIN  MARKETS 


by  Daniel  F.  Spu,bc; 

Home  court  is  always  an  advantage.  But  in 
business,  you're  usually  playing  on  someone 
else's  court  or  in  someone  else's  market.  In 
The  Market  Makers.  Daniel  F.  Spulber 
argues  that  the  way  to  succeed  in  business 
is  to  create  your  own  market,  and  he  uses 
the  success  of  Boeing,  Citicorp,  and 
Blockbuster  video,  among  others  to  support 
his  thesis^ 
(McGraw-Hill) 
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TRANSCOMPETITION 

MOVING  BEYOND 
COMPETITION  AND  COLLABORATION 

by  Harvey  Robbins 
and  Michael  Finley 

What  better  benefits  business:  fierce 
competition  or  warm-hearted  teamwork? 
Harvey  Robbins  and  Michael  Finley  say  that 
neither  works  as  well  as  transcompetition. 
which  combines  the  best  battle  plans  with  the 
upbeat  spint  of  collaboration,  resulting  in 
profitable  business 
strategies  that  slim 
the  competition  while 
expanding  the 
market. 
(McGraw-Hill) 

Pub.  Price:  $24.95 
I  Discount  30%  I 
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Finance 


STOCK  MARKET 


A  REPORT  CARD  ON 
INSIDE  WALL  STREET' 

On  average,  the  stocks  highlighted  in  the  column  last  year  have  outperformed  the  mark 


How  good  is  BUSINESS  week's  In- 
side Wall  Street  column?  Do  the 
stocks  it  highlights  outperform 
the  market?  If  so,  by  how  much, 
and  foi'  how  long?  To  answer  these 
questions,  business  week  has  under- 
taken an  analysis  of  the  stocks  men- 
tioned in  the  column  dming  the 
year  1997. 

What  is  the  purpose  of 
Inside  Wall  Street?  To  re- 
port the  latest  information  ' 
and  market  talk — usually  not 
yet    widely    known — that 
could  affect  the  foilunes  of 
companies  and,  therefore,  the 
price  of  their  stocks.  Some- 
times tliis  infomiation  is  about 
early  discussions  of  possible 
mergers  or  takeovers.  Some- 
times it's  about  new  products. 
Sometimes  it's  about  coi-jDorate 
developments,  such  as  restruc- 
turings, spin-offs,  and  asset 
sales.   This   information  can 
come  from  investors,  money 
managers,  analysts,  or  execu- 
tives themselves.  It's  in  this 
sense  that  Inside  Wall  Street  is 
"inside." 

The  column  has  performed 
pretty  well  indeed,  according  to 


Each  issue  of  business  week  is 
available  online  on  Thursday  evening 
and  begins  to  reach  subscribers  and 
newsstands  starting  on  Friday.  So  we 
measured  the  coliunn's  impact  on  stocks 
starting  fi'om  Thui'sday's  closing  ])rices. 
The  advantage 


analyst  recommends  a  stock,  it  ol 
rises  immediately.  If  the  views  of 
widely  followed  market  forecaster 
investor  become  known,  there  is  an 
mediate  impact.  When  Wan-en  Buff 
for  instance,  let  i1 
known  on  Feb 
that  he  had  boi; 
111.2  million  oui 
of  silver  in  1 
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For  1997,  the  column  produced  some 
sparkling  winners-as  well  as  some 
crushing  losers 


S-T'^  Kt  of  ere.  )  Son.  HiV^"  *"*  aril 


an  analysis  of  the  172  stocks  featured  in 
1997.  On  average,  the  picks  have  mea- 
sured up  favorably  against  the  mar- 
ket's main  yardsticks:  the  Standard  & 
Poor's  500-stock  index,  the  Dow  Jones 
industrial  average,  and  the  Russell  3000. 
business  week  compared  Inside  Wall 
Street's  picks  with  those  indexes  over 
one  day,  one  month,  three  months,  and 
six  months. 


is  most  pronounced  in  the  short  tei'm 
(table).  The  one-day  impact,  on  aver- 
age, comes  to  a  gain  of  4.7%.  Of  the 
172  stocks,  139  produced  a  gain  on  Fri- 
day, 101  were  ahead  after  one  month, 
103  after  three  months,  and  104  after 
six  months. 

The  strong  impact  on  Friday  reflects 
to  some  degi'ee  the  "announcement  ef- 
fect." For  example,  when  a  well-known 


the  metal's 
price  shot  up.  The  better  the  recor 
the  forecaster,  the  greater  the 
nouncement  effect. 

For  the  stocks  featured  in  the 
umn,  the  announcement  effect  often 
at  the  opening  on  Friday.  Ti'aders 
their  orders  before  the  opening,  ai 
there  are  lots  of  buy  orders,  the 
cialists  or  mai'ket  makers  will  oper 
stock  at  a  level  above  the  Thuri 
close.  Sometimes,  the  price  goes  hi 
during  the  day,  but  in  general,  ni;i 
the  gains  from  the  announcement  f 
show  up  early  in  the  trading  day. 


er  time,  the  fundamentals  as- 
,hemselves.  If  they're  sound, 
,he  stock  may  continue  to  rise 
ce  well  after  the  recommen- 
1  becomes  public  knowledge, 
times,  the  forecast  is  off  the 
No  one  will  dispute  that  Buf- 
5  an  astute  investor.  But  the 
of  silver,  after  sui-ging  initial- 
1  because  of  oversupply  and 
aning  demand. 

■OVERS.  In  the  case  of  stocks 
side  Wall  Street,  the  data 
that  the  gain  for  the  aver- 
stock  continues — but  at  a 
ily  reduced  rate.  After  one 
1,  the  picks  had  gained  an  av- 
of  5.4%.  That  handily  beat 
.9%  gain  by  the  s&p  500,  the  1.7% 
red  by  the  Russell  3000,  and  the 
5  1.3%.  The  column's  stocks  also 
/ed  decent  returns  vs.  the  indexes 
the  three-month  and  six-month  pe- 
The  column's  picks  posted  a  gain 
B%  in  the  three-month  period, 
oring  the  s&p's  7%,  the  Russell's 
and  the  Bow's  5.2%.  And  over  six 
nonths,  the  column's  stocks  ad- 
vanced 15.1%,  a  bit  be- 
hind the  s&p's  15.4%,  but 
ahead  of  the  Russell's 
14.8%,  and  the  Dow's 
11.6%. 


How  the  Column 
Stacks  Up 

Inside  Wall  Street  featured  1 72  stocks  in  50  issues  in  1 997. 
For  each  issue,  the  returns  for  the  market  benchmarks  were 
calculated  for  each  of  four  time  periods.  Those  returns  were 
then  averaged  over  all  50  issues,  and  the  results  are  below. 
The  average  return  for  the  column  was  figured  the  same  way. 


GAIN  FOR 
1  DAY 

1  MONTH 

3  MONTHS 

6  MONTHS 

S&P  500 

0.1% 

1.9% 

7.0% 

15.4% 

RUSSELL  3000 

.05 

1.7 

6.7 

14.8 

DOW  JONES  IND. 

.03 

1.3 

5.2 

11.6 

INSIDE  WALL  ST. 

4.7 

5.4 

7.8 

15.1 
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But  averages  are 
that.  The  column  has  produced 
!  sparkling  winners  as  well  as 
ling  losers — and  those  can  affect 
iverage.  So  we  also  examined  the 
an  return,  which  softens  the  im- 
of  those  big  movers.  Of  the  col- 


DATA:  BUSINESSWEEK,  STANDARD  i  POOR'S  CORP 

umn's  172  stocks,  the  median  return  for 
the  six-month  period  was  9%,  a  good 
deal  less  than  the  average  return  of 
15.1%.  That  means  half  the  stocks  had 
returns  in  excess  of  9%,  and  half  were 
below.  The  median  returns  for  the  short- 
er periods  vaiied:  3.2%  for  the  &"st  day, 
2.4%  for  the  fii'st  month,  and  6.7%  for 
the  three-month  period. 

But  such  a  gap  between  average  and 
median  returns  is  found  in  the  perfor- 
mance of  most  portfolios.  For  instance,  if 
you  give  equal  weight  to  all  the  stocks  in 
the  s&p  500,  the  year-to-date  return 
would  be  an  average 
of  8.9%,  compared 
with  13.9%  for 
the  capitalization- 
weighted  s&p  500 
(through  June  19). 
And  equal  weights 
were  used  in  mea- 
suring the  perfor- 
mance of  the  In- 
side Wall  Street 
stocks.  But  even 
the  8.9%'  is  influ- 
enced by  some  of 
the  bigger  vdn- 
ners.  Tlie  median 
return  for  the 
equal-weight  s&p 
is  just  6.7%. 

Takeovers 
provided  a  big 
shce  of  the  col- 
:  umn's  spice  in 
1997.  More  of- 
ten than  not, 
however,  stocks 
mentioned  as  takeover  tar- 
gets do  not  get  taken  over.  That  is  to  be 
expected.  Suitors  looking  for  compa- 
nies— or  investm.ent  bankers  tiying  to 
do  deals — talk  to  many  prospective  tar- 
gets before  a  match  can  become  a  real- 
ity. For  example,  Sanford  Weill  talked  to 
Goldman  Sachs  and  several  other  big 
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companies  before  his  Travelers 
Group  zeroed  in  on  Citicorp. 

The  job  of  the  column  is  to  re- 
port the  news  that  company  X  is 
talking  to  company  Y  or  that  in- 
vestment bank  Z  is  trying  to  get 
companies  X  and  Y  together  The 
column  also  reports  which  "take- 
over suspects"  are  being  bought 
by  big  players.  Regardless  of  the 
outcome,  stocks  of  these  targets 
start  to  move  as  they  begin  to 
build  up  takeover  premiums. 

Mellon  Bank,  for  example,  was 


issue  of  June  30,  1997.  Among  the 
suitors  mentioned  was  Bank  of 
New  York.  Mellon  was  then  sell- 
ing at  46.  Six  months  later,  the  stock 
had  risen  to  60,  even  though  no  deal 
had  materialized.  (This  year.  Bank  of 
New  York  made  a  hostile  bid  at  87  a 
share,  which  Mellon  rejected.  The  stock 
traded  on  June  24  at  70%.) 
DARK  HORSE.  Sometimes,  the  successful 
suitor  turns  out  not  to  be  the  one  iden- 
tified in  the  column.  Take  Salomon 
Brothers.  It  was  trading  at  63  when 
highlighted  in  the  column  as  a  target  in 
the  issue  of  Aug.  11,  1997.  The  likely 
suitor  mentioned  was  a  major  New 
York  bank.  On  Sept.  24,  1997,  Salomon 
agreed  to  be  acquired — but  by  Travel- 
ers— for  $9  billion  in  stock,  or  about  78 
per  share  at  the  time.  By  Nov.  26,  1997, 
the  last  day  that  it  traded,  Salomon 
stock  closed  at  83i<. 

Also  featured  as  a  takeover  bet  was 
uSLife:  It  agreed  to  be  acquired  by 
American  General  for  .$2.4  billion  on 
Feb.  13,  1997 — about  a  month  after 
USLife  was  discussed  as  a  target  in  In- 
side Wall  Street  in  the  issue  of  Jan.  20, 
1997.  The  stock  was  trading  then  at 
34%;  it  rose  a  tiny  0.4%  on  the  fii'st  day, 
and  climbed  17.9%.  after  a  month,  30.5% 
in  thi-ee  months,  and  51.6%  by  the  time 
it  stopped  trading  on  June  17,  1997. 

In  some  cases,  companies  highlighted 
in  the  column  as  takeover  tai'gets  failed 
to  end  up  in  a  deal  during  the  six-month 
period.  But  a  number  of  them  did  find 
themselves  being  taken  over  after  that. 
One  of  them  was  Mercantile  Stores,  fea- 
tured in  the  issue  of  July  7,  1997,  when 
the  stock  was  at  56  a  shai-e.  The  column 
reported  that  Federated  Department 
Stores  had  been  rebuffed  earlier  in  its 
informal  bid  at  75  a  share  but  that  it 
might  come  back  with  an  offer  of  80  to 
90  a  shai-e.  Rumors  persisted,  but  noth- 
ing happened — untO  May  18,  1998,  when 
Dillard's  Department  Stores,  another 
chain,  made  a  bid  to  acquii-e  Mercantile 
for  $3.14  billion,  or  80  a  share. 

Some  of  the  column's  biggest  win- 
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ners  weren't  even  in- 
volved in  takeovers. 
For  instance,  Premi- 
sys  Communications 
was  higiilighted  in  the 
issue  of  Apr.  14,  1997. 
Inside  Wall  Street  re- 
ported that  technolo- 
gy guru  Michael  Mui'- 
phy  saw  Premisys, 
then  trading  at  8%  a 
shai'e,  as  a  "screaming 
buy."  In  six  months,  it 
hatl  soai-ed  177.5%.  An 
even  bigger  perfonner 
was  EarthLink  Net- 
work, whose  stock, 
trading  at  ISYs  when 
mentioned  in  the  col- 
umn on  Sept.  8,  1997, 
jumped  38%  in  one 
month,  41.7%  in  three 
months,  and  263%  af- 
ter six  months.  Other 
big  winners  over  the 
longer  term:  Protec- 
tion One,  up  90.8% 
after  six  months; 
Egghead.com,  91.7%-  in 
six  months;  Gencor  In- 
dustries, 187%  after 
six;  and  Lernout  & 
Hauspie  Speech  Prod- 
ucts, up  212.7%. 
DELISTED.  Inside  Wall 
Street  also  featured 
some  stocks  that 
turned  out  to  be  big 
losers:  The  column  of 
Jan.  13,  1997,  reported 
that  Jeffi'ey  Logsdon 
of  Cruttenden  Roth, 
an  investment  fiiTO  in 
Ii-vine,  Calif.,  was  pre- 
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Zone,  then  selling  at 
3,  would  become  one 
of  the  largest  music 
Web  sites  on  the  In- 
ternet. That  didn't 
happen.  Instead,  the 
company  remained  in  the  red  and  got 
delisted  from  the  nasdaq.  The  stock 
had  gained  16.7%  in  one  day,  dropped 
12.5%  in  a  month,  had  fallen  58.3%  in 
three  months,  and  at  the  end  of  six 
months  was  down  a  staggering  88.3%. 

Other  big  losers:  CardioThoracic  Sys- 
tems, which  fell  1.2%  after  one  day, 
gained  7.5%^  in  a  month,  lost  17.9%  after 
thi'ee  months,  and  fell  42.2%  after  six; 
Pacific  Chemical  Group,  which  gained 
2.4%  in  one  day  but  lost  26.7%  in  tkree 
months  and  dropped  44.8%  in  six 
months;  and  American  Pad  &  Paper, 
which  gained  3.8%  after  the  first  day 


CARTER-WALLACE 

28.3% 

ADVEST  GROUP  ■ 

28.3 

DPTA  FOOD  INGREDIENTS 

21. U 

FOR  ONE  MONTH 

LERNOUT  &  HAUSPIE 

77.3 

JACKSON  HEWITT 

56.0 

rAmlLY  bULr 

04.  D 

FOR  THREE  MONTHS 

BIOMATRIX 

122.1 

ADVANCED  HEALTH 

71.6 

PREMISYS  COMM. 

70.4 

FOR  SIX  MONTHS 

EARTHLINK  NETWORK 

263.0 

LERNOUT  &  HAUSPIE 

212.7 

BEST  BUY* 

191,7 

...And  The  Worst 

FOR  ONE  DAY 

EXIDE 

-7.1% 

SANMINA 

-5.9 

DANIELSON  HOLDING 

-5.1 

FOR  ONE  MONTH 

PACIFIC  CHEMICAL  GROUP 

-26.7 

BROOKSTONE 

-20.7 

LARSON-DAVIS 

-20.4 

FOR  THREE  MONTHS 

BEST  BUY** 

-91.6 

COOPER  CAMERON 

-63.2 

GRAPHIX  ZONE 

-58.3 

FOR  SIX  MONTHS 

BEST  BUY** 

-100.5 

GRAPHIX  ZONE 

-88.3 

QUINTEL  ENTERTAINMENT 

-73.3 

but  fell  5.2%  in 
month,  35.1%  in  tl 
months,  and  47.49 
six  months.  All  t 
about   40%  of 
stocks  featui'ed  in 
column  had  nega' 
returns  from  the 
month  on. 

Inside  Wall  Stil 
has  sometimes  charl 
its  position  on  a  sll 
if  it  felt  its  soui'ce  f 
been  wrong  on 
fundamentals. 
Buy,  a  specialty  r 
er  of  consumer 
tronics,  was  featij 
in  the  column  firs 
a  short  in  June 
later  in  October 
buy.  The  column 
ported  in  the  Jur 
1997,  issue  that 
Olstein,  chairmai 
the  Olstein  Finai 
Alert  Fund, 
shorting  the  stock, 
though  other  bu 
stock  picks  of  01st 
worked  out  well 
short-sale  recomi 
dation  on  Best 
was  a  disaster.  Ind 
of  the  column's 
picks    for  short 
only  one  was  b 
the  base  price  s 
six    months  (ti 
page  76).  Best 
for  example, 
winging  up:  Tradir 
6Xi;  a  share  (adju 
for  a  split)  on  Juik 


'Reported  as  a  "buy,"  issue  date  Oct.  20, 1997 
**Reported  as  a  short  sale,  issue  date  June  23, 1997 

DATA  BLOOMBERG  FINANCIAL  MARKETS,  BUSINESSWEEK 


3  but  by  Oct.  10, 
stock  had  run  up 
than  100.5%.  It 
then  that  Wil 
Harnisch,  preside] 
Forstmann-Leff  A 
ciates,  made  a  convincing  ai'gument 
despite  the  huge  i-unup,  the  stock  w 
buy.  Six  months  later,  the  stock 
rocketed  191.7%. 

BUSINESS  WEEK  intends  to  eval 
the  column's  performance  on  a  rej 
basis.  Stay  tuned. 

By  Gene  G.  Marcial,  with  statis 
assistance  from.  Jejfrey  M.  Laden 
Fred  Katzenberg,  Michael  J.  Mai 
and  B.  Kite 


Gene  Marclal's  Inside  Wall  Street  colur 
not  running  in  this  issue,  but  his  co 
will  be  back  next  week. 


The  Inside  Wall  Street  Scorecard 


1  elow  are  the  172  stocks  featured  in  Inside  Wall  Street 
r  during  1997.  For  each  stock,  we've  recorded  the  last 
W  closing  price  before  the  column  became  public.  In  almost 
ases,  this  is  a  Thursday  price.  Then,  using  that  closing 

2  as  a  base,  we  computed  one-day,  one-month,  three- 
th,  and  six-month  percentage  returns.  When  any  of  those 


periods  fell  on  a  weekend,  the  prior  Friday's  closing  price  was 
used.  When  there  was  no  Thursday  trading,  we  used  Wednes- 
day's closing  price.  When  there  was  no  trading  in  a  specific 
stock  on  a  measurement  date,  we  used  the  next  trading 
day's  price.  All  prices  have  been  adjusted  for  stock  splits.  The 
Thui'sday  close  is  11  days  before  the  issue  date. 


THURS. 
CLOSE 


1  DAY 


PERCENT CHANGE- 
1  MO     3  MOS 


6M0S 


ISSUE 
OATE 


STOCK 


THURS. 
CLOSE 


1  DAY 


-PERCENT  CHANGE  

1M0     3  MOS    6  MOS 


ISSUE 
DATE 


;R  INDUSTRIES 

13'A 

1.8 

4.5 

-3.6 

22.7 

01/13 

CAREMATRIX 

16% 

3.1 

21.7 

59.3 

58.9 

04/14 

HIX  ZONE 

3 

16.7 

-12.5 

-58.3 

-88.3 

01/13 

FLUOR 

52 

-3.8 

-3.6 

6.0 

1.1 

04/21 

KSTONE 

10/4 

0.0 

-20.7 

-12.2 

-17.1 

01/13 

SOTHEBY'S  INTERNATIONAL 

15% 

-0.8 

-1.6 

8.0 

31.2 

04/21 

YSTEMS 

ir/e 

9.0 

21.5 

23.6 

33.6 

01/13 

DANIELSON  HOLDING 

7% 

-5.1 

-8.5 

20.3 

20.3 

04/21 

SCO 

5.9 

8.8 

38.2 

63.2 

01/20 

LEHMAN  BROS. 

32% 

3.4 

16.8 

38.9 

61.3 

04/28 

E 

0.4 

17.9 

30.5 

51.6' 

01/20 

DONALDSON  LUFKIN 

19% 

5.1 

14.0 

62.7 

79.6 

04/28 

lOTHORACIC  SYSTEMS 

21% 

-1.2 

7.5 

-17.9 

-42.2 

01/20 

NAMIBIAN  MINERALS 

4%6 

4.1 

1.4 

-8.2 

-9.6 

04/28 

iWEBBER 

18'/ 

13.1 

29.7 

12.6 

32.9 

01/27 

TRANSACTIONS  SYS. 

29% 

-0.4 

26.0 

29.4 

46.4 

04/28 

'HERE 

221/4 

-4.5 

-1.7 

-30.9 

-32.6 

01/27 

FAMILY  GOLF 

12"/64 

3.2 

54.5 

28.9 

55.2 

05/05 

IFEM 

14'/2 

6.9 

28.4 

5.2 

-9.9 

01/27 

AQUAGENIX 

6' Me 

4.6 

3.7 

-3.7 

11.9 

05/05 

ICED  HEALTH 

11 

10.2 

27.3 

71.6 

63.6 

02/03 

PRIME  SERVICE 

21 

2.4 

14.9 

52.41 

52.4' 

05/05 

3N-DAVIS 

13'/?. 

0.0 

-20.4 

-25.0 

-38.9 

02/03 

TRANSATLANTIC  HOLDINGS 

55"/64 

2.4 

7.5 

31.8 

24.6 

05/12 

JONES 

38/2 

2.9 

4.5 

5.2 

11.5 

02/10 

HEILIG-MEYERS 

145^ 

2.6 

12.8 

15.8 

-8.5 

05/12 

INGER  INTERNATIONAL 

11% 

1.1 

-11.0 

-12.1 

4.9 

02/10 

HIRSCH  INTERNATIONAL 

17/ 

7.1 

30.0 

25.7 

7.9 

05/12 

AH'S  ENTERTAINMENT 

18% 

10.3 

-2.1 

2.1 

21.4 

02/17 

RATIONAL  SOFTWARE 

15% 

4.0 

19.6 

2.0 

-33.6 

05/19 

4CE  SEMICONDUCTORS 

IV2 

6.7 

10.8 

0.8 

100.0 

02/17 

PURE  ATRIA 

11 

10.2 

42.0 

59.1' 

59.1' 

05/19 

STE 

lb% 

8.3 

-5.3 

-15.0 

-5.3 

02/17 

CHARMING  SHOPPES 

5'M6 

1.1 

-6.5 

-3.2 

-17.7 

05/19 

HOLDING 

31 

3.2 

10.1 

-31.0 

-18.1 

02/24 

VITECH  AMERICA 

11'/ 

14.1 

30.4 

34.8 

67.4 

05/19 

<OME 

26% 

2.4 

0.9 

-0.9 

25.1 

02/24 

PENINSULAR  &  ORIENTAL 

21'/ 

0.6 

-2.3 

-5.2 

10.5 

05/26 

JOY 

15'/ 

0.8 

-3.3 

-9.8 

-20.5 

02/24 

EGGHEAD.COM" 

4'/ 

12.5 

2.8 

38.9 

91.7 

05/26 

5% 

4.3 

0.0 

-4.3 

-7.4' 

03/03 

CARTER-WALLACE 

14'/ 

28.3 

12.4 

15.0 

13.7 

05/26 

m  INTERNATIONAL 

3¥,e 

11.8 

2.0 

-9.8 

-13.7 

03/03 

TECH-SYM 

29% 

6.8 

12.2 

11.0 

-1.7 

06/02 

12'/8 

2.1 

10.3 

17.5 

8.2 

03/03 

STRIDE  RITE 

13% 

6.4 

-1.8 

-11.8 

-15.0 

06/02 

ALDEN  FINANCIAL 

18/^ 

3.4 

-6.1 

13.5 

48.0 

03/10 

CRYSTAL  SYST.  SOLUTIONS 

21% 

7.5 

12.7 

26.0 

0.6 

06/02 

TECHNOLOGY 

21-/2 

-1.7 

-14.0 

-14.0 

-25.6 

03/10 

IN  FOCUS  SYSTEMS 

12% 

5.1 

-2.0 

-3.0 

32.8 

06/09 

lAX 

37'/2 

4.7 

-1.7 

2.0 

14.2 

03/10 

MONACO  COACH 

14'/ 

3.4 

6.9 

13.8 

18.4 

06/09 

m 

20% 

8.4 

1.2 

10.8 

17.1 

03/17 

SIMUU 

17 

5.1 

13.2 

36.8 

-6.6 

06/09 

SPHERX 

2% 

20.6 

35.3 

30.9 

52.9 

03/17 

TARRANT  APPAREL 

7/ 

0.9 

6.0 

6.9 

3.4 

06/09 

CONSTRUCTION" 

11% 

3.2 

1.1 

-5.4 

-19.4-' 

03/17 

OPTA  FOOD  INGREDIENTS 

6%, 

21.0 

15.2 

-14.3 

-21.0 

06/09 

lEN  WEST  FINANCIAL 

68% 

0.5 

-13.1 

4.0 

24.9 

03/24 

USA  DETERGENTS 

12% 

5.1 

-19.2 

-5.1 

-14.6 

06/09 

:iON 

414 

11.8 

11.8 

26.5 

19. P 

03/24 

HARKEN  ENERGY 

5 

18.8 

30.0 

23.8 

8.8 

06/16 

28/4 

0.4 

-11.2 

7.8 

-1.7 

03/24 

DASSAULT  SYSTEMES 

31'/ 

3.7 

11.0 

-4.3 

-2.7 

05/16 

MEDICAL 

16X4 

3.7 

-14.2 

-1.5 

11.6 

03/31 

U.S.  ENERGY  SYSTEMS 

3'/ 

19.4 

24.2 

-21.0 

-16.1 

06/16 

'ECTtON  ONE 

9'/ 

13.2 

1.3 

40.8 

90.8 

03/31 

ADVEST  GROUP 

18/8 

28.3 

22.1 

30.3 

21.4 

06/23 

FECHNOLOGY  GENERAL 

13% 

6.4 

-6.4 

-2.7 

8.6 

03/31 

COACHMAN  INDUSTRIES 

171^ 

3.6 

11.7 

13.9 

29.9 

06/23 

POT  ENTERPRISES 

9% 

1.3 

-2.5 

13.9 

13.9 

04/07 

FLEETWOOD  ENTERP 

29'/ 

3.8 

2.3 

13.6 

36.8 

06/23 

;TC0.  OF  N.J. 

16% 

1.5 

4.5 

13.4 

14.9 

04/07 

THOR  INDUSTRIES 

16 

4.2 

7.8 

23.4 

37.2 

06/23 

L8 

13 

1.9 

-13.5 

27.9 

79.8 

04/07 

NATIONAL  PATENT  DEVELOP 

7'/6 

9.1 

15.7 

65.3 

63.7 

06/23 

4ISYS  COMM. 

8/8 

15.5 

2.8 

70.4 

177.5 

04/14 

MELLON  BANK 

46'/ 

0.0 

3.2 

19.2 

29.7 

06/30 

lONE 

8/4 

12.9 

14.3 

-5.7 

-10.0 

04/14 

BIOMATRIX 

17 

12.5 

27.9 

122.1 

55.9 

06/30 

continued  on  page  74 
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THURS. 
CLOSE 

PERCENT  CHANGE 
1  MO  3M0S 

ISSUE 
DATE 

THURS. 
CLOSE 

PERCENT  CHANGE- 

STOCK 

1  DAY 

BMOS 

STOCK 

1  DAY 

1  MO  3M0S 

8M0S 

MORTON'S  REST.  GROUP 

2.1 

19.3 

33.5 

15.7 

05/30 

BEST  BUY 

12/6 

1.8 

15.5 

53.8 

191.7 

MERCANTILE  STORES 

56y. 

12.7 

17.0 

11.2 

2.5 

07/07 

FIRSTPLUS  FINANCIAL 

57/ 

3.5 

-12.3 

-49.7 

-16.0 

QUINTEL  ENTERTAINMENT 

15 

9.2 

-7.5 

-20.5 

-73.3 

07/07 

HOMEBASE 

9% 

5.4 

-9.5 

-19.9 

-15.0 

MAXXIM  MEDICAL 

15% 

11.4 

23.6 

68.3 

32.9 

07/07 

BINDLEY  WESTERN 

2P/m 

2.2 

4.0 

-1.8 

29.2 

ENVOY 

32/4 

-0.8 

-7.8 

-14.7 

-10.1 

07/14 

APRIA  HEALTHCARE 

16%6 

-0.4 

-7.9 

-33.1 

-47.9 

GRYPHON  HOLDINGS 

15% 

4.8 

9.5 

4.8 

5.5 

07/14 

SJNB  FINANCIAL 

34/2 

5.1 

10.1 

6.5 

10.1 

REGENCY  HEALTH 

14% 

-0.4 

45.3 

50,4' 

50.41 

07/14 

MGM  GRAND 

41/ 

8.0 

-0.3 

-14.5 

-17.8 

LinON  INDUSTRIES 

50% 

4.4 

-2.1 

9.9 

10.1 

07/21 

TECHNICAL  CHEMICAL 

15'/6 

11.5 

-9.0 

-19.5 

-37.8 

HEADWAY  CORP  RES. 

4%6 

0.0 

8.7 

34,1 

14.5 

07/21 

6ENC0R  INDUSTRIES 

6/ 

9.5 

35.0 

60.0 

187.0 

DIAMETRICS  MEDICAL 

3.5 

-10.4 

2.1 

-20.0 

07/21 

TEXAS  INSTRUMENTS 

51%. 

3.7 

-3.5 

6.2 

24.7 

SUNGARD  DATA 

25%: 

-1.5 

-5.5 

-4.9 

12.3 

07/28 

UNION  TEXAS  PETROLEUM 

22/ 

1.1 

-3.1 

-15.8 

-10.3 

VAIL  RESORTS 

24'/. 

1.5 

-2.5 

9.6 

6.5 

07/28 

JACKSON  HEWin 

43 

5.2 

56.0 

57.6' 

57.5' 

EPL TECHNOLOGIES 

13/ 

-2.8 

-7.4 

9.3 

-18.5 

07/28 

ZALE  CORP 

26% 

-2.1 

-13.1 

-5.8 

10.3 

CONSOLIDATED  STORES 

39% 

2.2 

-5.3 

-2.1 

2.2 

08/04 

AMSOUTH  BANCORP. 

34-'/64 

-1.7 

9.5 

6.8 

18.2 

LEGGEn  &  Pun 

44 '/6 

-0.3 

0.8 

-2.8 

2.1 

08/04 

COVER-ALL  TECHNOLOGIES 

3'%6 

14.8 

0.0 

-8.2 

-24.5 

UCAR  INTERNATIONAL 

43/4 

1.3 

6.6 

-6.4 

-18.0 

08/04 

AMERICAN  PAD  &  PAPER 

13%6 

3.8 

-5.2 

-35.1 

-47.4 

ZIONS  BANCORP 

35/ 

0.0 

0.0 

10.6 

21.5 

08/04 

AMC  ENTERTAINMENT 

21/ 

2.9 

-5.8 

25.6 

-7.3 

CIRCUS  CIRCUS 

24 

0.8 

1.6 

-1.3 

1.6 

08/04 

BIG  FLOWER  HOLDINGS 

23/4 

-1.1 

-5.4 

15.9 

41.9 

GUCCI 

62'%6 

1.9 

-2.5 

-37.3 

-35.9 

08/04 

CITRIX  SYSTEMS 

47"/64 

1.8 

-1.5 

-4.3 

21.1 

SALOMON  BROTHERS 

54 

2.1 

-6.4 

21.3 

30.3= 

08/11 

CHICAGO  MINIATURE  LAMP 

19'/64 

6.9 

1.9 

39.9 

82.3 

INT'L  COMFORT  PRODUCTS 

7'/„ 

10.4 

2.4 

-4.0 

-2.4 

08/11 

SWISHER  INTERNATIONAL 

17% 

3.5 

-5.4 

-17.3 

-46.4 

MALLON  RESOURCES 

7/8 

14.3 

11.1 

33.3 

0.0 

08/11 

VIACOM  INTERNATIONAL 

33' /> 

0.2 

10.0 

30.4 

71.1 

OPTEK TECHNOLOGY 

15/ 

5.0 

19.8 

19.8 

47,1 

08/11 

GALOOB  TOYS 

11/ 

8.2 

-12.5 

-26.5 

-8.2 

MYLAN  LABORATORIES 

15/8 

5.7 

25.9 

29.5 

6,7 

08/11 

ALPINE  GROUP 

18% 

3.5 

-8.9 

7.3 

0.7 

STMICROELECTRONICS" 

90/0 

0.8 

0.1 

-23.0 

-19,7 

08/25 

VENATOR  GROUP" 

21%6 

2.1 

-3.2 

13.0 

-5.3 

STERLING  VISION 

5'%6 

18.5 

-1.8 

-8.1 

-27,0 

08/25 

TRANSMEDIA  NETWORK 

5/ 

12.5 

2.3 

4.5 

13.6 

AMER.  CLASSIC  VOYAGES 

12/4 

3.1 

5.1 

30.5 

84,7 

08/25 

SUN  INTiRNATIONAL  HOTELS 

40%6 

-0.8 

-6.7 

8.2 

13.8 

ARCHER  DANIELS  MIDLAND 

20 '%o 

4.5 

13.7 

4.5 

7,5 

09/01 

SNYDER  COMMUNICATIONS 

37 

0.7 

-2.5 

13.7 

2.9 

ADVANCED  HEALTH 

19/ 

3.1 

18.9 

-31.8 

-19,8 

09/01 

BIG  ENTERTAINMENT 

5% 

2.9 

-3.9 

-22.5 

-23.5 

PACIFIC  CHEMICAL  GROUP 

14/ 

2.4 

-25.7 

-31.0 

-44,8 

09/01 

SANMINA 

30'%.- 

-5.9 

-12.6 

25.3 

19.1 

READER'S  DIGEST 

29/4 

1.1 

-1.1 

-18.2 

-9,2 

09/08 

NIAGARA 

10 

2.5 

-12.5 

-11.9 

-3.1 

RAYONIER 

47% 

2,5 

1.0 

2.6 

-11,0 

09/08 

AMERICAN  SOFTWARE 

8% 

1.4 

7.2 

-16.7 

-10.1 

EARTHLINK  NETWORK 

13/ 

7.4 

38.0 

41.7 

253,0 

09/08 

BANKAMERICA 

74'%6 

-1.9 

-8.8 

12.2 

14.0 

STEWART  &  STEVENSON 

25/8 

2.2 

-5.0 

-8.5 

-1.2 

09/15 

BELLSOUTH 

57%6 

-1.2 

1.9 

7.5 

17.2 

TCI  SATELLITE  ENTER. 

8 

9.4 

3.1 

-10.9 

-15.4 

09/15 

FANNIE  MAE 

56% 

-0.6 

8.4 

15.5 

11.2 

LERNOUT  &  HAUSPIE 

13% 

14.3 

77.3 

54.5 

212.7 

09/15 

CISCO  SYSTEMS 

53%.6 

-0.2 

8.1 

18.7 

53.3 

REUANCE  GROUP  HOLDINGS 

12%6 

3.0 

14.9 

5.5 

38.3 

09/22 

P-COM 

14/a 

-1.7 

14.1 

25.1 

-28.6 

MARKETING  SERVICES  GRP 

-1.9 

4.5 

-7.0 

-20.4 

09/22 

SYMS 

I2/16 

0.0 

3.5 

15.1 

16.1 

TRANSACT  TECHNOLOGIES 

17'/f. 

1.1 

10.2 

-35.0 

-45.2 

09/22 

SUMMIT  BANCORP 

50/ 

-0.1 

-3.8 

1.1 

-7.4 

ZOLTEK 

53/ 

7.5 

5.8 

-48.3 

-31.1 

09/29 

iCN  PHARMACEUTICALS 

32% 

1.0 

-8.0 

35.5 

37.2 

ALASKA  AIR6R0UP 

30/ 

4.9 

4.5 

19.7 

87.3 

09/29 

SHORT  PICKS 

ZONAGEN 

32/» 

3.3 

19.8 

-35.8 

-23.7 

09/29 

EXIDE 

21 

-7.1 

6.5 

23.2 

-2.4 

REYNOLDS  METALS 

70 

-0.5 

-5.5 

-17.0 

-6.5 

10/05 

ENAMELON 

22/ 

15.6 

26.7 

15.5 

23.9 

in  INDUSTRIES 

32/ 

1.0 

1.0 

-8.2 

19.5 

10/05 

BEST  BUY 

5%» 

5.0 

-11.9 

-91.6  - 

100.5^ 

TEVA  PHARMACEUTICAL 

55/ 

0.5 

-10.3 

-20.1 

-25.8 

10/06 

COOPER  CAMERON 

42 /» 

0.7 

-13.5 

-63.2 

-41.2 

BARNES  &  NOBLE 

29/4 

2.5 

-14.1 

12.4 

30.5 

10/13 

AVERAGE  %  CHANGE 

4.7 

5.4 

7.8 

15.1 

JOHN  WILEY  &  SONS 

38/ 

3.4 

14.0 

38.0 

42.9 

10/13 

DATA 

BLOOMBERG  FINANCIAL  MARKETS.  BW 

JW  CHARLES 

10% 

16.3 

22.1 

7.0 

9.3 

10/13 

n=name  change,  takeover;  based  on  price  on  last  trading  day.   Last  trading  day 
was  Aug.  29.  1997.  ^Oct  10  price,  stocl^  switctied  from  short  to  long 
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IFFEnS  $22  BILLION 

;dge 

ng  General  Re  gives  him  elbow  room  if  stocks  fall 


in  for  Warren  E.  Buffett,  success 
.n  have  a  downside.  America's 
'st-known  stocli  market  investor 
led  up  big  profits  vdth  big  bets  on 
.S.  companies.  But  that  begs  a 
:on.  Suppose  Buffett  wanted  to 
n  up  on  his  more  stratospheric 
holdings,  say,  to  p*"otect  against  a 
!ould  he  make  a  major  move 
it  unnerving  the  legions  of  in- 
•s  who  follow  his  every  trans- 
If  his  agreement  to  buy  Gen- 
Re  Corp.  is  any  indication, 
,t  is  up  to  the  challenge. 
June  19,  Berkshire  Hathaway 
Buffett's  investment  vehicle, 
need  its  biggest  deal  ever,  buy- 
eneral  Re,  America's  largest 
irer,  for  about  $22  billion  in 
In  a  bull  market,  it  signals  a 
•kable  redeployment  of  re- 
In  essence,  Buffett,  in  buy- 
en  Re,  is  reducing  his  expo- 
0  stocks.  And  he's  getting  Gen 
24.6  billion  conservatively  man- 
investment  portfolio,  which 
come  in  handy  in  a  dovmdi-aft. 
ly,  Buffett  is  increasing  his  de- 
'e  posture  without  selling 
3  in  the  public  market. 
>  TONIC.  The  key  is  that  Berk- 
somewhat  atypically,  is  pay- 
ith  stock — issuing  a  stake  of 
18%  to  Gen  Re  shai-eholders. 
as  Buffett  has  noted,  buying 
shares  isn't  quite  bujing — it's 
ig  something  you  own  for 
hing  else.  For  Gen  Re,  Buf- 
aid  at  a  press  conference  that 
giving  up  "an  appreciable  part" 
erything  he  and  other  Berk- 
shareholders  own,  including 
s  of  such  market  highfliei's  as 
Cola  Co. 


risk.  But  it  also  would  give  Buffett 
greater  ability  to  load  up  on  equities. 
"The  biggest  advantage  [of  the  deal]  is 
probably  the  chance  to  maximize  [Gen 
Re's]  investment  portfolio,"  he  told  busi- 
ness WEEK.  "It  may  have  no  value  to- 
moiTow  or  the  next  month,  but  at  some 
point,  we  think  it  will." 


PITCHING 
IN  OMAHA: 
BUFFETT  IS 
A  FAN  jSF 
"FLOA"r 


HOW  GEN  RE  BOLSTERS  BUFFEH 

>  Gives  him  a  new  $24.6  billion  investment 
portfolio 

P  Lets  him  deploy  his  new  portfolio  in 


To  be  sui'e,  industry  analysts  say  this 
is  a  curious  time  for  anyone  to  get  more 
involved  in  reinsurance,  the  business  of 
insuring  insurers  against  the  risks  they 
take.  Already,  there's  too  much  capital 
at  work  in  the  industry,  and  competition 
is  lowering  premiums. 

But  Ber"kshir"e  and  Gener^al  Re  see 
an  advantage  in  size.  Ronald  E.  Fer'gu- 
son.  General  Re's  chief  executive  and 
chairman,  said  at  a  news  conference 
that  his  customers  want  bigger  policies 
protecting  against  more  exotic  risks  or  a 
combination  of  risks.  And  that  takes  fi- 
nancial heft.  Last  year;  General  Re  laid 
off  $1  billion  in  business  to  other's,  in- 
cluding Berkshire,  for  a  lack  of  re- 
sources, Buffett  said.  As  pari  of  a  com- 
bined company  with  a  $56  billion  net 
worth — America's  biggest — that's  less 
likely.  "They  don't  have  constraints 
now,"  Buffett  said. 
TWO-WAY  STREET.  The  very  natui'e 
of  insui'ance  also  appeals  to  Buffett, 
who  ah'eady  owns  GEICO  Corp., 
among  other  insur'ers.  Buffett  is  a 
connoisseur  of  the  float,  the  lar-ge 
sums  of  cash  that  insiu-ance  compa- 
nies generate.  "Float  arises  because 
pr'emiums  ar-e  received  befor-e  losses 
ar-e  paid,  an  inter-val  that  sometimes 
extends  over  many  years,"  Buffett 
explained  in  his  latest  annual  letter 
to  shar-eholders.  "Dming  that  time, 
the  insur'er  invests  the  money." 

Of  course,  float  can  disappear-.  A 
flood  of  claims  can  lead  to  an  exodus 
of  money.  But  as  long  as  an  insur'er 
is  good  at  sizing  up  risk — and  Gen 
Re's  under-wiiting  results  beat  the 
industry  averages — it  can  pr'oduce  a 
str-eam  of  low-cost  or  even  no-cost 
funds.  In  fact.  Jay  Cohen,  a  Mer-rill 
Lynch  &  Co.  analyst,  says  Gen  Re's 
emphasis  on  liability  insurance 
means  it  can  hold  on  to  premium 
payments  for  a  particularly  long 
time — since  liability  claims  can  be 
tied  up  in  comt  for  years.  Gener-al 
Re  doesn't  release  its  float  figwes, 
but  the  new  owner  is  impressed. 
General  Re  "brings  a  lot  of  float  to 
the  party,"  Buffett  says. 

The  multibillion-dollar  question, 
however,  is  now  that  Buffett  is  all 
dressed  up  with  new  financial  re- 


lat  Buffett,  a  liquidity  buff,    ["_°''_6^P[°j'^3ble  ways   sources,  where  is  he  going  to  go? 


most  relish  about  the  deal  is, 
all  the  liquidity  it  brings.  Buf- 


>  Greatly  increases  his  "float"  from 
insurance  premiums 


Repeatedly,  he  has  signaled  his  con- 
cern that  stocks  have  grown  too 


ets  both  the  low-cost  cash  gen-   7   pricey.  Should  the  mar-ket  crack  and 


i  by  a  good  under-wiiter  and  a 
at  managing  Gener-al  Re's  in- 
lents.  Most  of  that  portfolio  is 
d  in  municipal  bonds  and  other 
income  instruments.  For  now, 
a  hedge  against  stock  mar-ket 


^  Reduces  his  exposure  to  big  holdings 
such  as  Coca-Cola 

►  Marries  his  capital  base  to  General  Re's 
expertise  and  global  distribution 

DATA:  BUSINESS  WEEK 


oppor-tunities  for  scooping  up  under- 
valued stock  develop,  his  latest  deal 
shows  that  War-ren  Buffett  will  be 
ready. 

By  Gary  Silvernum  in  New  Yark, 
with  A^idrew  Osterland  in  Chicago 
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Finance 


REAL  ESTATE 


NOMURA'S  ROCKET  HAS 
A  NEW  LAUNCHING  PAD 

Ethan  Penner  vows  his  new  lender  will  rival  giant  GE  Capital 


Ethan  Penner,  the  commercial  real 
estate  kingpin,  is  finally  getting  an 
amicable  divorce  from  his  employer, 
Nomura  Securities  Co.  After  establish- 
ing Nomura  as  one  of  the  largest 
lenders  in  the  industry,  Penner  now 
wants  to  amass  an  even  larger 
empire  on  his  own. 

Penner  has  made  a  name  for 
himself  by  helping  to  create 
the  commercial  mortgage- 
backed  securities  market,  which 
is  expected  to  reach  $75  billion 
this  year.  In  1993,  Penner 
teamed  up  with  Nomura  to 
lend  to  the  commercial  real  es- 
tate industry  at  a  time  when 
banks  and  insurers  were  on  the 
sidelines.  He  also  was  the  first 
to  pool  developers'  loans  into 
large  bond  offerings.  Nomura 
wants  Penner's  business  to 
keep  growing,  but  didn't  want 
to  increase  its  capital  exposui'e 
to  the  business. 

On  Jime  29,  subject  to  board 
approval,  Nomura  is  expected 
to  set  up  The  Capital  Co.  of 
America  LLC,  which  will  be 
capitalized  at  $500  million. 
Some  $3  billion  in  assets  from 
Nomura  Asset  Capital  Corp., 
Penner's  operation  at  Nomura, 
will  be  transferred  to  the  new  company. 
Initially,  Capital  America  will  be  100% 
owned  by  Nomura.  But  within  six 
months.  Capital  America  Chief  Execu- 
tive Penner,  Chairman  Michael  A. 
Bennan,  and  the  company's  employees 
are  expected  to  be  awarded  about  15% 
of  the  fiiTo  in  Ueu  of  their  bonuses.  Pen- 
ner is  also  raising  private  equity  to 
bring  in  other  investors.  Ultimately,  No- 
mura's stake  could  drop  to  about  25%. 
HANGING  LOOSE.  With  greater  autono- 
my, Penner  plans  to  open  offices  world- 
wide to  expand  into  global  commercial 
real  estate  lending  and  commercial 
mortgage-backed  securities.  He  also  sees 
big  opportunities  in  developing  coun- 
tries for  asset-backed  securities  based 
on  credit-card  debt,  auto  loans,  and 
home  mortgages.  In  fact,  Penner  has 
set  his  sights  on  becoming  a  diversified 


finance  company  as  large  as  ge  Capital, 
the  diversified  financial  arm  of  General 
Electric  Co.  "Every  Coke  needs  a  Pep- 
si. Maybe  we'll  be  their  Pepsi,  or  they^ll 
be  our  Pepsi,"  he  says.  "There's  no  rea- 
son we  can't  grow  five-  or  tenfold." 


CAPITAL  AMERICA 
MAKES  ITS  DEBUT 

Commercial 
estate  lending  and 
ritization 

CAPITAL  $500  million 


This  kind  of  outra- 
geously overoptimistic     EMPLOYEES  400 

statement  is  Penner's    issuance  of  comm< 


the  real  estate  world  by  hiring  E 
John,  Bob  Dylan,  and  the  Eagles  to 
at  his  annual  real  estate  confereii 
And  Penner  has  the  easy  confidence 
comes  from  being  one  of  Wall  Str 
best-paid  people,  thanks  to  a  shi 
profit-sharing  deal  he  cut  with  Non 
In  the  year  ended  in  March,  199^ 
got  a  $25  million  bonus,  down  fron: 
million  in  '97. 

And  this  natiu*al  showman  has  r 
ambitious  pronouncements  before 
haven't  panned  out.  In  Septembe: 
held  an  event  at  the  House  of  Blui 
Los  Angeles  and  even  belted 
karaoke  version  of  Steppenwolfs 
To  Be  Wild  while  cnn  cameras  n 
The  event  publicized  his  intent  to  r 
$1  billion  in  loans  within  the  yej 
musicians,  then  package  and  resell 
as  asset-backed  securities.  Nine  mc 
later,  Penner  has  made  only  one 
million  loan,  to  Rod  Stewart,  ar 
singing  a  more  downbeat  tune.  Th( 
tertainment-securitization  business 
nonstarter,"  he  says  now. 
CROWDED  FIELD.  Penner  has  also 
the  subject  of  controversy  in  his 
real  estate  business.  Some  investors 
rivals  are  fuming  about  the  um 
terms  and  lack  of  disclosure  of 
terms  in  a  recent  Nomura  $3.7  b 
commercial  mortgage-backed  seem 
deal.  After  complaints  surfaced,  N 
ra  was  forced  to  provide  more  d 
sui'e.  Nomura  says  credit  agenda 
not  change  their  ratings  as  a  resu 
And  Penner 
much  tougher  com 
tion  than  he  did  wh< 
started.  Other 
Street  players,  su( 
Lehman  Brothers 
and  Credit  Suisse 
Boston,  are  now 
and  neck  with  Pern 
real  estate  lending 


stock  in  trade.  Of  course, 
he  is  a  pipsqueak  com- 
pared to  GE  Capital,  with 
its  67,000  employees  and 
$;3.3  billion  in  earnings  in 
1997.  Penner's  Nomura 
unit  has  400  employees 
and  made  $200  million  in 
1997. 

That  hasn't 
Penner  from  boasting 
that  his  company  is  more 
creative  than  (je  Capital. 
It's  true  Penner's  let- 
it-all-hang-loose  style 
couldn't  be  more 
ent  than  ge  Capital's.  He 
has  generated  a  buzz  in 


HEADQUARTERS 

San  Francisco 


GOAL  To  be  the  next 
GE  Capital;  will  expand 
into  global  commercial 
real  estate,  credit  card, 
mortgage  and  auto 
loan  lending  and 

stopped     securitization    nothing  to  worry 

Penner  ac 
even  some  of  his 


mortgage-backed  s< 
ties.  These  firms  all 
have  a  global  pres" 
And  without  cheap 
ing  from  his  foreigi  ' 
ent,  "his  capital 
longer  limitless," 
one  competitor. 
So  far,  GE  Capit;  h 


OWNERSHIP  Ultimately 
could  be  75%  owned  by 
management  and  private 
investors  and  25%  by 


tious  goals,  this 
entrepreneur  may 
his  brand  of  rock-ai 


differ-    finance  to  the  wori 

By    Leah    No  ' 
Spiro  in  New  York 


DATA.  NOMURA  ASSET  CAPITAL  CORP-, 
BUSINESS  WEEK 
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FFICE  SPACE  IS  EXPENSIVE.  WE  THOUGHT  WE'D  SAVE  YOU  AN  EXTRA  FOOT  OR  SO. 

VI  Flat  Panel  Monitors  don't  just  save  valuable  space,  they're  also  more  functional  than  their  bulky  counterparts.  They  offer  crisp, 
:ker-free  innages  in  up  to  16.7  million  color  combinations,  use  75-80%  less  energy  and  give  off  1/3  of  the  heat.  All  from  a  monitor  with 
ootprint  over  60%  smaller.  Better  thinking  for  your  e-business.  Visit  www.ibm.com/pc/us/accessories  or  call  1  800  IBM  7255,  ext.  4902. 


.1"  or  16.1"  viewable  image  sizes  /  Pearl  white  or  stealth  gray  /  Top  Ten,  iF  Product  Design  Awards,  1998  /  From  $1,199 


The  FORD  SENIOR  PLAYERS  Championship,  the 
third  of  the  SENIOR  PGA  TOUR's  four  major  cham- 
pionships tor  1998,  will  he  played  the  week  of  July  6-12 
at  the  Tournament  Players  Cluh  of  Michigan. 

The  memhers  of  the  78-man  field  will  compete  in 
the  Detroit  suhurh  ot  Dearborn  tor  shares  ot  a  $2-million 
purse,  including  a  $300,000  tirst  prize.  But,  more 
importantly,  they  will  he  playing  for  the  right  to  add 
their  name  to  a  distinguished  list  of  past  champions. 

That  list  reads  like  a  "Who's  Who" 
in  golf.  Included  are  some  ot  the  game's 
greatest  players:  Arnt)ld  Palmer,  Gary 
Player,  Billy  Casper,  Jack  Nicklaus  and 
Raymond  Floyd. 

"It's  a  tournament  that  carries  a  lot 
ot  cK)ut  it  you  win  it,"  said  Palmer,  who 
captured  the  second  and  third  FORD 
SENIOR  PLAYERS  Championships  in 
1984-85.  "It's  (me  of  the  tournaments 
that  is  more  noticed  hy  everyone  in  golf, 
and  I  think  that's  very  signiticant." 

"The  FORD  SENIOR  PLAYERS 
Champion.ship  has  special  meaning  to 
the  players  of  the  SENIOR  PGA  TOUR," 
said  PGA  TOUR  Commissioner  Tim 
Finchem.  "Along  with  having  the  strongest  field  ot  the 
SENIOR  TOUR  season,  the  tournament  is  played  on  a 
true  test  ot  golt,  the  TPC  ot  Michigan.  The  competitors 
truly  will  he  challenged. 

"This  year's  event  is  dedicated  to  Larry  Gilbert,  a 
man  of  real  integrity  who  enriched  our  sport  through 
his  positive  outlook  on  Ute  and  his  sen.se  ot  humor," 
Finchem  added." 

Gilbert  was  diagnosed  with  lung  cancer  less  than  two 
months  after  winning  last  year's  FORD  SENIOR  PLAY- 
ERS Championship.  He  died  in  January  at  the  age  of  55 

Miller  Barber  won  the  first  FORD  SENIOR  PLAY- 
ERS Championship,  held  at  Cleveland's  Canterbury 
Golf  Club  in  1983.  Barber  has  the  distinction  of 
being  the  only  player  to  compete  in  all  15  previous 


FORD  SENIOR  PLAYERS 
Championship  Television 
Schedule 

Thursday,  July  9 
First  Round  of  Competition 
ESPN,  3:00-5:00  p.m.  EDT 

Friday,  July  10 

Second  Round  of  Competition 
ESPN,  3:00-5:00  p.m.  EDT 

Saturday,  July  11 
Third  Round  of  Competition 
ABC,  1:30-2:30  p.m. 
and  5:00-6:00  p.m.  EDT 

Sunday.  July  12 
Final  Round  of  Competition 
ABC,  5:00-7:00  p.m.  EDT 


Jim  Colbert 

tournaments.  He  has  enjoyed  five  other 
top- 10  finishes,  including  a  tie  for  second  in 
1985,  a  distant  1 1  strokes  behind  Palmer. 

"The  FORD  SENIOR  PLAYERS 
Championship  is  the  players'  tour- 
nament. It's  a  great  tournament,  and 
everyone  works  extremely  hard  to 
put  on  a  first-class  event,"  said  the  67-year- 
old  Barber,  who  ranks  second  to  Lee  Trevino 
on  the  SENIOR  TOUR's  list  of 
all-time  winners.  Trevino  has 
won  27  titles,  Barber  24- 

In  1990,  the  year  before  the 
FORD  SENIOR  PLAYERS 
Championship  moved  to  the 
TPC  of  Michigan,  Nicklaus 
established  the  SENIOR 
TOUR  record  for  lowest 
7 2 -hole  total  at  Dearborn 
Country  Club.  Nicklaus' 
27-under-par  261  featured 
consecutive  64s  in 
his  third  and  fourth 
rounds  the  only 
time  the  event 
was  played  at  Dearborn 
Country  Club. 

Palmer  and  Dave 
Stockton  (1992  and  1994) 
are  the  only  players  with  two 
victories.  Chi  Chi  Rodriguez 
came  close,  winning  in  1986 
before  finishing  second  to 
Player  in  1987.  Nicklaus 
lost  the  only  playoff  in 
FORD  SENIOR  PLAYERS 
Championship  history  in 
1995  to  J.C.  Snead,  who 
was  runner-up  (along  with 
Trevino)  to  Stockton  in  1992. 


Jack  Nicklaus 


SPECIAL  ADVERTISING  SECTION 


}ld  Palmer 

I        The  other  FORD  SENIOR 
k         I     PL/VYERS  Championship  winners 
I         I      have  been  Casper  ( 1988),  Orville 
■        ■      Moody  (1989),  Jim  Alhus  ( 1991 ), 
Jim  Colbert  (1993)  and  Floyd 
(1996).  Floyd  finished  second  to 
^^^r      Colbert  in  1993,  while  Alhus  was  the 
runner-up  to  Stockton  in  1994-  Stockton 
was  part  of  a  four-way  tie  for  second  last  year, 
one  stroke  behind  Gilbert. 

Ford  Motor  Company  became  title 
sponsor  of  the  FORD  SENIOR  PLAYERS 
Championship  in  1993.  The  Tournament 
Players  Club  is  part  of  the  Ford  Motor 
Land  Development  Corporation's  Fairlane 
Complex.  The  land  on  which  the  TPC  sits 
was  purchased  in  1915  by  Henry  Ford, 
whose  hometown  was  Dearborn. 
"The  FORD  SENIOR  PLAYERS 
Championship  is  an  exciting  event  tor 
the  Southeast  Michigan  community 
to  participate  in  each  year,"  said 
tournament  chairman  Peter 
Pestillo,  Ford's  Executive  Vice 
President,  Corporate  Relations. 
"Through  this  tournament.  Ford 
and  its  employees  have  an  additional 
opportunity  to  help  charities  in 
Southeast  Michigan,  as  it  does  in 
other  communities  around  the  world 
where  Ford  does  business. 
"Since  1993,  with  Ford  involvement, 
the  tournament  has  experienced  tremendous 
rowth  in  proceed  dollars  going  to  worthwhile 
:harities,"  Pestillo  added.  The  1997  donation 
-$600,000 — lifted  to  $3  million  the  charity  total 
"ider  Ford  sponsorship. 


SENIOR  PLAYERS 

CHAMPIONSHIP 
FORD  SENIOR  PLAYERS  Championship  Results 

CANTERBURY  GOLF  CLUB,  Cleveland,  OH 

1983  Miller  Barber 

1984  Arnold  Palmer 
Arnold  Palmer 


1985 


One  stroke  over  Gene  Littler 

Ttiree  strokes  over  Peter  Thomson 

11  strokes  over  Miller  Barber, 
Lee  Elder,  Gene  Littler  and 
Charles  Owens 

1986      Chi  Chi  Rodriguez  Two  strokes  over  Bruce  Crampton 

SAWGRASS  COUNTRY  CLUB,  Ponte  Vedra  Beach,  FL 


1987 

Gary  Player 

One  stroke  over  Bruce  Crampton 
and  Chi  Chi  Rodriguez 

TPC  AT  SAWGRASS  (Valley  Course),  Ponte  Vedra  Beach,  FL 

1988 

Billy  Casper 

Two  strokes  over  Al  Geiberger 

1989 

Orville  Moody 

Two  strokes  over  Charles  Goody 

DEARBORN  COUNTRY  CLUB,  Dearborn, 

Ml 

1990 

Jack  Nicklaus 

Six  strokes  over  Lee  Trevino 

TPC  OF  MICHIGAN.  Dearborn,  Ml 

1991 

Jim  Albus 

Three  strokes  over  Bob  Charles, 
Dave  Hill  and  Charles  Coody 

1992 

Dave  Stockton 

One  stroke  over  J.C,  Snead  and 
Lee  Trevino 

1993 

Jim  Colbert 

One  stroke  over  Raymond  Floyd 

1994 

Dave  Stockton 

Six  strokes  over  Jim  Albus 

1995 

J.C.  Snead 

Won  playoff  over  Jack  Nicklaus 

1996 

Raymond  Floyd 

Two  strokes  over  Hale  Irwin 

1997 

Larry  Gilbert 

Three  strokes  over  Isao  Aoki, 

Bob  Dickson,  Jack  Kiefer  and 
Dave  Stockton 

The  FORD  SENIOR  PLAYERS  Championship  was 
held  at  Canterbury  through  1986,  then  moved  for  three 
years  to  Ponte  Vedra  Beach,  FL,  the  home  ot  PGA 
TOUR  headquarters.  It  was  played  at  Sawgrass  Country 
Club  in  1987,  then  in  1988-89  on  the  Valley  Course 
of  the  Tournament  Players  Club  at  Sawgrass. 

Players  gain  entry  into  the  FORD  SENIOR  PLAYERS 
on  the  basis  ot  points  accumulated  (money  won)  from 
the  tournament  immediately  following  the  previous 
year's  event  through  the  tournament  preceding  the 
next  FORD  SENIOR  PLAYERS  Championship,  which 
this  year  is  the  inaugural  State  Farm  Senior  Classic 
in  Columbia,  MD. 

This  marks  the  eighth  FORD  SENIOR  PLAYERS 
to  be  held  at  the  TPC  ot  Michigan,  matching 
the  number  of  years  it  has  been  held  elsewhere.  The 
second  week  of  July  will  determine  the  winner  of 
the  16''^  FORD  SENIOR  PLAYERS  Championship. 


Information  Technology 


COMPUTERS 


GATEWAY  LOSES 
THE  FOLKSY  SHTICK 

CEO  Waitt  looks  west  to  lure  sophisticated  talent 


At  Gateway's  North  Sioux  City, 
S.  D.,  offices,  Chief  Executive 
Theodore  W.  Waitt  meets  often 
and  easily  with  everyone  fi'om  the 
chief  financial  officer  to  rank-and-file 
workers.  Even  after  building  his  per- 
sonal-computer business  from  a  two- 
person  shop  in  his  parents'  barn  to  a 
sprawling  $6  billion  company,  Waitt  does 
much  of  his  managing  by  strolling  the 
hallways.  In  eai'ly  June,  he  popped  in  on 
a  team  designing  new  self-help  softwai'e 
called  "Help  Spot"  and  peppered  it  with 
questions.  The  35-year-old  CEo's  ver- 
dict? "Cool.  Keep  it  up,"  according  to 
one  of  the  tean)  members. 

But  impromptu  face  time  with  the 
boss  is  about  to  become  a  Praiiieville 


relic.  Come  August,  Waitt  and  a  team  of 
20  executives  and  assistants  will  move 
from  the  cornfields  of  South  Dakota  to 
the  beaches  of  San  Diego,  Gateway 
Inc.'s  new  administrative  headquarters. 
Manufacturing  operations  and  its  5,500 
workers  will  remain  in  North  Sioux 
City.  As  for  the  gi-oup  out  west,  it  could 
expand  to  200  within  a  year  and,  later, 
swell  to  1,000  employees. 
LOCAL  HERO.  Why  is  Waitt  leaving 
Sioux  City,  the  land  where  his  family 
raised  cattle  for  five  generations  and 
where  he  has  become  a  hometown  hero? 
It's  essential  for  ensuiing  Gateway's  fu- 
ture, he  says.  Waitt  wants  the  world's 
second-largest  direct  marketer  of  PCs 
to  increase  revenues  40%  to  45%  per 


OUT  TO  PASTURE 


Waitt  is  dumping  Gateway'; 
trademark  cows-but  not  t\ 
Holstein  spots  on  boxes-as 
moves  execs  to  San  Diego 

year,  to  hit  sales  of  $25  billic 
2001.  To  get  there,  he  needi 
top  managers  and  engineer 
hasn't  been  able  to  attract  to 
Dakota.  "It's  all  about  gi'owt 
the  end  of  the  day,"  Waitt  saj 
With  better  talent,  Waitt  fii 
^  he  can  tap  into  markets  we. 
fl  yond  Gateway's  stronghold  o: 
ing  consumers  high-end  PC 
phone.  He  wants  to  increas 
4.9%  slice  of  the  $18  biUion 
business  market.  To  do  that, 
says  he  must  build  up  a  consi 
service  for  small  and  midsize 
nesses,  offering  expertise  in 
areas  as  Web-site  setup  and  d< 
At  the  same  time,  he's  be 
that  San  Diego's  wider  pool 
gineers  can  help  him  reach 
consumers  by  coming  up  vdth 
to  make  PCs  easier  to  use.  A 
example  of  Waitt 's  plan  is 
Spot,  a  program  scheduled  f< 
1^    lease  in  mid-July  that  offer 
tailed  tutorials  for  customers  who 
pi'oblems  with  everything  from  Int 
access  to  simple  word  processing, 
also  wants  to  sell  more  sei-vices,  ] 
ulai'ly  Internet  access.  One  new  of 
allows  consumers  to  buy  a  PC,  incl 
Net  access,  for  a  flat  monthly 
$50.  And,  in  a  controversial  move 
expanding  Gateway's  retail  outk 
as  many  as  400  from  the  current 
The  risks  of  Waitt's  new  gi 
strategy  are  staggeiing.  With  the 
to  San  Diego,  Gateway  is  turnii 
back  on  the  folksy,  Midwestem  ci 
and  marketing  that  have  define 
company  and  helped  make  it  a 
name.  Even  its  trademark  Ho 
cows — featured  in  many  of  its  a 
winning  ads — are  being  put  out 
tui'e.  Newly  minted  President  Ji 
Weitzen  thinks  Gateway  needs  to 
up  its  marketing  to  appeal  more  t 
sumere  who  buy  cutting-edge  PCs  s 
small  businesses.  But  dumping  i 
cessful  corporate  image  could  tu 
the   company's   existing  custo 
"Waitt's  strategy  is  [based  on]  be 
the  middle  of  nowhere,"  says  Jan 
Schrager,  clinical  professor  of  ent] 
neui'ship  and  strategy  at  the  Univ 
of  Chicago.  "I  think  he's  being  a  tr 

If  employees  think  the  same 
morale  coukl  suffer.  Waitt  has  j 
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www.sale.s@savin.com 
Charles  Schwab 
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www.smi.siemens.com 
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Southern  Company 

www.southernco.com 
Sprint 

www.sprint.com 
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Toyota  in  America 
www.toyota.com/usa 
Toyota  Motor  Corporate 
Services 

www.toyota.com/usa 
Toyota  Motors 
www.toyota.com 
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.  www.troweprice.com 
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www.unisys.coni 
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Stress  Relief  Products 


Panasonic  -  The  Finest  In 
Shiatsu  Massage  Chairs 


■  Have  Your  Own  Personal 
Massage 
Therapist;  Day 
Night/Otfice-Home 

•Get  Full  Details  Today! 

Panasonic  Massage  Chairs  Direct 
Traditional  or  Contemporary  Styles 
L  Nationwide  800-353-991 7  i 


Menswear/Fashion 


men's  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

FREE  catalog 'High  quality -160  styles 


HITCHCOCK  SHOES.  INC. 

Dept  55K  Hingliaiii,  MA  u:'043 
1-800-992-wiDE  www.wideshoesxom 


Corporate  Promotions 


Inexpensive  Corporate  Giveaways 
that  REAUYworlc- don't  get 
ttirown  away! 


Custom  Designed  Leather  Bookmarks 

Clients  love  ttiem  and  are  constantly 
reminded  ol  YQU  Visit  our  Web  Site 
www  leatherbookmarks  com 
OR 

Send  us  your  logo  We  will  suggest  a  layout 
and  send  you  a  typical  sample  tree  ot  charge 
AMEROPEAN  CORPORATION 

7  Corporate  Dr ,  )09C,  North  Haven,  CT  06473 
Tel  203  239-0448       Fax  203  234-8820 


Corporate  Gifts 


Logo  Tattoos! 


.7  ^^•4-  -  J 


1000  Temporary  Tattoos  with  your  Logo, 
V  Just  St89.00!! 

plus  $10.00  S&tl.iC;A.add  7.25%  sales  tax)  ' 
Customlii«lil.?^  Color!  2"  x  2" 

~:  Calico  ~ 

j  v3000  Alamo  Drive,  Ste  20.1  *  Vacaville,  GA'SSBBt  • 
Tel:  707/448-7072" ^^;,707/446-8273^. ,  • 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO.  IL  60611 


Investment  Services 


^1 

MB 

Real-time  Quotes 

Stocks,  Commodities,  Options  &  News 
delivered  continuously  via  the  Internet! 
Signal  Online 

E 

DATA 

BROADCASTING 
CORPORATION 

America's  leading  provider        Get  ilarted  foftl 
of  real-time  market  data  to  www.dbc.com/sm 
.  the  individual  investor.             888  200  1016x1 801 

Business  Opportunities 


CONSULTANTS 


International  nrm  expanding  in 
US  needs  independent  consultants 
to  represent  our  company.  We 
offer  some  of  the  finest  Training 
and  Development  processes 
available  today.  Very  high  income 
potential.  Extensive  training  and 
support.  Management,  marketing, 
or  consulting  experience  helpful. 
Send  resume  or  brief  personal 
history  to: 

RESOURCE  ASSOCIATES 
CORPORATION 

D.E.  Rollins,  VP  Development 
Department  BW78 
31  Hickory  Road 
Mohnton,  PA  19540 
(800)  799-6227,  Ext.  12 
FAX:  (610)  775-9686 


Private  Bank 


For  Sale  /  Free  Report 
Call:  800-733-2191  (USA) 
Fax:  310-798-3842  (USA) 

einail:wbc@ibm.net 
Worldwide  Business  Consultants 

Internet  Services 


www.metaserve.com 


•  PREMIUM  INTERNET  HOSTING  SLHVICE 

•  www  yourcompany  com 

•  email@yourcompany  com 

•  Free  Setup.........  -jm.   $19.95 

•  Design  Services  Available  P*. 

morw) 

888-634-4362 

Visa  &  MasJercard  Accepted 


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

Laserjet        Colnrprc,        Draft  I  Master 
DeskJet        Draftpni  DesignJet 
Electrijstatn  Plotters  Ruggedwnter 

HP  9000  Workstations  &  Vectras 
Demo  &  Refurbished  Equipment 
Ted  Dasher  &  Associates 

PO  Box  131269  Birmingham,  AL  35213-6269 
Ptione  205/263-4747  Fax  205/263-1108 
800/638-4833  •  E-mail  sales@clasher,com 


MAKE  MONEY  AS  A 
BUSINESS  FINANCE 
CONSULTANT 


Arrange  Business  Loans  and 
Equipment LeasesUom  Sl.OOOto 
$10  million.  No  co-brokering.  Work 
directly  w/National  Lenders. 
Unlimited  earnings  potential  and 
residual  income. 
COLOR  brochure  and  FREE 
computer  disk 

CALL  1-800-336-3933 

k  The  Loan  Consultants,  Inc.  . 


^350K  Potential  Annually\ 

HOME-BASED  BUSINESS 

Getting  4  Pre-Qualilied  Leads  Per  Day 
One-time  start-up  less  llian  $10K, 
Rapid  ROI  ■  $75K  possible  first  lew 
montlis  Break-through  product. 
Work  from  phone,  fax. 
Complete  training  Not  MLM 

FREEDOM  ASSOCIATES 
V    1-800-432-0018X5237  y 


I  MADE  OVER  $1,000,000 
LAST  YEAR... 


,  in  a  zero  stress,  relaxed,  ideal 
lifestyle,  simple,  home-based  business! 
Now  I  want  to  teach  2  highly 
motivated  persons  in  your  area  my 
turn-key  system.  Call  my 


24  Hr.  Hotline  800-331-0312 


Business  Financing 


Get  Cash  for  Invoices 

Finance  Your 
Accounts  Receivable 

Low  Rates  •  No  Hassles  •  No  Financials 
We  can  customize  financing 
to  suit  your  company 

AeroFund  Financial,  Inc. 
(800)  747-4234 


Funding  Sources! 


V.  Capital      Inv  Banks  Insurance 
Pensions       SBIC 's  R/P/Shell's 
Pn  investors  Reits         SBA  Micro's 
Search  10,000  custom  profiles  by 
pro|ect/finance  type  on  CD  Rom. 
Contact  details,  dollar  amounts 

avail.  Guaranteed.  Free  Info. 
www.bizwarehouse.com/bw 
1-914-628-2618 


Education/lnstructiol 


MBA  BY  Distance  Leari 

f^LijOf  British  univf.Toity  otters  accredited  IVlJ 
Bachelor's  or  GMM  needed  Ctioseii  by  Ecol 
Intelligence  Unit  as  one  ot  worid's  best  IVIBA  pral 

HERIOT-WAn  UNIVERSITY  1  (800)  MBA-f 
l>lorth  American  Distiibulor  I       Ask  tor  f 
6921  Stocklnii  SI,  Suite  2,  El  Cenito.  CA  9-1 
For  immediate  FaxBack  literatuie:  fron 
lax  mactiine's  ptione,  call  (510)  486-8^ 


The  Leader  in  Dista 
Learning  for  20  Ye^ 


>Associate»B3chelor«Master«C 

Business  (tVlgmt,  HRiVI,  Health  Ci 
Psyctiology'Law  'Mgrnt  of  Tech 
Southern  California  Univen 
for  Professional  Studies 

1840  E  17th  St  BW, 
Santa  Ana,  CA  92705 
800/477-2254  www(5)scup 


Kakn  Your  Colmch  Oh.kh  At 

•  accredited  b  s  ,  m  s  ,  and  mba 

•  Business  Adminislralion,  Finance  Accounting,  M 
Care  Admin  ,  Environtnental  Science/Sludies/Mgi 
Psychology  Paralegal  Studies  &  Crrmrnal  Justice 

•  Approved  by  major  companies 

FREE  CATALOG 
1-800-767-CHAO  or 
www.chadwick.edu 


CHADW 


I  INrVI-K* 


Business  Services 


OFFSHOREJ 

corporations! 


♦  Protection,  Privacy,  Tax-Free  * 

♦  Nominees,  Bank  Accts,  Credit  'nB 

♦  I, ic.  Offices:  I  as \e);as  -  Nass; 

♦  Hal  Kale  Fits,  Nevada  Corps.  5 


ORDF.R  BY  PIIOSE  FRF.F. 

1-800-997-25 


SAVE  30%  to  5 


1 


3-TO  A-PAG. 

Business  Chk;ks 
& 

Laser/InkJe 

Computer  Check 

(  all  lor  a  FRKE  brochure 

1-800-239-4017 

Designer  Checi* 

www  clc-si,nniTc  hecks  cil 


100%SATISFAaiON«UAR 


INCORPDRRT 


! 

i 


FREE  Inlormation 
All  U.S.  States  and  OMO'- 
Attorney  owned  and  Ofra':t 

1-800-672-91!)  | 

www.corpcrealions.cni 


TRRDEMRR 


i 
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BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO.  IL  60611 
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utive  Education 


)0. 441. 4746 

wwwJsimy,edy  
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iness  Opportunities 


EXPANSION 


r  old  company  has  select 
vailahle  due  to  retirements 
company  expansion. 
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ts  and  leads  furnished  now 
roughout  the  U.S. 

jH  income  potential 
all  investment 


00-257-6780 
00-599-7891; 


Investment  Services 


POWER  INVESTING 

Our  DRIP  50  Index  has  beaten  the  S&P  tor 
3  yr  and  5  yr  returns  Not  just  lor  small 
investors,  anymore  We  recommend  only 
top  quality,  "investor  friendly"  companies 
currently  in  lavor  on  Wall  St  and  selling  at 
no.  or  little,  premium  to  their  growth  rates 

North  Shore  Associates 
Box  97,  Winnetka,  IL  60093 

847-446-4406 
http://powerinvestdrips.com 


Your  Legal  Fortress 

t  AJtemative  Ksutf  Planning 
t  Unique,  Cost-Eflective 
t  Tax/Income  Optimiiation 


Rock-sotid,  Specialty  Legal-Financial  Techniques 
designed  to  protect  anyone's  Income.  Assets, 
&  Privacy  from  Public  or  Private  Challenge. 

(800)935-5171  x3B63  (x FUND) 


Franchising 


Franchise 

your  business! 

Call  tor  information  on  franchising 

your  business  or  seminars 
scheduled  throughout  the  country. 

Francorp' 

Sptciallsts  In  Franchise  Development 

1-800-FRANCHISE  bvv 


DON'T  MISS  THE  OPPORTUNITY 

TO  ADVERTISE  IN  THE 
ISINESS IVEE/C  MARKETPLACE  AND 
iACH  OVER  6  MILLION  RESPONSIVE 
READERS  WITH  THE  EDUCATION, 
INANCIAL  ABILITY  AND  INTEREST 

TO  RESPOND  TO  YOUR  OFFER. 

The  next  Marketplace  section 
closes  on  July  25th  for 
the  September  7th  issue. 
For  rates  and  information  contact: 

Business  Week  Marketplace 
500  North  Michigan  Avenue 
Suite  2010 
Chicago,  IL  60611 
Phone  312-464-0500 
Fax  312/464-0512 


Vacation  Home  Properties 


UNIQUE  GOLD  CROWN 
TIMESHARE  PROPERTIES 
FL,  CO,  TN,  NC,  SC 

(also  other  areas) 

From  $1,995 

Offered  by  owner.  Sleeps 
6-1-  reasonable  maintenance 
fees  &  taxes.  Can  be  traded 
with  RCI  properties  through- 
out the  world.  Permanent 
ownership  with  deed  &  title. 

For  more  information: 

Ph  407-884-6529 
Fax  407-889-5065 

fittp://www. microsol.net/mlrproperties 


Vacation  Rentals 


PRIVATE  ISLAND 


Only  house  on  pnvale  island.  At  ocean 
inlet  on  North  Carolina  coast.  In  Bear 
Island  natural  area  High  sea-oal- 
covered  sand  dunes.  No  roads.  No 
cars.  Spectacular  views.  New  House, 
boat  and  motor.  $1 ,495.00  per  week. 
Sand  Islands  Refuge 
1  -252-728-2503 

500  Front  Street  •  Beaulurt,  NC  •  28516 


Home  Furnistiings 


r     Buy  Direct!  ^ 

from  North  Carolina,  furniture 
capital  of  the  world.  Shop  and 
save.  In  home  delivery.  Over  400 
manufacturers  to  choose  from. 

HOMCWAV  FURNnURE  CoMmunY 
P.O.  Box  1 548,  Mt.  Airy,  NC  27090 
^  (800)  334-9094  (336)  786-A1S1  . 


Cigars 


CUBAN 
CIGARS 

Delivery  A>fYWHERE! 

Canada  416-717-1110 


Residential  Roofing 


LIFETIME 

Country  Manor  Shake 
Aluminum  Roofing 

Wood  Shake  l/)ok  •  Five  Natural  Colors 
Fire  Safe  ■  Energy-Efficient  ■  Lifetime  Warranty 
A  Permanent  Improvement  to  Your  Home! 


/■or  more  information,  call  Fcrfcction 

1-888-788-2427 


Publishing  Services 
Publish  Your  Book 

y.S-year  tradition  of  quality  Subsidy 
book  publisher  offers  publishing 
services  for  books  of  all  types.  For 
free  Author's  Guide  wide  Dorrance- 
BW,  M3  Smithfield,  Pittsburgh,  PA 
or  call  l-HO(M)9.'S-y.59y 


Advanced  Education 


PRESTON 

UNIVERSITY 

Distance  Learning 
Masters  &  Ph.D  Programs 

1204  Airport  Parkway 
Cheyenne  WY  X2001  LISA 
Id:  800-549-2111  FAX:  307-634-3091 
Email:  adniissionstoiprestoii  edu 


Sports  Equipment 


%  Tennis  Tutor 

Portable  Ball  Machine 

#1  Worldwide  from  $699 


800-448-8867 

www.sportstutor.com 


Boarding/Prep  Schools 


RIVERSIDE 

MILITARY  ACADEMY 

EXCELLENCE  IN  COLLEGE  PREP 
SINCE  1907 

-  Honor  JROTC  school  with  distinction 

-  Safe,  structured,  all  boys  boarding 

Environment 

-  Grades  7/12,  full  accredited,  small  classes, 

Weekly  report  cards 

-  Promotes  leadership,  self-confidence,  and 

Manners 


■  Computer  in  every  dorm  room 

■  Full  athletic  program 

Band,  Fine  Arts,  and  Aviation 

■  Affordable  Tuition 

■  Located  on  Lake  Lanier  in  North  GA 

■  www-cadet.com 


FOR  MORE  INFORMATION  CALL  1-800-GO-CADET 


Information  Technology 


been  the  company  cheerleader.  With  his 
ponytail,  boots,  and  hearty  barroom 
laugh,  Waitt  is  one  of  their  own.  "Do 
employees  feel  a  loss?  Sure,  they  do," 
says  Robert  N.  Beck,  Gateway's  fomier 
senior  vice-president  for  human  re- 
sources, who  left  in  January  when 
Weitzen  brought  in  his  own  team.  Work- 
ers also  worry  that  theii-  jobs  may  even- 
tually migi-ate  to  Southern  California. 
"Are  we  going  to  have  to  move  as 
well?"  asks  one  employee.  "I,  for  one, 
prefer  to  call  North  Sioux  City  home." 

Waitt's  laugh  turns  to  a  sigh  when 
he  hears  such  concerns.  He  realizes 
people  are  sensitive  to 
his  departui-e — he  kept 
the  expansion  under 
viraps,  waiting  un- 
til the  last  hour  to 
announce  it  to  em- 
ployees on  Apr  7. 
"We  knew  it  would 
be  a  vei-y  emotional 
issue  here,"  he  says. 
Still,  he  insists  any  wor- 
ries are  overblown.  "It's 
an  additional  location,"  he 
insists.  "It's  not  a  move 
or  a  relocation." 

Besides,  the  new  San 
Diego  digs  could  soon 
bear  fruit,  he  says.  Dur- 
ing the  past  year.  Gate- 
way has  been  unable  to 
fill  about  250  job  open- 
ings in  finance,  market- 
ing, and  engineering  in 


house  that  Gateway  kind  of  gets  left  in 
its  shadow,"  says  Jane  Snorek,  research 
analyst  for  Oberweis  Asset  Management 
Inc.,  which  recently  sold  its  Gateway 
stock  because  it  was  underperforming 
other  Pc:  companies. 
RISKY  RETAILING?  Analysts  fear  Waitt's 
planned  expansion  of  Gateway's  I'etail 
outlets — called  "Countiy  Stores" — could 
lead  to  another  misstep.  The  stand-alone 
stores  only  sell  Gateway  gear  and  are 
about  half  the  size  of  a  tyjjical  computer 
store  because  they  don't  include  a  wai'e- 
house.  The  company's  eightfold  expan- 
sion of  the  stores  comes  just  as  other  PC 
makers  are  scrambling  to  imitate 
the  cost  efficiencies  of  du-ect  sales 
as  demonstrated  by  Dell.  But 
Waitt  insists  the  stores  will  be  a 


CALIFORNIA.  HERE  WE  COME 

Best  known  as  a  direct  marketer  of  personal 
computers  for  consumers,  Gateway  is  taking 
several  steps  to  try  to  push  the  business  inodel 
beyond  simple  computer  assembly 

NEW  HEADQUARTERS  To  more  easily  attract  the  engineers  and 
top  execs  needed  to  boost  its  technical  expertise.  Gateway  is 
building  a  new  administrative  headquarters  in  San  Diego. 

BEYOND  MANUFACTURING  Looking  to  do  more  than  just  PC 
assembly,  Gateway  plans  to  hire  100  new  engineers  and  other 
workers  to  develop  everything  from  customized  software  for  tech- 
nical support  to  more  cuttmg-edge  product  design. 

INNOVATIVE  PRODUCTS  AND  SERVICES  Gateway  is  offering  a 
novel  program  so  customers  pay  one  monthly  fee  for  Internet 


way's  current  25%  revenue  growth 
it  would  reach  some  $15  billion  by 
It  will  be  extremely  difficult  to  pic 
another  $10  billion  in  sales  in  the 
kets  Gateway  is  targeting,  say  anal 
"There's  no  way  in  hell,"  says  Ki 
"They  must  be  smoking  something 
not  legal."  This  year,  Gateway  sale 
projected  to  increase  27%,  to  aboi 
billion. 

Already,  Waitt  is  building  the 
agement  team  that  he  expects  to 
him  prove  doubters  wrong.  He  recr 
Weitzen  and  David  Robino,  exec 
vice-president  for  administration, 
AT&T.  "We  needed  to  get  a  better  i 
of  people  than  we  have  here,  with  p 
who  have  more  experience,"  he 
Both  men  influenced  his  decision  to  : 
During  interviews, 
asked:  "Are  you  wiUi 
do  this?"  Waitt  re 
"becaase  it's  a  serious 
cem  if  you're  really  t 
to  build  a  [big]  comj 
Waitt    isn't  les 
home  just  to  hire 
engineers  and  top  < 
though.  With  a  fast 
sun  and  beaches,  h 
gan  renting  a  vac 
home  in  San  Diego  i 
mid-'90s  and  bou^ 
$14.4  million  mansi 
the  city's  tony  La 
neighborhood  last 
men  But  he  insist 
move  isn't  for  his 


^,                  ,^       access  and  purchasing  a  PC.  More  such  offerings  are  on  the  way. 
North  Sioux  City.  After    benefit.  Gateway 


the  San  Diego  announce- 
ment, Waitt  says  he's  see- 
ing "a  whole  new  level  of 
candidate." 

Waitt  realizes  he  needs 
all  the  help  he  can  get. 
Gateway  has  stumbled  over  the  past 
year,  while  direct-marketing  rival  Dell 
Computer  Corp.  has  become  the  envy  of 
the  industry.  Although  Gateway's  sales 
increased  25%  in  1997,  to  $6.3  billion,  its 
net  income  was  cut  in  half,  to  $110  mil- 
lion, because  of  an  emban-assing  $107 
million  loss  in  the  thii'd  quarter  due  to 
overestimated  demand.  "They  blew  it," 
says  analyst  Louis  J.  Mazzucchelli  Jr. 
of  Gerard  Klauer  Mattison  &  Co. 

What's  more.  Gateway  is  retreating 
IVom  the  big  corporate  market  it  tar- 
geted just  last  year.  After  trying  to  go 
up  against  Dell  and  IBM,  the  company 
found  that  it  was  simply  overmatched. 
Gateway  couldn't  afford  to  pay  for  the 
expanded  sales  team  it  needed  to  knock 
on  the  doors  of  big  corporate  clients. 
Gateway's  stock  is  trading  at  44,  25%  off 
its  52-week  high.  "Dell  is  such  a  power- 


RETHINKING  CORPORATE  IMAGE 

To  broaden  appeal  beyond  consumers 
and  attract  more  corporate  cus- 
tomers, Gateway's  TV  and  print  ads 
will  drop  the  trademark  Holstein  cow. 


plus.  "Only  25%  of  the 
consumer  and  small-busi- 
ness market  bought  PC  hardware  over 
the  telephone  or  the  Internet,  and  we 
don't  see  that  getting  over  50%  any- 
time soon,"  he  says. 

Still,  many  analysts  are  leery  of  the 
retail  push.  Unless  it  leads  to  big  mar- 
ket-share gains,  it's  "a  losing  proposi- 
tion," says  Piper  Jaffray  analyst  Ashok 
Kumai'.  Building  a  retail  chain  is  hugely 
expensive — the  cost  to  launch  a  Gate- 
way store  is  about  $1.5  million  a  year,  or 
$450  million  for  300,  say  analysts.  Other 
PC  makers  haven't  fared  well  in  retail: 
Tandy  Corp.  sold  its  Incredible  Uni- 
verse and  Computer  City  stores  be- 
cause it  couldn't  tum  a  profit. 

Even  with  the  retail  push,  Waitt  will 
have  a  hard  time  hitting  his  target  of 
$25  billion  in  sales  in  2001.  At  Gate- 


Coopers  &  Lybrand 
a  market  study  of  s 
cities,  including  Ch 
to  find  out  where  it 
best  recruit  high 
workers — and  San 
came  up  on  top. 
As  for  the  Sioux  Ci 
gion,  it's  losing  more  than  a  compi 
call  its  own.  The  local  economy,  on 
pendent  on  agiiculture,  has  ben 
from  Gateway's  liigh-paying  whiti 
and  assembly  jobs.  The  region's 
ployment  rate  has  ch-opped  to  3.4% 
8.3%'  in  1985,  when  Gateway  was 
ed.  Now,  the  loss  of  Gateway's  to] 
could  huit  eveiything  fi-om  tax  rev 
to  the  real  estate  market.  With 
packing,  "everyone  is  kind  of  holding 
breath,  waiting  to  see  what  the  im] 
going  to  be,"  says  Ritch  LeGrand, 
of  a  local  real  estate  appraisal  con 
As  Waitt  moves  his  headquarters  tf 
the  Midwest,  he  may  find  that  ht 
convince  his  customers  to  follow. 

By  Roger  0.  Crocl. 
North  Sioux  City  y 
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^velopments  to  Watch 


D  BY  OTIS  PORT 


NING:  RED 
JS'REFROZEN' 

MARKETS  don't  HAVE 

sections  marked  "re- 

,"  but  they  probably 

.  Accidents  happen. 

acturers  don't  always 
fridges  cold 

1.  Goods  being 

'ed  sometimes 

1  a  curb  too 
Either  way, 

ners  may  not 

about  it  until 

at  the  product. 

temperature 

•  from  Sandia 

lal  Laboratd^ 

ay  have  a  solu- 

nvented  by  re- 

hers  David 

lez    and  Mo 

ipoor,  it  consists  of  a 

memory  alloy  of  nickel 

tanium  on  a  piece  of 
the  size  of  a  postage 
One  end  of  the  wii'e  is 

:'ed  to  the  paper.  The 

is  tethered  to  a  gi'een, 

•ize  shutter  that  covers 

dot.  When  the  temper- 
rises  above  32F,  the 
shrinks,  pulling  the 
shutter  into  a  tiny 

;  and  exposing  the  red 

idemeath  (picture).  Re- 


freezing  will  not  bring  the 
green  shutter  back  out. 

Food  processors  are  leeiy 
about  the  new  sensors.  Jenny 
Scott,  a  senior  dii'ector  of  food 
safety  progi'ams  at  the  Na- 
tional Food  Processors  Assn. 
in  Washington,  says  reft'eez- 
ing  poses  few  health  hazaixls 


TELLTALE  DOT:  A  temperahire  sensor 
activates  the  change  from  green 


because  most  cases  occur  in 
too  short  a  time  frame  to  al- 
low bacteiia  to  proliferate.  But 
Scott  admits  there  ai-e  "quali- 
ty issues."  And  that's  exactly 
what  the  sensor  will  addi'ess. 
Sandia's  Shahinpoor  says  that 
the  sensors,  produced  in  vol- 
ume, will  cost  just  a  few  cents 
each.  So  for  peimies,  manufac- 
tui'ers  who  want  to  reassiu'e 
finicky  customers  will  be  able 
to  put  proof  right  on  the 
label.  Nellie  Andreeva 


)1NG  RAZZLE-DAZZLE  TO  FUSH  CHiPS 

ALL  MEMORY  CHIPS  ARE  IN  THE  DOLDRUMS  BECAUSE 

.sia's  financial  woes.  Flash  memory  chips  remain  hot. 
flash  market  is  projected  to  climb  13%  this  year,  to 
billion,  because  the  chips  are  used  in  such  fast- 
vlng  products  as  cell  phones  and  digital  cameras, 
lash  may  get  hotter  now,  thanks  to  Israeli  startup 
un  Semiconductor  Ltd.  It  has  invented  a  memoiy 
for  storing  data  that  it  says  could  halve  the  size — 
thus  the  cost — of  flash  chips,  which  retain  their  data 
n  the  power  is  switched  off.  The  tiny  cells  also  could 
:e  it  easier  to  build  flash-memory  blocks  into  micro- 
;essors  and  other  logic  chips,  further  conserving  sili- 
real  estate.  The  technology  so  impresses  Israeli  chip- 
;er  Tower  Semiconductor  Ltd.  that  it  has  taken  an 
ity  stake  in  Saifun.  The  pair  has  teamed  with 
'cliild  Semiconductor  Corp.  in  the  U.  S.  to  design 
IS  using  the  midget  memory  cells.  Saifun  Chief  Oper- 
g  Officer  Kobi  Rozengarten  says  the  new  flash  chips 
M  be  ready  by  this  time  next  year.      Neal  Sa'udler 


TRANSISTORS  MAKE  A  QUANTUM  LEAP 


FOR  NEARLY  A  DECADE, 

researchers  have  been 
able  to  build  transistors 
tiny  enough  to  switch  on 
and  off  with  the  move- 
ment of  a  single  electron. 
These  switches  promise 
"quantum"  computers  the 
size  of  a  thumbtack  with 
supercomputer  powers. 
But  progi'ess  has  been  dis- 
appointingly slow — mainly 
because  of  a  lack  of  tools 
for  analyzing  the  workings 
of  such  teensy  transistors. 

Scientists  at  Yale  Uni- 
versity say  they  have 
solved  that  problem — and, 
in  the  process,  created  an 
ultrafast  single-electron 
transistor.  The  break- 
through involves  inducing 
a  tiny  region  in  the  tran- 
sistor to  "resonate"  as 
each  electron  arrives.  This 
creates  a  radiolike  signal 
that  allows  the  movements 
of  individual  electrons  to 
be  tracked.  The  resonance 
also  gives  an  extra  push 


to  electrons  moving 
through  the  switch.  That 
makes  the  transistor 
bhndingly  fast— 1,000 
times  speedier  than  any 
previous  device.  "Our  in- 
vention is  an  enabling 
technology  for  developing 
tomorrow's  quantum  com- 
puters," says  Daniel  E. 
Prober,  professor  of  ap- 
plied physics  at  Yale. 

But  the  first  applica- 
tions are  likely  to  be  in 
astronomy  and  microscopy. 
The  transistors  can  be 
used  to  amplify  light  com- 
ing from  distant  stars  or 
microscopic  samples.  Their 
speed  and  sensitivity  en- 
able them  to  relay  both 
the  light's  intensity  and  its 
wavelength.  Thus,  scien- 
tists could  collect  data 
about  the  chemical  compo- 
sition of  stars  or  speci- 
mens while  they  record  vi- 
sual images — without  the 
need  for  spectrogi"aphic 
instiTiments.  □ 


A  WAREHOUSE 
OF  VIRTUAL  PARTS 


DESIGN   ENGINEERS  WASTE 

precious  time  searching  cata- 
logs for  some  existing  part 
to  include  in  a  design.  Bruno 
Valdes,  a  staff  engineer  with 
IBM's  Storage  Products  Div. 
in  San  -Jose,  Calif.,  dubs  such 
catalog  searches  "the  most 
time-consuming 
and  distracting 
part  of  the  job." 

That's  why  Val- 
des jumped  at  a 
new  alterna- 
tive:  a  seai'ch- " 
able  online  cat- 
alog fi'om  InPart 
Design  Inc.,  a 
staitup  in  Sai'ato- 
ga,  Calif.  Unveiled 
this  year,  the  De- 
signSuite  cata- 


log ah-eady  contains  more  than 
150,000  digital  models  of  stan- 
dard parts — from  gears  and 
bushings  to  piunps  and  elec- 
tric motors — produced  by  two 
dozen  supphers. 

The  software  for  accessing 
DesignSuite  can  be  down- 
loaded from  the  Internet 
(www.inpait.com)  and  licensed 
for  as  little  as  $1,000.  Re- 
trieving a  digital  model  to 


plug  into  a  de- 


sign  costs  $20, 


costs  to  re 
2^  Mparts  fr( 
^        paper  ca 

^  IBM's  V 


a  mere  frac- 
tion of  what  it 
costs  to  rech'aw 
om  a 
catalog. 
IBM's  Valdes 
figures  the  soft- 
ware can  pay 
for  itself  after 
an  engineer  buys 
fewer  than  10 
models.  □ 


FOR  FURTHER  INFORMATIOH:  Go  to  Bu;  iness  Week  Online  at  America  Online  or  E-mail  dtwjul@businessweek.com 
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Science  &  Technology 


PUBLIC  HEALTH 


HIV:  SOBERING  NEWS 
FROM  THE  FRONT 

AIDS'  unchecked  spread  returns  the  focus  to  prevention 


Back  in  1989,  deadly  hiv  was 
spreading  in  the  dark  corners  of 
America,  strildng  di-ug  users,  the 
homeless,  and  others  on  the 
edges  of  society.  So  the  National  Insti- 
tutes of  Health  began  a  study  to  find 
out  if  educational  efforts  such  as  those 
that  had  slowed  hiv  transmission 
among  gay  men  could  also  work  in  in- 
ner cities.  "The  naysayers  were  legion," 
recalls  David  D.  Celentano,  an  epi- 
demiologist at  the  Johns  Hopkins  Uni- 
versity School  of  Public  Health  and  one 
of  the  study's  principal  investigators. 
"They  said  people  won't  change  their 
sexual  behavior." 

The  team  forged  ahead  anyway,  of- 
fering HIV  prevention  and  counseling 
sessions  to  himdreds  of  men  and  women 
plucked  from  inner-city  clinics.  "These 
folks  are  all  at  very  high  risk  for  Hiv, 
with  multiple  sex  partners,  partners 
with  sexually  transmitted  diseases,  and 
little  condom  use,"  says  Celentano.  The 
results,  announced  on  June  18,  show 
that  the  skeptics  were  wi'ong.  The  effort 
doubled  condom  use  and  cut  high-risk 
sex — and  gonorrhea  in  men — in  half. 
That  should  curb  new  Hiv  infections, 
scientists  say.  "The  study  showed  that 
interventions  can  make  a  difference 
even  in  the  most  disadvantaged  popula- 
tions," says  Dr.  Steven  E.  Hyman,  di- 
rector of  the  National  Institute  of  Men- 
tal Health. 

But  this  good  news  is  sadly  isolated 
and  fragile.  Against  a  global  backdrop. 


PICTURE 
IN  GENEVA 

;   What's  on 
the  agenda 

'^.,iat  the 
iMh  World 

Conference  ; 


the  U.  S.  study  is  a  poignant  reminder 
of  opportunities  lost.  At  the  12th  World 
AIDS  Conference  beginning  on  June  28  in 
Geneva,  the  world  will  hear,  once  again, 
how  medicine's  arsenal  of  drugs  and 
governments'  limited  policies  have  bai"e- 
ly  made  a  dent  in  the  spread  of  Hiv. 
Tantalizing  scientific  discoveries  about 
the  virus'  vulnerabilities  will  also  be  hot 
topics.  "But  we  have  to  realize  that  this 
epidemic  is  not  over,"  warns  Dr.  He- 
lene  Gayle,  hiv  prevention  chief  at  the 
Centers  for  Disease  Control. 
REDIRECTION.  Far  from  it.  New  data 
from  the  CDC  show  that,  while  deaths 
from  AIDS  slowed  for  the  first  time  in 
1996  and  new  infections  have  dropped 
from  a  peak  of  100,000  annually,  an  es- 
timated 40,000  Americans  continue  to 
become  infected  each  year.  Globally,  the 
story  is  far  glimmer.  Some  40  million 
people  around  the  world  have  been  in- 
fected by  the  virus,  which  strikes  an 
additional  16,000  every  day.  In  nations 
such  as  Botswana  and  Zimbabwe,  hiv 
lurks  in  up  to  25%  of  youth  and  adults. 
And  the  vast  majority  of  victims  can't 
afford  the  current  .$1,000  per  month  for 
the  new  drugs — or  even  the  lower 
prices  that  companies  such  as  Glaxo 
Welcome  PLC  and  Bristol-Myers  Squibb 
Co.  have  agi'eed  to  chai-ge  in  developing 
nations.  What's  desperately  needed,  ar- 
gues Dr.  Peter  Plot,  head  of  the  U.  N.'s 
AIDS  effort,  is  a  redirection  of  world  re- 
sources to  prevention  efforts  and  treat- 
ments for  the  hardest-hit  areas. 


PLUSES 


►  Researchers  air  tantalizing 
reports  of  European  patients 
who  keep  the  virus  in  check 
even  after  ending  therapy  with 
hydroxyurea  and  other  drugs. 


The  continued  spread  of  the  mi 
ic  is  especially  frustrating  to  >:• 
health  officials  because  they  no 
how  to  rein  it  in.  In  one  of  tin 
few  shining  success  stories,  a 
educational  effort  combined  w 
condom  distribution  dramatic;; 
AfDS  rates  in  Thailand — thoughrei 
budget  cuts  thi-eaten  the  progi-?; 
Zimbabwean  project  that  Stanli 
versity  aids  expert  David  A.  : 
stein  will  describe  in  Geneva,  i 
t(j»ry  workers  were  trained  tn 
tlfieii'  peers  about  aids.  The  eftor 
fection  rates  by  one-third.  An(  i 
U.S.,  studies  by  James  G.  Kahi' 
University  of  California  at  Sai 
Cisco  show  that  prevention  sti 
such  as  intensive  counsehng,  ne4 
changes,  and  treatment  for  din- 
tion  cost  .$.5,000  to  $40,000  pei- 
averted.  That's  a  tremendous 


►  Reports  show  that  about) 
of  patients  on  AIDS  drugs 
keep  viral  levels  low.  No  or 
knows  when  or  if  these  patfit 
will  eventually  get  sick. 


HIV  MAP:  Sodnj.ski  .st  ( . 
a  potential  weak  spot 


►  Scientists  find  more  variations 
of  cell  receptors  that  protect  peo- 
ple against  the  AIDS  virus.  Drugs 
aimed  at  mimicking  this  natural 
protection  work  in  the  ti  st  tube. 


►  Scientists  are  finding  str 
of  the  virus  resistant  to  all 
current  drugs.  Cases  of 
transmission  of  these  resislit! 
viruses  are  raising  concern. 
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THE  HARDEST  HIT 


of  youth  and 
adults-and  the 
vast  majority  have 
no  access  to 
elfective  treatment 


red  to  the  costs  of 
therapies,  especially 
addiction  treatment  In  parts  of  Africa, 

,ays  off  big  in  de-  HIV  lurks  in  25% 

d  crime  and  higher 
TTient. 

'ed,  prevention  alone 
end  the  epidemic  in 
S.  in  10  years,  many 
s  believe.  The  prob- 
that  Congi'ess  contin- 
block  everything  fi'om 
exchanges  and  sex-education  pro- 
to  condom  ads.  "We  know  what's 
/e,  and  we  have  the  money,"  says 
.  Des  Jarlais,  AiDS-prevention  ex- 
.  Beth  Israel  Medical  Center.  "We 
m't  have  the  political  will."  And 
r  does  the  rest  of  the  world.  In 
countries,  even  talking  about  sex 
10.  So  at  Geneva,  many  scientists 
sisting  that  the  developed  world 
ackle  the  epidemic  globally. 
.■CATIONS.  Geneva  will  offer  up- 
on treatments  and  basic  science, 
s  front,  recent  developments  have 
^ed  the  euphoria  of  just  two  yeai's 
/hen  new  drug  cocktails  raised 
for  actual  cures.  On  one  hand, 
3nce  members  will  heai'  tantalizing 
itaJ  reports  li-om  Italy  and  France 
ients  who  appear  to  be  keeping 
rus  in  check  even  after  stopping 
lent.  Scientists  are  also  finding 
ice  that  holding  viral  levels  down 
rugs  allows  the  immune  system  to 
3  back,  at  least  partly. 


On  the  other  hand,  it's 
possible  that  the  immune 
system  may  be  permanently 
plagued   by   crucial  gaps. 
"That's  one  of  the  most  im- 
portant questions  facing  us 
now,"  says  researcher  Dr. 
Michael  M.   Lederman  at 
Case  Western  Reserve  Uni- 
versity. "Even  after  a  year 
of  therapy,  the  immune  sys- 
tem is  still  not  noiTiial."  The 
result  may  be  new  complications.  One 
worrisome  trend  to  be  aired  in  Geneva 
is  an  unexpected  rise  in  lung  cancer. 

What's  more,  the  new  drugs  aren't 
holding  vii'al  levels  down  ch-amatically  in 
up  to  half  of  patients.  "My  fear  is  that 
the  treatment  wall  fail  in  these  people," 
says  Lederman.  In  the  meantime,  such 
incomplete  vii-al  suppression  could  speed 
development  of  resistant  viruses.  In- 
deed, San  Francisco  General  Hospital 
researchers  have  documented  a  case  of 
transmission  of  an  Hiv  strain  capable 
of  foihng  all  cui'rent  dmgs.  And  despite 
hype  from  pharmaceutical  companies  in 
Geneva,  aids  activists  warn,  progi-ess 
m  developing  additional  weapons  has 
been  disappointing.  "One  of  the  mes- 
sages for  people  who  have  failed  treat- 
ment is  that  they  will  have  to  hang  on 
with  piano  wire  and  glue,  because  the 
near-term  drug  pipeline  is  pretty  thin," 
says  Martin  Delaney,  founding  director 
of  Project  Infoi-m,  an  aids  treatment- 
and-advocacy  group  in  San  Francisco. 


If  today's  aids  patients  can  hold  on 
long  enough,  however,  basic  science  will 
find  new  ways  to  attack  the  vims.  In 
mid-June  papers  published  in  Science 
and  Nature,  for  example,  a  team  led  by 
Joseph  G.  Sodroski  of  Harvard  Univer- 
sity's Dana-Farber  Cancer  Institute  and 
Wayne  A.  Hendrickson  of  Columbia 
University  reported  that  it  has  puzzled 
out  the  three-dimensional  shape  of  a 
protein  called  gpVZO,  the  "key"  that  hiv 
uses  to  unlock  the  door  to  cells.  In  an 
elaborate  process,  vu-al  gpl20  first  at- 
taches to  a  docking  port,  or  receptor, 
on  the  target  cell  called  cd4.  Then,  the 
combined  gi3l20/CD4  complex  binds  to 
a  second  cell  receptor.  That,  in  turn, 
enables  the  virus  to  penetrate  and  infect 
the  cell. 

"STEALTH  BOMBER."  Sodroski  and  Hen- 
drickson found  that  the  vims  is  even 
more  cunning  than  scientists  had 
thought.  In  what  Sodroski  describes  as 
a  "stealth  bomber"  approach,  hiv  coats 
gpVZO  with  sugai'  molecules  to  hide  itself 
from  the  immune  system.  What's  more, 
the  protein  has  dangling  loops  that  act 
like  umbrellas  to  shield  its  most  vul- 
nerable parts  from  the  body's  defens- 
es. Both  features  help  explain  how  the 
vims  can  evade  the  immune  system — 
and  why  vaccines  based  on  the  gpl20 
protein  have  failed. 

But  the  scientists  also  found  a  po- 
tentially vulnerable  spot.  One  of  the 
sections  that  gpl20  uses  to  bind  to  cd4 
is  a  deep  pocket  in  the  protein.  "It  \ooks 
like  a  very  attractive  place  to  target 
with  dmgs,"  says  Sodroski.  A  dmg  ca- 
pable of  filhng  the  pocket  might  be  able 
to  prevent  the  virus  from  binding  to 
and  infecting  ceUs.  Moreover,  better  vac- 
cines might  be  able  to  prod  the  immune 
system  into  making  its  own  "smart 
bombs" — antibodies  that  could  also  home 
in  on  the  vulnerable  region.  Sodroski  is 
already  working  with  SmithKline 
Beecham  PLC  on  possible  drug  candi- 
dates. Another  promising  development 
comes  from  Durham  (N.C.)  startup 
Ti'imeris,  where  a  peptide  that  blocks 
the  next  step  in  hiv's  entry  into  cells  is 
about  to  enter  Phase  II  clinical  trials. 

Unfortunately,  most  dmgs  based  on 
the  new  discoveries  are  years  away. 
And  an  effective  vaccine  probably  won't 
be  ready  for  at  least  a  decade.  That's 
why  prevention  is  so  cmcial.  The  Ge- 
neva meeting  will  offer  plenty  of  evi- 
dence that  science  and  public-health  re- 
searchers already  know  how  to  fight 
the  spread  of  the  vims.  But  until  gov- 
ernments get  serious,  the  hiv  clock  will 
keep  ticking  at  the  relentless  pace  of 
10  new  infections  eveiy  minute. 

By  John  Carey  in  Washington 
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HOMES  FOR  SENIORS 
WHERE  THE  LIVING  IS  EASIER 


Christine  Lawson  was 
76  and  a  widow  when 
she  opted  for  a  hfe- 
style  that  many  her  age  are 
choosing.  She  sold  her  house 
in  St.  Petersburg,  Fla.,  and 
moved  to  a 
nearby  assist- 
ed-living  com- 
plex. Home  today  is  elegant 
Lake  Seminole  Square,  where 
Lawson,  now  84,  has  a  two- 
bedroom  apartment  and  pays 
$1,600  in  monthly  fees.  Un- 
like life  in  a  tyiMcal  Florida 
condo  development,  she  has 
easy  access  on  the  premises 
to  prepared  meals,  wellness 
programs,  an  emergency  call 
system,  and  a  nurse. 

More  important  to  Lawson 
is  her  contractual  guarantee 
that  she'll  get  care  no  mat- 
ter how  disabled  she  becomes. 
Should  she  no  longer  be  able 
to  live  independently,  she'll 
be  able  to  transfer  to  a  small- 
er unit  on  the  grounds  and 
get  help  with  medications, 


ELDER  CARE 


bathing,  and  meals.  If  she 
needs  a  nursing  home,  Semi- 
nole Square  operates  one 
nearby  where  residents  in 
most  cases  can  stay  even  if 
they  nui  out  of  money.  That 
gives  peace  of 
mind,  Lawson 
says,  noting: 
"I'd  be  among  friends." 

If  you're  considering  assist- 
ed living  for  yourself  or  ag- 
ing pai'ents,  Lawson's  lifestyle 
has  appeal.  For  older  people 
of  soimd  mind  but  not  always 


sound  body,  assisted  living  of- 
fers a  middle  way  between 
managing  alone  and  depend- 
ing on  a  nursing  home.  The 
concept  is  catching  on  fast. 
About  25,000  facilities  now 
serve  some  1  million  well- 
heeled  residents,  says  the  As- 
sisted Living  Federation  of 
America  (ALf'A),  a  tirade  group. 
The  demogi-ajjliics  have  drawri 
big,  publicly  traded  outfits,  in- 
cluding Mairiott  and  Sumise 
Assisted  Living  (page  90).  Re- 
ligiously affiliated  no-for-prof- 


What  to  Ask  Before  You  Sign 

►  Does  the  facility  guarantee  care  for  as  long  as  you  live? 

►  Is  it  certified  by  the  Continuing  Care  Accreditation 
Committee? 

►  Does  it  have  a  reserve  fund  to  help  ensure  delivery  of 
care  over  the  long  term? 

►  Is  there  special  care  for  Alzheimer's  patients? 

►  What  specific  services  are  supplied  under  the  categories 
of  grooming,  eating,  bathing,  and  transportation? 


its,  such  as  American 
Homes   of  the  WV 
Kendal  Corp.,  a  Qual 
tei-prise,  are  also  acti\ 
Before  you  sign  up 
sisted  living,  you  n 
take  a  sober  look  ;ti 
involved.  Advocate.^ 
elderly  caution  that  i 
ing  can  play  on  emoln. 
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i,  difficult  financial  and 
[uestions.  Says  Bi-uce 
y,  an  attorney  with  the 
;an  Association  of  Re- 
'ersons  (aarp):  "Pro- 
use  language  that  sug- 

freedom  of  choice, 
■,  self-autonomy,  priva- 

security.  It's  certainly 
ir  some  assisted-living 
}s.  The  question  is,  do 
s  that  don't  fulfill  those 
es  get  a  free  ride?" 
sted  living  comes  in  a 
ng  array  of  fomiats — 
ors  and  providers  can't 
gree  on  a  definition  of 
m.  Seminole  Square  is 
nuing  care  retirement 
Jiity  (CCRC)  and  repre- 
;he  top  tier  of  the  in- 

Its  365  independent- 
•esidents  have  resom-ces 
end  Social  Seciuity  and 
1  checks:  Lawson  had 
ve  a  net  worth  of  $1 

before  her  application 


was  accepted;  newer  residents 
have  just  had  to  prove  suffi- 
cient resoiu'ces  to  cover  fees. 
That  generally  means  at  least 
$200,000  in  assets. 
LOW  FEES.  TViDically,  c;cRCs  re- 
quire up-front  payments  of 
$50,000  to  $200,000  to  help  pay 
for  long-teiTn  cai'e,  plus  $1,200 
to  $1,500  in  monthly  fees  to 
cover  housing  and  mainte- 
nance. "A  CCRC  is  a  communi- 
ty that  has  insiu'ed  itself  for 
[residents']  futiu'e  health  cai'e," 
says  David  Cole,  continuing 
cai"e  director  of  the  Ameiican 
Association  of  Homes  &  Ser- 
vices for  the  Aging,  a  trade 
gi'oup.  Even  so,  experts  ad- 
vise buying  separate  long- 
term-care  msurance  to  defray 
nursing-home  costs  that 
tlvreaten  individual  resoui'ces. 
Seminole  Square  residents 
who  gi-aduate  to  the  niu'sing 
home  pay  about  $110  a  day. 
ccRC^s  vary  widelv-  Some 


are  rentals,  with  lower  entry 
fees;  the  newest  are  full-own- 
ership condos.  Seminole 
Square  is  one  of  the  latter — 
with  a  twist.  Lawson  holds 
the  deed  to  her  condo,  but 
has  signed  an  agi'eement  al- 
lowing the  provider  exclusive 
repui'chase  rights  once  she 
moves  out  or  dies.  She  or  her 
heirs  will  receive  50%  of  her 
initial  investment. 

Less  comprehensive  than 
CCRCs  ai'e  fi-eestanding  inde- 
pendent complexes.  Tlietr  res- 
idents receive  meals,  medical 
services,  and  light  assistance 
as  pait  of  their  contracts.  No 
up-fi'ont  payments  are  made, 
and  fees  average  about  $2,000 
a  month.  But  residents  lack 
the  option  to  "age  in  place." 
Once  they  require  nursing 
home  care,  they  must  move. 

In  choosing  an  assisted-hv- 
ing  facility,  ask  yourself 
whether  vou  want  a  home 


Assisted  Living 


ICAN  ASSN.  OF  HOMES 
VICES  FOR  THE  AGING 

75-9253,  www.aahsa.org 
shes  free  pamphlet  on 
r  care  options.  Also  pub- 
The  Continuing  Care  Re- 
ent  Community:  A  Guide- 
ior  Consumers  ($10-15), 
ible  at  800  508-9442. 


AMERICAN  BAR  ASSN.  COMMIS- 
SION ON  LEGAL  PROBLEMS  OF 
THE  ELDERLY 

202  662-8690, 
www.abanet.org/elderly 
Offers  The  ABA  Legal  Guide  for 
Older  Americans  ( $13),  which 
includes  sections  on  assisted 
living. 


ASSISTED  LIVING  FEDERATION 
OF  AMERICA 


CHECKLIST 

ioaruig  the 
Kapson 
Senior  Quar- 
tersfacility 
in  Lyjibrook, 
N.Y.Make 
sure  that 
floors  are 
nonskid, 
sh  elves  easy 
to  reach,  and 
lighting  and 
temperature 
are  suitable 


where  you  can  live  out  your 
days — and  if  you  can  afford 
it.  Then  focus  your  search. 
Finding  facilities  is  easy: 
ALFA  provides  a  state-by- 
state  listing.  And  newspapers 
are  packed  with  ads. 

When  you  visit  a  complex, 
expect  a  mai'keting  represen- 
tative to  show  you  the 
grounds  and  model  apart- 
ments. Pay  close  attention  to 
staff-resident  relationships. 
"Wlien  I'm  taken  on  a  tour 
by  an  administrator  and  she 
barely  acknowledges  a  resi- 
dent in  the  hallway,  that's  a 
red  flag,"  says  alfa  President 
Kai'en  Wayne.  Her  gi-oup  pro- 
vides a  checklist  of  criteria: 
Are  prospective  applicants 
fi'ee  to  talk  to  residents?  Is 
the  decor  tasteful  and  home- 
like? Are  apartment  floors 
nonskid? 

Once  the  facility  passes  a 
smface  inspection,  it's  time  to 


NATIONAL  ACADEMY  OF 
ELDER  LAW  AHORNEYS 


703  691-8100,  www.alfa.org 
Offers  free  pamphlet,  Assisted 
Living  Guide  &  Checklist,  and 
a  listing  of  member  facilities 
by  state;  also  publishes  in- 
dustry magazine,  Assisted 
Living  Today 


520  881-4005,  www.naela.org 
A  directory  ( $25 )  lists  attor- 
neys who  can  review  assisted- 
living  contracts;  also  has  free 
brochure:  Questions  and 
Answers  When  Looking  for  an 
Elder  Law  Attorney 
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delve  deeper.  If  you're  inter- 
ested in  a  CCRC,  check  if  it's 
accredited  by  the  Continuing 
Care  Accreditation  Commis- 
sion. This  industiy  self-regu- 
latoiy  group  watches  financial 
operations  closely — a  particu- 
lar concern  to  residents  who 
ha\'e  paid  big  up-fi'ont  fees. 

Call  youi'  state  commission 
on  aging  or  attorney  general's 
office  to  inquire  about  com- 
plaints. Then  hire  a  good  el- 
der-care lawyer  and  review 
the  contract  line  by  line,  aarp 
lawyers  say  the  best  contracts 
cleai'ly  spell  out  personal  ser- 
vices. One  AARP-endorsed  con- 
tract defines  "grooming"  as 
helping  residents  shave,  bnish 
then-  teeth  or  clean  dentiu'es, 
comb  their  hair,  and,  on  a 
scheduled  basis,  wash  and  cby 
hair  as  well.  Watch  out  for 
statements  such  as  "service 
level  fee  will  be  subject  to 
change  as  resident's  condition 
changes."  If  a  contract  says 
transportation  is  provided. 


NO  TRAVEL  On-premises  hair  salons  are  common 


check  if  that  means  only  one 
trip  a  week  to  the  store. 

Residents  also  must  gi'ap- 
ple  with  the  futiu'e,  uncom- 
fortable as  that  may  be.  As 
elder-care  attorney  John 
Kearns  III  of  Hartford  says: 
"I  have  never  had  a  client 
say,  'I  want  to  go  to  a  nvu's- 
ing  home.' "  Yet  applicants 
should  know  the  score:  To 
what  degi'ee  will  the  facility 


allow  you  to  age  in  place?  If 
you're  likely  to  develop  Alz- 
heimer's disease,  is  there  a 
special  wing  to  serve  you? 
Can  you  stay  in  your  apart- 
ment if  you  become  inconti- 
nent? "People  are  really  sold 
on  the  idea  that  they  can 
move  to  this  place  and  stay 
there,"  says  aarp's  Vignery. 
"It's  not  clear  whether  that's 
going  to  happen,  either  in 


teiTns  of  contract  law  or 
regulation." 

Regulation  in  fact,  re 
scarce:  29  states  don't 
use  the  tenn  "assisted  1 
yet,  according  to  the  N 
al  Academy  for  State  I 
Policy.  Other  states  dor 
tinguish  between  assist 
ing  facilities  and  small- 
times,  deficient — boar 
care  homes  for  recipiei 
pendent  on  governmei 
While  the  lai-gest  assist 
ing  providers  have  beei 
active  in  Florida,  Texa 
CahfoiTiia,  states  awai'd 
highest  marks  for  fl 
"age  in  place"  polici( 
Hawaii,  Kansas,  Oregor 
Jersey,  and  Vermont. 

That  list  will  likely 
with  the  85-and-up  pop 
expected  to  double  bj 
For  seniors  like  Ch 
Lawson,  with  resour 
back  them  up,  the  exp 
number  of  providers^ 
healthy  trend.  Jon 


SMART  MONEY 


ASSISTED-LIVIIVG  STOCKS: 
JUST  TAKING  A  BREATHER 


Investors  have  a  lot 
to  like  about  the 
business  of  provid- 
ing assisted-living 

housing.  A  rapidly  aging 
population  is  fueling  de- 
mand, the  industiy  is  lightly 
regulated,  and  residents  pay 
the  bills  themselves,  reduc- 
ing the  risk  that  comes  with 
government  or  insurance  re- 
imbiu"sement.  "It  is  the  only 
place  in  health  care  where 
you  have  mai'ket  forces  i-un- 
ning  the  business,"  says 
Ray  Lewis,  who  covers  the 
industry  for  Schi-oder  &  Co. 

But  those  positive  themes 
have  taken  a  backseat  re- 
cently to  concerns  about 
overcapacity  and  the  quaUty 
of  eai'nings.  Following  a 
runup  of  more  than  a  year, 
many  stocks  have  lost  20% 
to  30%  of  their  value  in  the 


past  two  months.  Investors 
fled  the  group  after  bell- 
wether Sunrise  Assisted 
Living's  first-quarter  earn- 
ings announcement  fed  their 
fears  about  oversupply.  Sun- 
rise's stock  has  stumbled 
nearly  40%,  to  28M  on  June 
22.  One  problem:  Sunrise's 
new  facilities  have  been  fill- 
ing up  slower  than  in  the 
past  because  they  are  locat- 
ed in  areas,  such  as  Atlanta, 
where  a  great  deal  of  new 


capacity  has  come  on  line  all 
at  once. 

The  upshot:  Many  assist- 
ed-living stocks  are  cheap 
relative  to  their  anticipated 
gi'owth  rates.  Sumise,  for 
example,  should  still  see 
earnings  rise  40%  a  year 
over  the  long  tenn.  But  it's 
trading  at  only  19  times  1999 
operating  earnings,  calculates 
Jim  Rumpel,  an  analyst  with 
Raymond  James.  Scott  Estes 
of  NationsBanc  Montgomeiy 
Secuiities  issued  a  "buy"  rat- 
ing on  Suraise  June  17,  cit- 
ing its  strong  management, 
emphasis  on  Alzheimer's 
care,  and  discounted  stock 
price.  Lewis,  meanwhile,  has 


Bargain-Hunting  Time? 


COMPANY 


;  PRICE*  ;  52-WEEK  HIGH 


ALTERNATIVE  LIVING  SERVICES  (ALI)     ;  2?^  3514  ;  30 

ASSISTED  LIVING  CONCEPTS  (ALF)       \m  \  22%  ;  29 

BROOKDALE  LIVING  COMMUNITIES  (BLCI):  26%  ;  30K  36 

CAREMATRIX (CMD)                       \2^A  \  35  1 27 

SUNRISE  ASSISTED  LIVING  (SNRZ)        i  28X  \     46X  ^29 

*June  22  '"Estimated  1998  earnings        DATA:  BLOOMBERG  financial  markets 


P/E" 


a  12-month  price  target  | 
for  American  Retiremeif 
now  at  mw,  43  for  Altei| 
tive  Living  Services,  no'^ 
27"/fi;  and  27  for  Assisted 
Living  Concepts,  now  a^ 

One  stock  that  has  hiiS 
steady  is  Brookdale  Li'ii| 
Communities.  Kumpel  i^ 
that's  because  it  is  gvo^^ 
by  acquisition,  rather  td 
building  properties,  an(ii 
not  been  taken  down  o"i\ 
concerns  about  oversujip 

Estes  thip-ks  what  ccaB 
most  for  assisted-living  i 
stocks  is  strong  managna 
and  superior  facilities. 
lysts  expect  regulation  f  ' 
the  industiy,  now  donetsi 
by  state,  to  step  up.  Bi 
stricter  rales  could  berfit 
the  best-run  companie> 
They'll  easily  meet  ne\ 
standards  and  gsin  an 
tunity  to  buy  smallei'  ] 
that  can't  upgi'ade.  E^i 
Ukes  Cai'eMatrix  on  tli 
score.  Oversupply  and 
tions  about  earnings  n 
continue  to  dog  the  im 
But  long-teiTO  trends  ; 
its  favor.  Amr^ 
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ick  here  for 
™a-and  savings 


3u're  a  fan  of 
3ure  Chicago 
^man  Washboard 
but  live  in  rural 

int,  your  chances  of 
r  the  recording  you 
in  a  local 

shop  may 
:t  to  nil.  But  thanks  to 
temet,  you  don't  have 
/e  hours  to  Boston  to 
.  Instead,  you  can  shop 
he  growing  number  of 

stores  offering  every- 
from     bebop  to 
wen  at  discounts  of  up 


ONLINE 


competitors  offer  thou- 
sands of  selected  au- 
dio clips,  although 
most  are  annoy- 
ingly  short — 30 
seconds  or 
less — because 
of  copyright 
restrictions. 
And  if  you 
don't  find 
your  heart's 
desii'e  at  cdnow 
or  Amazon.com, 
click  on  the 
Yahoo!  search 
engine  (www. 
yahoo.com),  type  in  "music 
online  shopping,"  and  you  will 
get  a  directory  of  nearly  200 
sites,  many  dealing  in  specif- 
ic genres  such  as  African, 
Danish,  or  Latin  music. 

For  sheer  ease  of  use,  cd- 
now stands  out  from  the 
pack,  with  a  clean  design  and 
the  smartest 
search  capabili- 
ties. N2K's  Music  Boulevard 
has  a  unique  feature:  The  site 
automatically  displays  the 
cover  art  for  many  titles  it 
has  by  an  artist  you  select. 
The  only  problem  is  it  can 
take  more  than  a  minute  to 
download  pages  for  such  pro- 


i  cyber- 
ores,  online 
retailers  list 
)llections  of 
almost 
iteeing  you 
ction.  ('D- 
Doasts  up- 
of  a 
ir  million 
ings  in  its 
?,  whereas 
Records 
160,000  on- 
able),  dou- 
hat  it  of- 
hrough  its 
t  walk-in 
superstores, 
at's  more, 
/  and  its 


Where  to  Buy  CDs  Online 


SITE 


NUMBER  OF  TITLES  AUDIO  SAMPLES  PRICE* 


AMAZON.COM 

www.aniazon.com 

CDNOW 

www.cdnow.com 

CD  UNIVERSE 

www.cduniverse.com 

MUSIC  BOULEVARD 

www.musicblvd.com 

TOWER  RECORDS 


*As  of  June  19  and  20  for  these  nine  titles,  including  shipping:  Miles  Davis.  Kind  of 
Blue:  Ray  Charles,  Genius  &  Soul-SOth  Anniversary,  Frank  Sinatra,  Very  Good  Years, 
Johnny  Cash,  Man  in  Black  1963-1969:  Titanic  soundtrack,  Webb  Pierce,  King  of  ttie 
Honky  Tank.  Sarah  McLachlan,  Fumbling  Towards  Ecstasy  Natalie  Merchant.  Jlgerlily 
Parliament,  Tear  the  Roof  Oti  1974-1980  DATA  BUSINESSWEEK 


100,000 

225,000 

$306.93 

2i5O,000 

315,000 

$320.18 

200,000 

150,000 

$285.28 

200,000 

150,000 

$295.70 

160,000 

45,000 

$319.06 

lific  artists  as  Frank  Sinatra. 

Surprisingly,  the  clumsiest 
site  belongs  to  Amazon.com, 
the  pioneer  online  bookseller 
that  opened  its  music  store 
in  June.  When  I  was  shop- 
ping for  f'Ds,  after  each  se- 
lection Amazon  would  return 
me  to  the  home  page  for  its 
sister  book  service.  More 
than  once  I  ran  a  search  for 
an  artist  before  realizing  that 
I  had  defaulted  to  the  book 
section  and  Amazon  actually 
was  looking  through  its  book 
catalog.  Worse,  while  other 
sites  showed  a  lainning  tally 
of  how  much  my  spree  would 
cost,  Amazon  told  me  the  fi- 
nal tab  only  after  I  initiated  a 
piu-chase — when  I  was  a  click 
away  from  having  the  order 
shipped. 

WORST  OFFENDER.  Tlie  online 
services  all  share  one  short- 
coming: mediocre  search  ca- 
pabilities. The  problems  are 
most  extreme  in  classical  mu- 
sic, given  that  most  classical 
albums  don't  have  titles.  The 
worst  offender  is  Music 
Boulevard,  which  allows  you 
to  search  by  composer,  or- 
chestra, peifonner,  and  title — 
but  not  by  work. 

For  some  audiophiles,  the 
biggest  considei'ation  is  price. 
To  test  the  economics  of  buy- 
ing CDs  online,  business 
WEEK  priced  a  basket  of  nine 
CDs  at  the  major  sites  (table). 
CD  Universe  offered  the  pack- 
age, which  lists  for  nearly 
$350,  for  about  $285  with 
III  iiiimiii  shipping,  com- 
pared with  $307 
at  Amazon.com 
and  $320  at  cd- 
Now. 

If  you  live  in  a 
big  city,  you  can 
probably  get 
what  you're  look- 
ing for  through  a 
music  superstore. 
But  for  small- 
iovm  residents  or 
people  with  an 
urge  to  order 
jazz  singer  Blos- 
som Dearie's  lat- 
est CD  without 
leaving  home,  the 
Web  services 
come  in  handy. 
Dean  Foust 


FUND  WATCH 


■  MIDDLE  GAME.  If  you're 
reluctant  to  brave  the 
small-cap  minefield,  there 
is  an  alternative:  funds 
that  focus  on  midsize  com- 
panies. The  rationale  is 
that  these  businesses 
— capitalized  at  $500  mil- 
lion to  $6  billion — have 
already  made  it  through 
the  risky  small-cap  phase 
but  haven't  grown  so  huge 
that  gi'owth  has  slowed. 
"We  pick  them  up  when 
they  are  heading  for  their 
next  stage  of  gi-owth," 
says  Christopher 
McHugh,  who  manages 
tip:  Turner  Midcap 
Growth  Fund. 

Only  18  months  old,  Mc- 
Hugh's  $2;3  milhon  no-load 
ftmd  has  gained  40%  in  the 
12  months  ended  June  19, 
putting  it  m  the  top  3%  of 
funds  in  its  cat- 
egory— and 
well  ahead  of 
the  Standard  & 
Poor's  500 
stock  index  (up 
24%)  and  the 
Russell  Midcap 
Growth  Index 
(up  19%). 
McHugh  limits 
risk  by  diversi- 
fying across  sectors,  al- 
ways keeping  the  same 
broad  sector  weightings  as 
his  midcap  benchmark.  He 
also  stays  fully  invested 
and  keeps  about  100  stocks 
in  his  portfolio. 

With  17%  of  its  assets 
in  technology,  the  fund  has 
loaded  up  on  Net  names, 
such  as  Amazon.com,  Ya- 
hoo!, Excite!,  Lycos,  and 
SportsLine  VSA.  Several 
are  stocks  that  got  too 
large  for  T\u-nei''s  small-cap 
fund.  Strong  same-store 
sales  stats  in  April  and 
May  also  drew  McHugh  to 
retailers,  such  as  Aber- 
crombie  &  Fitch,  Linens  'n 
Things,  and  Dollar"  Tree 
Stores.  Amey  Stone 

For  an  expanded  version,  go  to 
www.businessweek.com/today.htin 
or  AOL,  keyword:  BW  Daily. 
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BizLmk 

Unless,  of  course,  you  actually 
enjoy  filling  out  forms. 

Want  advertiser  information  now,  without  having  to  fill 
out  one  of  those  pesky  reader  service  cards?  Connect  wit 
BizLink,  Business  Week's  new  electronic  reader  service 
fulfiLlment  system.  You'll  get  the  information  you  need  t\ 
way  you  want  it — by  fax,  phone,  mail,  or  e-mail.  It's  free 
it's  fast  and  nothing  could  be  simpler.  Why  wait? 
Access  BizLink  now: 

www.businessweek.com/BizLink/ 


BusinessWeek 


Most  Read.  Best  Read.  Worldwide. 


And  if  you  don't  have  an  Internet  connection, 
just  call  1-800-848-6708. 
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UCTION  INDEX 


PRODUCTION  INDICATORS 


ihgi'  trijMi  ijst  week:  0.0% 
inge  from  last  year;  6,7% 


PRODUCTION  INDEX 

June  13=133  8 
1992=100 


lune  Oct  Feb  June 

997  1997  1998  1998 

ndex  IS  a  4-week  moving  average 

Dduction  index  was  flat  for  the  week  ended  June  13,  The  unaveraged 
ell  1%,  to  133,6,  from  134,9.  Part  of  this  dip  can  be  blamed  on  the 
3t  General  Motors  Corp.  But  other  components  besides  auto  and  truck 
tion  were  down  as  well.  Electricity  was  off  by  3.6%,  with  reduced 
in  tfie  New  England  and  Mid-Atlantic  regions.  Steel  production  was 
)wn,  with  the  rate  of  utilization  the  lowest  since  last  August.  Coal  and 
ight  traffic  also  fell.  Only  lumber  and  oil  posted  gams. 

clion  index  copyright  1998  by  The  McGraw-Hill  Conipafiies 


ING  INDICATORS 


UTEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

[  PRICES  (6/19)  S&P  jOO 

1100.65 

1098.84 

22.5 

IRATE  BOND  YIELD.  Aaa  (6/19) 

6.49% 

6.52% 

-11.5 

f  SUPPLY,  M2  (6/8)  billions 

$4,182.9  $4,187.7r 

7.2 

L  CLAIMS.  UNEMPLOYMENT  (6/13)  thous 

327 

314r 

-5.2 

SAGE  APPLICATIONS.  PURCHASE  (6/19) 

274.6 

262.1 

33.0 

SAGE  APPLICATIONS.  REFINANCE  (6/19) 

1,406,2 

1,209.6 

254.7 

!S:  Standard  &  Poor's,  Moody's,  Federal  Reserve,  Labor  Dept.,  Mortgage 
i  Assn.  (index   March  16.  1990=100) 

ERESTRATES 

lAL  FUNDS  (6/23) 

LATEST 
WEEK 

5,36% 

WEEK 
AGO 

5.55% 

YEAR 
AGO 

5.39% 

ERCIAL  PAPER  (6/23)  3-month 

5,50 

5.50 

5.63 

FICATES  OF  DEPOSIT  (6/24)  3  month 

5,60 

5.60 

5.66 

MORTGAGE  (6/19)  30-year 

7,08 

7.11 

7.81 

tTABLE  MORTGAGE  (6/19)  one  year 

5,83 

5.79 

5.87 

i  (6/19) 

8.50 

8.50 

8.50 

;s:  Federal  Reserve,  HSH  Associates.  Bloomberg  Financial  Markets 


STEEL  (6/20)  thous.  of  net  tons 

LATEST 
WEEK 

2,067 

WEEK 
AGO 

2,190# 

YEARLY 
%  CHG 

-3.5 

AUTOS  (6/20)  units 

98,384 

113,800r# 

-26.3 

TRUCKS  (5/20)  units 

101.566 

125,585r# 

-22.0 

ELECTRIC  POWER  (6/20)  millions  of  kilowatt-hrs. 

70,713 

54,274# 

5.5 

CRUDE-OIL  REFINING  (6/20)  thous.  of  bbl./day 

15,443 

15,507# 

2.6 

COAL  (6/13)  thous.  of  net  tons 

21,279# 

21,581 

1.9 

LUMBER  (6/13)  millions  of  ft. 

494. 9# 

494.9 

-4.1 

RAIL  FREIGHT  (6/13)  bilhons  of  ton-miles 

27. 5# 

27.8 

4.6 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept  ,  WWPAi,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (6/24)  $/troy  oz. 

LATEST 
WEEK 

293.850 

WEEK 
AGO 

290.000 

YEARLY 
%  CHG 

-13.2 

STEEL  SCRAP  (6/23)  #1  heavy,  $/ton 

135.50 

134.50 

-2.2 

COPPER  (6/19)  c/lb. 

77.7 

80.0 

-37.4 

ALUMINUM  (6/19)  e/ib 

63.5 

64.0 

-16.0 

COTTON  (6/20)  strict  low  middling  1-1/16  in,,  j/lb.  73.04 

72.11 

2.7 

OIL  (6/23)  $/bbl. 

14.16 

11.94 

-23.3 

CRB  FOODSTUFFS  (6/23)  1967=100 

240.00 

240.14 

-0.8 

CRB  RAW  INDUSTRIALS  (6/23)  1967=100 

296.84 

297.83 

-11.5 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metal- 
market.  NYMEX,  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (6/24) 

LATEST 
WEEK 

141.13 

WEEK 
AGO 

137.55 

YEAR 
AGO 

114.03 

GERMAN  MARK  (6/24) 

1.80 

1.79 

1.73 

BRITISH  POUND  (6/24) 

1.67 

1.67 

1.66 

FRENCH  FRANC  (6/24) 

6.04 

5.99 

5.82 

ITALIAN  LIRA  (6/24) 

1774.2 

1759,0 

1683.5 

CANADIAN  DOLLAR  (6/24) 

1.47 

1,46 

1.39 

MEXICAN  PESO  6/24) 

8.932 

8,875 

7.940 

TRADE-WEIGHTED  DOLLAR  INDEX  (6/24) 

113.5 

112.9 

103.4 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  British  pound  in  dollars,  Trade-weighted  dollar  via  J  P,  Morgan 


data  in  the  production  indicators  are  seasonally  adiusted  m  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
ent.  I=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r-revised       NM=Not  meaningful 


HE  WEEK  AHEAD 


lOME  SALES 

y,  June  29,  10  a.m. cor  ►  New  homes 
olid  at  an  annual  rate  of  875,000  In 
own  from  April's  888,000  pace,  says 
dian  forecast  of  Standard  &  Poor's 
unit  of  The  McGraw-Hill  Companies. 

MEETING 

iy,  June  30  ►  The  Federal  Reserve 
5  Federal  Open  Market  Committee  will 
0  set  monetary  policy.  No  change  in 
t  rates  is  expected.  The  meeting  con- 
on  July  1. 

JMER  CONFIDENCE 

3y,  June  30,  10  a.m.EDT*-  The  Confer- 
loard's  index  of  consumer  confidence 


likely  stood  at  135  in  June,  little  changed 
from  135.2  in  May.  Household  economic 
optimism  remains  quite  high. 

NAPM  SURVEY 

Wednesday.  July  1,  10  a.m.eoT^  The 
National  Association  of  Purchasing  Manage- 
ment's business  Index  probably  slipped  to 
51%  in  June,  from  51.4%  in  May.  The  fall- 
out from  the  Asian  crisis  Is  hitting  the  U.  S. 
industrial  sector. 

LEADING  INDICATORS 

Wednesday,  July  1,10  a.m.EDT^-  The  Con- 
ference Board's  Index  of  leading  indicators 
was  probably  unchanged  In  May,  after  rising 
0.1%  in  April. 


CONSTRUCTION  SPENDING 

Wednesday,  July  1,  10  a.m.EDT>-  Construc- 
tion spending  probably  increased  0.4%  in 
May,  says  the  S&P  mms  forecast,  on  top  of 
a  0.8%  gain  in  April. 

EMPLOYMENT 

Thursday,  July  2.  8:30  a.m.EDT  >  Nonfarm 
payrolls  likely  increased  just  206,000  in 
June,  a  smaller  gam  than  the  295,000  added 
in  May.  June's  jobless  rate  likely  edged  up  to 
4.4%  from  May's  4.3%. 

FACTORY  INVENTORIES 

Thursday,  July  2,  10  a.m.EDT*-  Manufactur- 
ers likely  increased  their  inventories  by  0.2% 
in  May,  on  top  of  a  0.5%  gain  in  April. 
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rnis 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 


R~  Sunday 
Want  uniir  nrnriiirt 


Want  your  product  to  show  up 
in  a  movie  or  TV  show?  Eric 
Dahlquist  Sr.  of  Vista  Group 
knows  how  to  swing  it,  and 
he'll  tell  all  in  this  BW 
Enterprise  chat,  presented  in 
conjunction  with  AOL's 
Workplace  Weekend  program. 
June  28 
9  p.m.  EDT 

Thursday 

in  this  crazy  market,  it's 
harder  than  ever  to  decide 
what  stocks  to  buy,  sell,  or 
hold — but  Sam  Stovall  of 
Standard  &  Poor's  will  have 
expert  answers  for  your 
questions  in  another  of  our 
weekly  investment 
conferences.  July  2 
9  p.m.  EDT 

AOL  keyword:  BWTalk 

Transcripts  of  all  conferences 
are  available  for  downloading 
from  tfie  BW  Online  area  on  AOL 
soon  after  eacfi  event. 


For  a  free  trial  diskette 
including  50  free  tiours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


A 

A  M  E  Ryl^C  A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Abercrombie  &  Fitch  91 
Adobe  Systems  (ADBE)  16 
Aetna  (AET)  36 
Agfa  16 

Alcatel  Alsthom  57 
Alcoa  (AA)  4 

Alternative  Living  Services 
(ALI)  90 

Amazon  com  (AMZN)  91 
Amencan  General  (AGO  70 
Amencan  Home  Products 
(AHP)  37 

Amencan  Pad  &  Paper 
(AGP)  70 

Amencan  Retirement 
(ACR)  90 

America  Online  (AOL)  40 
Ameritech  (AIT)  29 
Andersen  (Arthur)  58 
Assisted  Living  Concepts 
(ALF)  90 

AT&T(T)  24,28,30,31,80, 
96 

B 


Bakne  &  Brothers  57 
Banco  Santander  de  Negocios 
Portugal  49 

Bank  of  New  York  (BK)  70 
Barneys  New  York  48 
Bell  Atlantic  (BEL)  28, 30 
BellSouth  (BLS)  24 
Berkshire  Hathaway  (BRK)  75 
Best  Buy  (BBY)  70 
BOG  Holdings  54 
British  Telecommunications 
(BTY)  30 

Bnstol-Myers  Squibb 

(BMY)  86 
Brookdale  Living 

Communities  90 
BT  Funds  Management  57 


Capital  Co,  of  Amenca  76 
CardioThoracic  Systems 
(CTSI)  70 

CareMatrix  (CMD)  90 
GDNow  91 
CD  Universe  91 
Chicago  Bulls  38 
Chrysler  (C)  50 
Citicorp  (CCD  45, 70 
CNN(TWX)  76 
Coca-Cola  (KO)  75,76 
Comcast  (CMCSA)  30 
Compaq  Computer  (CPQ)  31 
CompUSA  (CPU)  40 
Computer  City  (TAN)  40 
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U.S.  MARKETS 

Latest 

%  change 
Week  Year 

BEST-PERFORMING  Last 
GROUPS                     month  % 

Last  12 
months  % 

Dow  JonBS  Industrisls 

1.1 

16.0 

Homebuilding  16.0 

Specialty  Appar.  Retailers  1 13.5 

NASDAQ  Combined  Composite 

1877.8 

5.7 

29.8 

Computer  Software  15.9 

Broadcasting 

78.6 

S&P  MidCap  400 

357.5 

1.3 

24.5 

Drug  Chains  11.7 

Homebulding 

76.1 

S&P  SmallCap  600 

188.8 

1.7 

18.8 

Specialty  Appar.  Retailers  1 1 .6 

Automobiles 

74.9 

S&P  SuperComposite  1500 

240.7 

2.2 

26.8 

Personal  Loans  10.8 

Airlines 

71.6 

SECTORS 

Latest 

%  change 
Week  Year 

WORST-PERFORMING  Last 
GROUPS                     month  % 

Last  12 
months  % 

Bloomberg  Information  Age 

352.3 

5.2 

30.8 

Machine  Tools  -19.9 

Metals 

-44.5 

S&P  Financials 

136.3 

2.4 

33.4 

Oil  &  Gas  Drilling  -17.4 

Gold  Mining 

-28.2 

S&P  Utilities 

244.3 

-0.2 

24.7 

Gold  Mining  -15.8 

Shoes 

-25.2 

PSE  Technology 

343.7 

5.0 

19.9 

Hospital  Management  -15.6 

leisure  Time 

-21.6 

%  chanee 

Forest  Products  -14.9 

Hospital  Managemen 

-20.3 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE  100) 

Frankfurt  (HAX) 
Tokyo  (NIKKEI  225) 

5804.9 
5779.9 
15,123.2 

-0.5 
1.2 
2.8 

25.1 
52.2 
-26.9 

BLOOMBERG  MONEY  FLOW  ANALYSIS 

Rebound  ahead?  Stocks  with  most  1-month 
significant  buying  on  price  weakness            Price  change 

UnniT  Knno  (H^no  ^pno^ 
nuiig  fxuiig  vndiig  ociig/ 

8296.8 

3.7 

-44.9 

Citicorp 

149V8 

-3^4 

Toronto (TSE  300) 

7264.4 

1.0 

11.5 

IBM 

111^4 

-9V4 

Mexico  City  (IPC) 

4378.3 

0.9 

-0.4 

Wells  Fargo 

353 'A 

-20^8 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

J. P.  Morgan 

118^16 

-11^4 

Merrill  Lynch 

91  Vz 

S&P  500  Dividend  Yield 

1.40% 

1 .43  % 

1.66% 

-3/16 

S&P  500  P/E  Ratio  (Lastl2mos. 

26.3 

25.7 

22.8 

GTE 

57  V2 

-1  V2 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*    21 .7 
First  Call  Earnings  Revision*        -1 .27  % 

21.1 
-1.13% 

18.5 
-1.30% 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Week 

Intel 

75 '74 

^16 

TECHNICAL  INDICATORS 

Latest 

ago 

Reading 

WorldCom 

47 '5/16 

2^16 

S&P  500  200-day  average 

1017.5 

1012.9 

Positive 

Cisco  Systems 

86  7/8 

10'/8 

Stocks  above  200-day  average       44.0%    44.0%  Neutral 
Options:  Put/call  ratio                 0.61       0.73  Neutral 
Insiders:  Vickers  Sell/buy  ratio       2.18       2.35  Neutral 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 
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Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.09 

5.10 

5.15 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

5.02 

5.23 

5.07 

assuming  a  sr/o  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MGNTH  BANK  CDS 

5.06 

5.07 

5.19 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.39 

5.44 

5.67 

GENERAL  OBLIGATIONS 

4.39% 

4.45% 

4.93% 

4.98% 

10-YEAR  TREASURY  NOTES 

5.46 

5.54 

6.45 

PERCENT  OF  TREASURIES 

80.45 

80.54 

87.19 

86.83 

30-YEAR  TREASURY  BONDS 

5.66 

5.74 

6.74 

TAXABLE  EQUIVALENT 

6.36 

8.45 

7.14 

7.22 

LONG-TERM  AA  INDUSTRIALS 
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6.32 

7.23 
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90.14 
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6.61 
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7.47 

TAXABLE  EQUIVALENT 

6.61 

6.64 

7.49 

7.49 

EQUITY  FUNDS 
Leaders 

Four-week  total  return 
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ProFunds  UltraOTC  Investor  1 6.5 

Amerlndo  Technology  D  1 5.4 

Managers  Capital  Apprec.  14.0 

Transamerica  Pram.  Sm.  Co.  13.6 

PBHG  Select  Equity  13.0 

Leaders 

52-week  total  return  % 

Delaware  Aggressive  Gr.  A  57.3 

Weitz  Hickory  56.1 

Fidelity  Select  Retailing  55.3 

Flag  Investors  Communics.  A  51 .9 

Fidelity  Select  Brokerage  50.9 


Laggards 

Four-week  total  return  % 

Pioneer  India  C  -25.5 

Eaton  Vance  Grtr.  India  A  -22.2 

Guinness  FIgt.  Asia  Sm.  Cap  -20.8 

Newport  Greater  China  A  -20.2 

Matthews  Pacific  Tiger  I  -1 9.9 

Laggards 

S2-week  total  return  % 

Matthews  Korea  I  -70.0 

Lex.  Crosby  Sm.  Cap  Asia  -64.1 

Morg.  Stan.  Inst.  Asia  Eq.  A  -62.0 

Montgomery  Emerg  Asia  R  -61 .8 

Morgan  Stan.  Asian  Grth.  B  -61.1 
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Four-week  total  return  % 


Laggards 

Four-week  total  return  % 
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Leaders 

52-week  total  return 
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3.1  Diversified  Pacific/Asia 

3.0  Diversified  Emerging  Mkts. 

2.4  Natural  Resources 


% 


Laggards 

52-week  total  return 


-15.9 
-13.4 
-10.9 
-10.3 
-6.2 
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Communications 
Financial 
Large-cap  Grovrth 
Europe 
Utilities 


35.0  Pacific/Asia  ex-Japan  -53.1 

31.4  Diversified  Pacific/Asia  -42.7 

29.7  Precious  Metals  -37.3 

27.4  Diversified  Emerging  Mkts.  -31.8 

25.7  Japan  -29.0 
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Editorials 


AT&T  AND  TCI:  UNBLOCKING  THE  I-WAY 


Monopolists,  paid-for  politicians,  and  incompetent  regulatoi-s 
are  all  taking  it  on  the  chin  with  at&t's  pui-chase  of  TCi. 
It's  quite  a  sight  to  see.  In  one  fell  swoop,  the  merger  of 
America's  biggest  long-distance  phone  earner  and  its  second- 
largest  cable  company  promises  to  bring  competition,  finaUy,  to 
local  phone  service.  The  deal  cii'cumvents  the  Baby  Bell  mo- 
nopolies and  highlights  the  faOm'e  of  the  Telecom  Act  of  1996, 
which  promised  competition  and  produced  zip.  Most  impor- 
tant, AT&T  is  now  in  a  position  to  deliver  what  local  phone  and 
cable  companies  have  been  imwilling  or  unable  to  offer — band- 
width, lots  of  bandwidth. 

The  whole  promise  of  Internet  access  and  electronic  com- 
merce depends  on  homes,  schools,  hotels,  and  small  businesses 
getting  the  same  kind  of  broad  bandwidth  now  available  to  big 
companies.  Anyone  using  the  Net  outside  the  coiporate  net- 
work knows  how  slow  and  ft'ustrating  it  is.  Despite  rising 
prices,  cable  companies  have  been  painfully  slow  in  upgi'ading 
their  coaxial  wires  from  one-  to  two-way  traffic.  Local  phone 
can-iers  have  done  little  to  transform  theu-  old  copper-  wires  into 
high-tech  carriers  of  digital  infoiTnation.  With  cushy  monopolies, 
the  Bells  and  cable  companies  had  little  incentive  to  upgrade. 

Until  now.  The  at&t-tci  deal  is  a  transformative  event  that 
can  break  the  logjam  and  unleash  technologies  that  can  biing 
the  Net  to  everyone,  at&t  has  the  deep  pockets  to  finance  the 
upgrading  of  TCi's  cable  system  that's  needed  to  piunp  in  band- 
width and  biing  about  fast,  two-way  Intemet  sei-vice.  It  can  fi- 
nance much  of  the  expense  by  offering  local  sei-vice  at  cheaper 


r-ates  than  the  Bells.  And  when  at&t  begins  to  do  aU  thi 
the  Bells  and  cable  comparries  will  have  to  compete  a 
prove  their-  own  networks  (page  24). 

The  r-amifications  are  massive.  First,  billions  soon 
spent  on  fiber-optic  cable,  routers,  and  other  high-tech! 
ment.  The  size  of  the  national  "upgr-ade"  is  big  enough  [ 
ther  enliven  the  high-tech  sector  of  the  economy  and  pr 
new  boost  to  gr-owth.  Then,  once  families  and  merchar) 
plugged  in  with  high-speed  lines,  doing  business  on  the 
net  will  take  off.  Even  with  slow-mo  online  connections, 
ar'e  beginning  to  buy  books,  CDs,  stocks,  and  cars  on  tlj 
Add  the  new  bandwidth,  and  E-commerce  will  zoom. 

AT&T  must  move  fast  to  make  its  deal  pay  off.  Wir^ 
waiting  in  the  wings  to  boost  bandviidth  so  that  it  can  tr| 
data  as  well  as  voice.  A  covey  of  new  broadband  satel 
wor-ks  is  ready  to  take  flight  soon.  If  wir-eless  succ(j 
mastering  the  technology  and  prices  its  services  low  en(| 
could  undercut  all  the  hardwir-ed  providers  of  Net  ace 
eluding  AT&T. 

But  that's  the  miracle  of  market  competition.  Rarely 
marketplace  shown  so  much  pr-omise  to  blow  apart  s<S 
monopolies.  Rarely  has  one  deal  provided  a  way  tc|i 
through  a  legal  and  regulatory  logjam  to  unfetter  ne^  t 
nologies  and  new  opportunities  so  quickly.  The  AT&T-TCife 
the  best  kind  of  merger  for  the  new  economy.  It  boostsja] 
spending,  increases  competition,  and  lowers  prices.  If  itVu 
it  may  be  the  deal  of  the  decade. 


LET  ASIAN  MARKETS  DO  THEIR  WORK 


If  Asian  economies  wer-e  truly  market-driven  instead  of 
gover-nment-du-ected,  they  pr-obably  would  be  pulhng  out  of 
their-  recessions  by  now.  Instead,  goveriiment  efforts  to  solve 
the  fmancial  problems  behind  the  Asian  crisis  ar-e,  in  many 
cases,  making  matters  much  worse  by  delaying  the  painful 
corTections  needed  to  r-estart  gi-owth. 

Take  Kor-ea.  Seoul  recently  released  a  list  of  55  companies 
it  wants  to  fail.  Despite  the  plunge  in  the  won,  a  huge  In- 
ternational Monetary  Fund  rescue,  and  a  deep  recession, 
banks  have  continued  to  bail  out  Korea  Inc.  But  why  is  the 
gover-nment  and  not  the  mar-ketplace  choosing  which  compa- 
ny lives  or  dies?  Why  aren't  the  banks  doing  the  financial 
triage?  Despite  pr-omises,  the  state  continues  to  dominate 
the  Kor-ean  economy.  As  a  r-esult,  the  financial  markets  ar-e 
not  clearing  and  growth  stagnates. 

Hong  Kong,  that  bastion  of  ft-ee-mar-ket  capitalism,  is  be- 
ginning to  follow  in  Asia's  state-capitalist  footsteps.  To 
strengthen  a  plummeting  r'eal  estate  market,  the  govern- 
ment just  announced  it  would  suspend  for  nine  months  a 
longstanding  program  of  government  land  sales.  Tung  Chee- 
hwa,  Hong  Kong's  new  leader,  yielded  to  pressures  fi-om 


real  estate  tycoons,  whose  investments  contracted 
the  past  year 

Bad  move.  Hong  Kong's  real  estate  bubble  need- 
pricked.  The  faster  the  market  deflates,  the  faster! 
recover.  With  the  Hong  Kong  dollar  pegged  to  the  U! 
lar,  real  estate  and  the  stock  mar-ket  ar-e  the  mec^ 
needed  to  absorb  financial  shocks.  Hing  now  has  in 
with  the  free  movement  of  those  markets.  The  res 
well  be  renewed  pr-essure  to  delink  and  devalue  thHl 
Kong  dollar. 

Japan,  of  course,  is  suffering  the  most  from  govtii 


control.  Its  seven  long  years  of  stagnation  largely  st( 
the  Ministry  of  Finance's  refusal  to  have  banks  disclc 
bad-loan  portfolios,  price  them,  and  sell  them  to  in 
With  these  bum  loans  on  their  books,  Japan's  banks  cilt 
to  new  borr-owers.  Even  calls  by  the  Bank  of  Japan  1  n 
disclosure  go  unheeded. 

The  Pacific  Rim  is  moving  into  a  second  year  of  f  nt 
dechne  thanks  to  the  el^brts  of  its  politicians  and  bur  uc 
to  stem  the  pain.  Unless  Asia's  markets  ar-e  allowed 
soon,  the  anguish  could  last  well  into  the  next  centt 
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INTRODUCING  THE  IBM  THINKPAD  600 
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THE  STORYTELLER 

Steven  .Spielberg  has  directed  6  of  the 
world's  25  top-grossing  films,  and,  all 
told,  his  movies  have  pulled  in  an 
astounding  $5  billion  worldwide.  In 
addition  to  co-founding  Hollywood's  fii'st 
new  studio  in  65  years,  he  has  amassed 
an  empire  that  includes  video  games, 
theme  parks,  even  restaurants.  How 
does  Hollywood's  ultimate  mogul  keep 
his  dream  machine  humming? 
DREAMWORKS'  DREAM  SUMMER? 
So  far,  Spielberg's  new  studio  hasn't 
hved  up  to  expectations.  But  with  four 
movies  soon  to  open,  this  summer  could 
change  all  that,  big-time 
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HONCHOS 

AMERICAN 
LIGHTENS  UP 


FORMER  AMERICAN  AIRLINES 

Chief  Executive  Bob  Cran 
dall  was  famous  for  his  hot 
temper  and  poor  relations 
with  labor.  Now,  successor 
Don  Carty  is  quietly  trying 
to  show  that  it's  a  new  day  at 
American. 

A  few  weeks  ago,  the  affa- 
ble Canadian,  who  became 
CEO  in  May,  dramatically  im- 
proved some  employee  travel 
benefits,  including  low-cost 
passes  for  their  families. 
Never  mind  that  Crandall 
originally  had  slashed  the 
perks  with  Carty's  blessing. 
Employees  say  the  change  of 
heart  was  a  needed  morale- 
booster  That  will  help  Amer- 
ican as  it  faces  union  orga- 
nizing efforts  among  its  gate 
and  reservation  agents. 

Also,  Carty  is  canning  a 
controversial  local  ad  cam- 
paign that  blasted  a  1997  fed- 


CARTY  /(UTS  a  union  test 

eral  law  allowing  more  flights 
at  Dallas  Love  Field,  eight 
miles  from  American's  hub  at 
Dallas/Fort  Worth  Interna- 
tional Aii-port.  The  company 
was  afi'aid  the  change  could 
ultimately  weaken  its  hub.  In 
billboards,  bus  placards,  and 
mass-mailings,  American 
urged  politicians  to  "Leave 
Love  alone."  Now,  it  admits 
the  high-profile  campaign 
backfired,  creating  a  "cry- 
baby" image  for  American. 

Last,  Carty  will  begin 
sending  his  execs  to  the  As- 
pen Institute,  a  leadership- 
training  outfit  where  the 
reading  list  includes  Plato — 
and  has  little  to  do  with  the 
bottom  line.    Wendy  Zellner 


THE  COMPETITION 

A  NEW  TEAM  AT 
BUSINESS  DAY 

SINCE  1980,  PLENTY  OF  PIN- 

striped  warriors  have 
heard  their  firs 
report  from  the 
financial  front 
from  Stuart 
Varney,  the 
British-accented 
host  of  CNN's  ear- 
ly-morning Busi- 
yiess  Day.  Until  a 
few  weeks  ago,  that 
is,  when  Varney  qui- 
etly retired. 

So  who  i-eplaces  him?  Co- 
host  Deborah  Marchini  has 
been  sitting  next  to  a  chair 
filled  one  week  by  John  Def- 
terios,  perhaps  the  next  by 
another  colleague,  John 
Metaxas.  But  that's  over. 
BUSINESS  WEEK  has  learned 


DEFTERIOS 


that  Defterios  gets  the  nod. 
Vacationing,  he  couldn't  be 
reached  for  comment. 

We  caught  up  with  Varney 
as  he  watched  the  England- 
Ai'gentina  Woi"ld  Cup  match 
at  home  in  New  Jer- 
ey.  Feeling  he  had 
gone  as  far  as  he 
could  at  CNN  and 
tired  of  that  2:30 
a.m.  alaiTTi  ring, 
Varney,  49,  de- 
cided to  retire 
once  he  leamed  of 
a  new  cnn  policy 
that  would  have 
barred  a  lucrative 
sideline  in  public  speaking. 
"It  was  a  combination  of 
those  reasons,"  he  says.  "We 
just  parted  on  the  best  of 
terms."  cnn  Executive  Vice- 
President  Lou  Dobbs  agrees, 
adding:  "Whenever  he  wants 
to  come  back,  he's  more  than 
welcome."      Robert.  Barker 


TALK  SHOW  ttl  believe,  and  the  American  people  belie' 
that  the  use  offeree  and  the  tragic  loss  of  life  was  wrong. 

— President  Clinton,  in  a  live  telecast  in  China,  describing  the 
reaction  to  the  1989  Tiananmen  Square  protests 


THE  FED 

ECONOMISTS  NEED 
NOT  APPLY  

so  you're  not  a  master 
of  the  intricacies  of 
monetary  policy?  No  prob- 
lem. You  still  might  qualify 
for  a  seat  on  the  Federal 
Reserve  Board.  Given 
Chairman  Alan  Greenspan's 
deft  handling  of  the  econo- 
my, the  White  House  sees 
no  need  to  nominate  yet 
another  economist  to  the 
seven-member  Board  of 
Governors. 


CANDIDATES:  Decker  and  Bessant 


So  the  short  list  for 
spot  vacated  by  S 
Phillips  includes  those  w' 
the  Administration's  pr 
ence  for  a  banker  well-V(; 
in  the  1977  Community  I; 
vestment  Act,  a  law  n, 
to  end  "redUning,"  the 
practice  of  withliolding 
from  poor  areas.  Critic; 
the  Fed  hasn't  done  er 
to  enforce  the  act. 

But  whether  the  V 
House  gets  any  take 
another  question.  It; 
ah-eady  been  turned  doy 
one  candidate,  Carol  I: 
who  heads  community  ai 
at  Chase  Manhij 
Now,  the  Adn 
tration  is  conai 
ing  Mary  D({ 
head  of  First  (ii 
go  nbd's  commii 
development  elr 
Another  candid  e 
Catherine  Be; 
who  holds  a  s 
post  at  Nationsn 
May  the  best  vt 


Dean 


CHINA  SYNDROME 


WHEN  IN  BEIJING,  MUM'S  THE  WORD 


IN  A  REMARKABLE  MOMENT 
during  his  recent  trip  to  Bei- 
jing, President  Clinton  open- 
ly criticized  that  nation's 
shoddy  human  rights  record 
and  extolled  freedom  of 
speech  and  political  expres- 
sion. Yet  as  he  spoke.  Pru- 
dential Relocation  Interna- 
tional, a  cross-cultural 
executive-training  firm,  was 
telling  its  U.S  clients  in  Bei- 
jing to  shut  up  about  pol 
itics  during  —  and 
after — Clinton's  visit. 

In  a  bulletin  is 
sued  before  the 
China  tiip,  Pru- 
dential, which 
works  with  the 
likes  of  Alcoa  and  AlHedSig- 
nal,  told  its  U.S.  clients  in 
China:  "Do  not  bring  up  sen- 
sitive political  topics  [or]  dis- 
cuss the  U.  S.  Democratic  Pari- 
ty  accepting  questionable 


donations  from  China  oC 
nese  nationals.  Do  not  ( 
the  transfer  of  U.  S.  , 
technology  to  China  .! 
Tiananmen  Square  dnc 
strations,  or  the  politic  i 
plications  of  President  j 
ton's  attending  cerer 
there."  Prudential  Vice  it 
dent  Noel  Miner 
says  such  talk 
would  seem 


\ 


SHUT  UP 


disrespectful  ani ' 
'   make    the  C 
'         question  your  ' 
edge  of  their  busine: 
ture."  Clinton's  trip  .a 
changed  his  mind,  eitfr.  i 
other  words,  when  talk : 
poUtics  in  China,  the  le 
the  better  Marcia  Strnfi 


4  BUSINESS  WEEK  /  JULY  13,  1998 


The  accords  arc  signed.  The  rales  have  been 
announced.  Another  halt'  year  and  trading 
in  euros  will  commence.  So  -  now  that  it's 
really  coming  -  how  do  you  feel  about  your 
company's  future?  ING  is  optimistic  about 

J  m  •      J  •  ING 

Europtimistic 

the  euro's  arrival.  In  addition  to  opening 
up  trade,  investment  and  other  cross-border 
activities,  the  euro  will  stimulate  financial 
markets  and  local  economies.  As  boundaries 
fade,  international  financial  networks  such  as 
ours  will  be  called  upon  to  provide  a  broader 
range  of  expertise.  To  meet  this  challenge. 
ING  takes  a  cross -disciplined  approach  to  all 
your  banking,  insurance  and  asset  management 
needs  Integration,  after  all,  will  be  the  key 
to  success  when  the  clock  strikes  euro.  For 
more  information,  visit  www.inggroup.com  or 
send  an  e-mail  to:  inggroup(S'inggroup.com. 


INGJM) 

Trademark  for  integrated  finance. 


Up  Front 


EATING  AND  DRINKING 

GETYER  RED-HOT- 
ER-CHEF'S  SALADS!' 

it's  just  not  a  baseball 
game  without  vendors  selling- 
cold  beer,  hot  dogs,  and 
Cracker  Jack,  right?  Well,  all 
that  may  become  passe  after 
fans  at  Major  League  Base- 
ball's All-Star  game  test  a 
high-tech  system  to  bring 
the  eats  to  their  seats. 

Gamegoers  will  still  have 
to  summon  the  hot  dog  man, 


but  don't  look  for  a  food  bin 
strapped  to  his  shoulders.  In- 
stead, attendants  will  carry 
handheld  computers,  into 
which  they'll  key  orders 
and  credit-card  numbei's, 
then  zap  it  all  back  to 
the  Idtchen.  A  loinner  will 
deliver  the  order.  The 
July  7  game,  at  Denver's 
Coors  Field,  gives  Ara- 
mark Sports  &  Entertain- 
ment, a  Philadelphia-based 
lood-service  company,  a 
chance  to  try  out  the  sys- 
tem. According  to  Regional 
Vice-President  Timothy 
Lawler,  Aramark  will  also  be 
able  to  offer  a  more  upscale 
menu.  Hot  dogs  will  still  be 
for  sale.  But  so  will  mixed 
drinks,  chef's  salads,  and 
grilled  mesquite  chicken. 
Eveiything  will  be  prepared 
ahead  of  time,  then  rushed 
to  the  spectator's  seat.  But 
the  familiar  "Beer,  here!"  cry 
won't  disappear  everywhere. 
Tliose  cybei-vendors  will  work 
only  the  most  expensive 
seats.         Marcia  Stepmiek 


-WAY  PATROL 


WHEN  THE  PC  RUNS  THE  HOUSEHOLD 


WHY  SHOUT  UPSTAIRS  TO  GET 

Junior  to  the  dinner  table? 
Soon,  you  may  send  an  E-mail 
message  fi'om  your  Idtchen  PC 
to  the  one  in  his  bedroom. 

As  more  families  become 
two-or-more  PC  households — 
and  as  more  areas  get  high- 
speed Internet  connec- 
tions— a  mai'ket  for  home 
networks  is  emerging.  So 
several  high- 
tech heavy- 
weights— in- 
cluding IBM, 
Hewlett-Pack- 
ard, 3Com, 
and  Intel — 
announced  on 
June  22  that 
they  are  forming  the  Home 
Phoneline  Networking  Al- 
liance. By  yearend,  the  group 
hopes  to  develop  a  range  of 
complem  'ntary  products  de- 
signed to  let  home  computers 
talk  to  one  another  or  shai"e  a 


common  printer  using  exist- 
ing telephone  cables  and  jacks. 

And  with  networking  tech- 
nology from  Tut  Systems,  an- 
other alliance  member,  the 
group  hopes  to  make  these 
home  connections  as  speedy 
as  the  10-megabit  rate  found 
at  the  office. 

Eventually, 
home  networks 
will  control  light- 
mg,  heating  and 
au-conditioning, 
home-security 
systems,  and 
entertainment 
,  equipment  as 
,'  well  as  PCS.  The 
'  alliance  hopes  to 
develop  ways  to  permit  in- 
house  sharing  of  one  high- 
speed Net  connection.  Then, 
maybe  you'll  be  able  to  do 
your  own  "We  InteiTupt  this 
Progi'am  . . ."  to  summon  the 
kids.    Stephen  H.  Wildstroin 


DRAWN  &  QUARTERED 


RETAIL  TALES 

HEY.  irS  GREEN- 
ITMUST  BE  HEALTHY 

MAKERS  OF  LOW-FAT  SNACKS 

want  you  to  get  your  fill  of 
greens — but  not  the  way  you 
might  expect. 

New  marketing  research 
shows  that  health-conscious 
consumers  are  likely 
to  think  that  any 
food,  from  cook- 
ies to  cheese,  is 
probably  good 
for  them  as  long 
as  it  comes  in 
gi'een  packaging. 

Check  out  the 
fat-free  food  aisle 
at  your  local  super- 
market, and  you'll  see. 
Two  top  brands — 
Snackwell's  and  Healthy 
Choice — use  gi'een  packaging, 
and  the  makers  of  Famous 
Amos  Cookies  and  Hershey 
chocolate  bars  now  use  gi'een 


r 


GOOD 
PACKAGING 


packaging  for  some  lo 
products.    Says  Her 
spokeswoman  Natalie  B 
"Green  is  becoming  r 
nized  as  a  low-fat 
Adds  Elliot  Young,  pres 
of  Fort  Lee  (N.J.)  ma 
ing  fu'm  Perception  Res 
Services:  "It's  a  risk 
use  green.  It  makes  it  < 
for  the  shopper  to  distir 
low-fat  items." 
Accoirling  to 
er  Marl 
Group  in  Oak 
III,  people  ai 
to  ;34  ai'e  esp 
likely  to 
green  to  ima 
health,  ecolog 
natm-e. 
In  fact,  gree  li 
such  an  appealtli 
Snackwell's  exec  s 
they'll  soon  wrap  all  olb 
products  in  green — evew 
higher-fat  products, 
gi-een-wi'apped  Frencl 
be  far  behind?  Tamnnj 


THE  BIG  PICTURE 


GENUS  EI  SCIENTIA 

Forget  that  old  saw  about  college  women  earning  an  ■ 
"M.R.S."  degree.  Women  age  25  to  29  have  outdistan('i 
men  in  the  proportion  who  hold  college  degrees. 


'95 

DATA:  U.S.  CENSUS 


FOOTNOTES  The  threshold  at  which  spouses  feel  obliged  to  discuss  purchases  with  partners:  husbands,  $299  ;  waves,  $401 
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DATA,  LUTHERAN  BROI 
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avid  Brinkley  on 
Wildlife  Preservation 


"People  who  appreciate 
*  wildlife  owe  farmers 
:  a  debt  of  gratitude -'i 


"Since  1960,  American  farmers  have  more  than  doubled  production 
to  keep  up  with  the  world's  food  demands — and  they've  done  so 
by  using  the  same  amount  of  cropland.  How?  Through  new  farming 
practices,  better  seeds,  computers,  satellite  technology,  and  more. 

"Without  new  agricultural  techniques  such  as  these,  an  estimated 
ten  million  square  miles  of  land — much  of  it  wildlife  habitat — would 
have  been  lost  to  low-yield  farming  practices.  That's  practically  the  total 
land  area  of  Europe,  the  United  States,  and  Brazil. 

"High-yield  farming  provides  food — and  in  some  cases  shelter — 
for  families  everywhere." 


www.admworld.com 
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CAN  MAIN  STREET 
COMPETE  WITH  THE  NET? 


It  is  clear  that  E-commerce  and  oth- 
er Internet  business  transactions  will 
have  a  profound  impact  on  our  society 
("Doing  business  in  the  Internet  age," 
Cover  Story,  June  22).  Wliile  you  cover 
the  positive  business  and  societal  im- 
pacts, you  did  not  discuss  those  indus- 
tries and  other  organizations  that  will 
have  to  undergo  dramatic  transfoiTna- 
tions  to  survive  in  an  ever  more  wired 
world.  Retailers,  real-estate  owners  and 
developers,  and  state  and  local  govern- 
ments will  all  be  forced  to  change  the 
way  they  operate  as  more  consumers 
and  businesses  tura  to  the  Net. 

As  an  economic-development  officer 
for  a  growing  suburb,  I  have  some 
questions  about  what  will  happen  in  5 
or  10  yeai's:  Will  all  or  a  lai'ge  portion  of 
GUI'  big  box-stores  be  empty?  If  so,  how 
do  we  reuse  them?  Will  we  have  to  cut 
regular  services  due  to  a  decrease  in 
sales-tax  revenues? 

Lisa  StrawTi 
Denver 

HOW  TO  HANG  ON  TO 

THOSE  BURNED-OUT  WORKERS 

"We  want  you  to  stay.  Really"  (The 
Workplace,  June  22)  described  the  em- 
ployer's challenge  in  recruiting  and  re- 
taining a  committed  work  force.  The 
"new  work  order" — created  by  down- 
sizing, global  competition,  and  the  free- 
agent  workforce — is  causing  companies 
to  rethink  human-resource  strategies. 
Our  1998  study  shows  that  a  sense  of 
lU'gency  would  be  wise. 

As  you  reported,  workers  have  a 
more  negative  view  of  employers  today, 
but  om-  study  found  that  one  factor  af- 
fected that  perception  strongly.  Em- 
ployees who  were  dissatisfied  with  "the 
direction  the  company  is  headed"  de- 
pressed the  commitment  index.  Those 
who  were  more  than  satisfied  with  com- 
pany direction  had  higher  scores. 

Another  reason  for  falling  commit- 
ment is  stress.  Tlie  workforce  is  winded. 
Almost  one-quarter  of  the  1,800  re- 


spondents indicated  that  they 
working  more  than  50  hours  a 
Over  half  (53%)  said  they  ha( 
biu-nout.  Putting  in  long  weeks 
everything  "better,  faster,  cheapei 
brought  issues  of  balancing  lif( 
work  to  the  fore.  The  study  re\ 
that  the  most  powerful  driver  of 
mitment  is  for  management  to  ] 
nize  that  employees  need  to  hi 
work  and  family  life. 

David  L. 
Prei 

Aon  Consulting's  Loyalty  Ins 
Ann  Arbor, 

My  feelings  about  your  article! 
swayed  by  an  accompanying  pii 
four  "wanted"  employees,  whose 
age  age  would  appear  to  be  some 
around  261  Nowhere  is  there  a  s 
white  hair.  For  those  of  us  o 
wrong  side  of  50,  I  expect  the  mi 
vrill  continue  to  be:  "Be  loyal,  give 
and  maybe — ^just  maybe — we'll  I 
keep  yoiu'  job."  The  Young  Turl 
find  that  the  corporations  that  \ 
them  to  stay  when  they  were  un 
are  not  so  keen  to  keep  them 
they  pass  40,  much  less  50! 

Jim 
Algonqi 

LABOR  AND  MANAGEMENT 
HAVE  BOTH  FAILED  GM  

The  unrest  at  General  Motors 
("Quagmire  in  Flint,"  News:  A 
&  Commentaiy,  June  22)  is  yet 
example  of  failed  leadership  ii 
and  management.  It  may  well 
dent  to  close  a  specific  plant  be( 
would  cost  more  to  make  it  proc 


CORRECTIONS  &GLARIFICATI 

"More  questions  for  a  Dreyfus  func 
ager"  (Finance,  June  29)  incorrectly 
ed  tfiat  American  Medical  Technologi 
stock  first  appeared  in  the  Dreyfus  / 
sive  Growth  fund  in  its  March,  199 
folio  listing.  The  shares  were  first  boP 
the  fund  in  February,  1996. 
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uch  a  decision  should  be  made  in 
of  how  workers  can  be  retrained 
eassif^ned  witliin  the  company.  Pait 
e  problem  is  that  an  "us/them" 
ality  has  sidetracked  strategic  is- 
that  relate  to  employees'  future 
0  the  buying  public  while  enhanc- 
rofitability  and  market  share, 
n  anyone  estimate  the  cost  to 
one?  Labor  and  gm  management 
no  common  vision  of  where  the 
any  should  go  and  are  more  inter- 
in  their  own  power  than  in  what 
t  for  their  shared  future. 

Catherine  Tarrant 
Huntley,  111. 

:  THEORY  WASN'T  MEANT 
E  A  FORECASTING  TOOL 

a  may  have  come  away  from 
lel  J.  Mandel's  review  of  A  Beau- 
Mind  ("The  tortured  genius  be- 
came theory,"  Books,  June  22)  with 
ative  attitude  toward  the  book  and 
theoiy  itself. 
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All  models  break  down  at  some  level 
because  they  are  merely  simplified  ver- 
sions of  life  and  cannot  possibly  control 
for  all  variables.  Game  theory,  too,  often 
fails  to  forecast  with  pi-ecision,  yet  this  is 
not  its  purpose.  Game  theory  is  simply  a 
method  of  modeling  how  player-s  inter- 
act. It  is  an  effective  method  for  analyz- 
ing all  available  data  so  that  the  model- 
er can  better  understand  how  decisions 
are  reached  interdependently,  given  the 
assumptions  of  the  model.  I  use  game 
theoretic  ecjuations  in  business  and  in 


life,  not  with  the  expectation  that  all 
outcomes  will  be  optimal,  but  r-ather-  that 
"bad"  decisions  will  be  minimized. 

It  is  a  useful  tool  that  can  model  sim- 
plistic scenarios,  as  well  as  the  highly 
complex.  Corpor-ations  (and  individuals) 
would  likely  benefit  fi'om  a  rigor'ous  un- 
der-standing of  how  to  incorpor-ate  game 
theory  into  everyday  life. 

William  B.  Hakes 
Executive  Vice-President 
Statistical  Adviser's  Inc. 

Atlanta 
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"Oh-my-gawd\  Now  that  hyper-competitive, 
client-appeasing  Williams  energy  is  heating  the  pool!" 


Guess  who's  diving  into  California.  Yes,  it's  that  Williams  energy. 
We're  now  the  LA  basin's  second-largest  electricity  provider.  Aid  the 
perfect  partner  to  help  you  wade  through  deregulation. 


that  Williams  energy 


www.willtales.com/energy 
1-800-WlLLlAMS 
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Technology  &  You 


BY  STEPHEN  H.  WILPSTROM  

THE  LAMBORGHINI 
OF  LAPTOPS 


Apple's  core  customers 
will  cheer,  but  road 
warriors  prefer 
lighter  machines 


'T! 


jhink  different"  is 
the  ungi'ammatical 
slogan  at  Apple 
Computer  today,  and  when  it 
comes  to  laptops,  the  compa- 
ny is  taking  its  own  advice. 
At  a  time  when  leading-edge 
notebooks  are  getting  thin- 
ner and  lighter,  Apple's 
newest  PowerBooks  are  be- 
hemoths. This  is  a  case,  how- 
ever, where  bucking  the 
trend  makes  sense  for  Apple 
and  its  most  important  cus- 
tomers: gTaphic  artists,  Web 
designers,  and  other  produc- 
ers of  multimedia  content. 

Most    Windows  laptops 
aimed  at  business  customers 
offer  more  power  than  people 
need.  But  Apple's  high-end 
customers  have  an  insatiable 
appetite  for  speed,  and  the 
top-of-the-line  versions  of  the 
new  PowerBooks  are  uncom- 
promisingly designed  for  per- 
formance. Unfortunately, 
since  Apple  uses  the  same  2- 
inch-thick,  7-pound-plus 
package  for  all  its  laptops, 
less-demanding  buyers 
don't  have  the  option  of 
giving  up  a  bit  of  j)er-  i' 
formance  for  less  bulk 
and  weight. 

I  tried  the  ultimate 
model,  featui'ing  a  292 
Mhz  PowerPC  Go  processor 
and  a  stunning  14.1 -inch  dis- 
play (Apple  offers  a  nearly 
unlimited  choice  of  configui'a- 
tions  through  the  Apple 
Store  at  www.apjile.com).  It 
was  vnthout  doubt  tlie  fastest 
notebook  I  have  used.  It 
completed  a  series  of  com- 
plex image  manipulations  in 


Adobe  Photoshop  5.0  in  29 
seconds.  The  same  sequence 
on  an  IBM  ThinkPad  600  with 
a  266  Mhz  Pentium  II— the 
fastest  mobile  Pentiimi  on  the 
mai'ket — took  more  than 
three  times  as  long. 

The  new  PowerBook  is  not 
just  a  speedster.  Style  has  al- 
ways counted  in  the  Mac 
world,  and  the  PowerBook  is 
gi'aced  by  an  elegant  design 
that     includes  gracefully 


change,  and  eject  levers  make 
removing  drives  easy.  The 
PowerBook  also  has  an  ex- 
cellent keyboard. 

There  is  a  price  to  be  paid, 
however,  for  the  PowerBook's 
speed.  In  the  past,  the  low 
power  consumption  of  Pow- 
erPC chips  has  allowed 
PowerBooks  to  run  relatively 
coolly.  But  the  G3  notebook 
runs  at  least  as  hoi  as  any 
Pentium  II  laptop,  making  it 
downright  uncomfortable  to 
keep  on  your  lap  for  extend- 
ed periods  of  time.  Battery 
life  runs  about  three  hours 
on  a  chai'ge,  a  bit  better  than 
average  for  a  machine  of  this 
class. 

One  serious  defect  of  the 
PowerBook  is  the  lack  of  any 
sort  of  docldng  arrangement. 
Ti-ue,  just  about  everything 


curved  sides  and  big  white 
Apple  logos  on  the  top  and 
bottom.  The  laptop  features 
two  identical  bays,  one  on 
each  side,  which  can  hold  bat- 
teries or  floppy,  CD-ROM,  or 
DVD  drives.  The  devices  can 
be  hot-swapped,  meaning  you 
don't  even  need  to  put  the 
computer  into  sleep  mode  to 


you  would  want  in  a  comput- 
er is  built  in.  All  models 
come  with  an  Ethernet  port 
for  connection  to  local-area 
networks,  and  all  but  the 
most  stripped-down  versions 
feature  a  56K  modem.  There 
are  modem  and  printer  ])orts, 
a  video  jack  for  hooking  up 
to  a  standai-d  TV  set,  and  a 


SCSI  interface  for  connec 
scanners  or  disk  drives 
eluding  the  liigh-capacity 
Zip,  and  SyQuest  di 
much  favored  by  gra 
artists.  (An  internal  Zip  ( 
should  be  available  later 
summer). 

Although  its  display, 
boai'd,  and  features  mak^ 
PowerBook  more  than 
quate  as  a  desktop  rep 
ment,  who  wants  to  hoc 
all  those  cables  every 
you  come  or  go?  The  Pc 
Book  is  badly  in  need 
simple  port  replicator 
would  allow  you  to  mal 
the  connections  by  sli{ 
the  laptop  into  a  simple 
In  addition,  even  witl 
use  of  Apple's  Location 
ager  software,  it  is  far 
difficult  to  switch  bet 
LAN  and  dial-up  connec 
than  under  Windows. 

For  the  most  demai 
Mac  users,  the  new  P( 
Book  is  a  dream  come 
but  for  other  potential 
tomers,  the  cuiTent  one 
fits-all  model  has  some 
lems.  It's  too  big  and  1 
for  the  mobile  executive 
are  snapping  up  thin, 
Windows  laptops.  In  th( 
ical  education  market, 
students  are  big  laptoj 
and  many  of  them  favo 
pie.  They  are  very  pric 
sitive  buyers,  howevei 
the  cheapest  PowerBoo 
figuration  costs  $2,29£ 
cept  in  raw  speed,  it  se 
ly  lags  behind  a  sin" 
priced  Dell  Inspiron  3i 
features.  Meanwhile, 
of  less  capable,  but 
than  adequate,  Wi: 
laptops  is  hittin 
market  at  $1,500  c 
At  the  high  en 
pie  has  done 
good   job   of  pi'o 
portable  power  to  a  ve 
l^ortant  group  of  cust' 
But  to  go  beyond  a 
term  survival  strateg 
once  again  become  a 
player  in  mobile  com] 
Apple   has   to  expai 
pi'oduct  line  to  meet  tl 
ied  needs  that  make 
laptop  market. 


aUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Defy  obstacles 
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Brenda  Van  Keuren 
Northern  Arizona  University 

'Tm  not  sure  what  was  more  exhilarating  —  preseni^ 
year's  worth  of  hard  work  and  effort  in  20  short  minutes,  or» 
ing  the  Hkes  of  Donald  Soderquist  in  the  audience.  Afterwa 
talked  to  us  about  our  presentation  and  our  mentoring  of  ai 
students.  Its  not  every  day  a  college  student  in  Flagstaff  gei 
chat  with  a  leader  of  one  of  America's  most  successful  comp 
The  experience  was  inspiring." 


ing  who  '. 


nald  G.  Soderquist 

e  Chairman  and  Chief  Operating  Officer, 
l-Mart  Stores,  Inc. 

"SIFE  students  like  Brenda  inspire  me.  The  way  they 
and  breathe  the  entrepreneurial  spirit.  SIFE  students  are 
|ue  because  they  have  a  passion  for  free  enterprise  and  a  desire 
lake  a  difference  in  their  communities.  Their  dedication  and 
1  work  make  them  better  business  leaders  and  better  people, 
enever  I  get  a  chance  to  speak  with  a  SIFE  student  like 
ida,  I  feel  inspired.  I  return  to  work  with  renewed  passion." 


/piMg  people  achieve  their  dreams 
ough  free  enterprise  education" 
11 1-800-677-SIFE. 


SIFE 


STUDENTS  IN  FREE  ENTERPRISE 
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So,  Itlo^w  exactly  are  tlxey  disalbled*? 

There  is  a  pool  of  talent  that  is  grossly  underutilized.  An  untapped  source  of  natural  problem 
solvers  with  a  burning  desire  to  use  their  abilities.  That's  why  the  National  Organization 
on  Disability  founded  its  CEO  Council.  To  give  America's  leading  CEOs  a  platform  to  encourage 
fellow  business  leaders  to  harness  the  potential  of  these  remarkable  individuals. 

THESE  AAEMBERS  OF  THE  CEO  COUNCIL  SUBSCRIBE  TO  THE  IDEA  THAT 

IT'S  ABILITY,  NOT  DISABILITY,  THAT  COUNTS. 
N.O.D.  AND  BUSINESSWEEK  SALUTE  THEM  AND  INVITE  YOU  TO  JOIN. 
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New  York  Stock  Exchange,  Richard  A.  Grasso 
Philip  Morris,  Geoffrey  C.  Bible 

Potomac  Electric  Power  Company,  John  M.  Derrick,  Jr. 
USF&G,  Norman  P.  Blake,  Jr. 
Xerox  Corporation,  Paul  A.  Allaire 
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-  Christopher  Reeve 
Vice  Chairman  of  N.O.D. 
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Capital  Cities/ABC,  Inc.,  Robert  A.  Iger 
CIGNA  Group  Insurance,  John  K.  Leonard 
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Ingersoll-Rand  Company,  J.E.  Perrello 
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U.S.  Con  Company,  William  J.  Smith 
Warner-Lambert  Company,  Melvin  R.  Goodes 
Worthington  Industries,  John  P.  McConnell 


N  A  T  I  O  N  A  <      ^  '  V  ^ 

910  Sixteenth  Street,  NW,  Washington,   D.C.  20006 
202.293.5960  TDD:  202.293.5968  e-mail:  ceocouncil@nod.org 


Jerry  Rice 


TWO  LEGENDARY  PERFORMERS 

ONE  CITY. 


ICG, 

wetcom 


TM 


It  takes  something  special  to  help  a  team  put  up  record  iiiuiibers,  season  after  season.  Same  goes  in  football. 
ICG  Netcom.  Setting  the  mark  for  everyone  else  in  the  league  to  aim  for,  again  and  again. 
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"We  believe  innoviUtve  thinking  sets  us 
apart  . .  it's  one  reason  we  hai^e  offices  in 
a  dynamic  environment." 


"Nothing  encourages  success 
like  being  around  it  every  day  " 


J 


you  think 
our  offices 
inspire  brilliance 

and  creativity, 
wait  'til  you  meet 
our  tenants. 


U  s  Trust  Company  of  California  a 
TriNet  Corporate  Realty  Trust  are 
among  the  outstanding  firms  that  ha^ 
chosen  Embarcadero  Center  as  their 
business  address  --  joining  an  impres 
roster  of  San  Francisco's  most  recogn 
professional  talents. 

Welcome  to  the  Center. 


[J 

u 

nn 

-■  • 

B  CfNl 

you     re  in 


good  company 


Li 


onomic  Viewpoint 


lOBERT  J.  BARRO 


[ILTON  FRIEDMAN:  BEING  RIGHT 
;  THE  BEST  REVENGE 


IVERSAL: 

ce  upon  a 
le,  Keynes 
s  king  and 
edman  was 
iculed; 
iv,  his 
e-market 
iories  rule 
)  roost 


J.  Barro  is  a  professor  of  eco- 
at  Harvard  University  and  a 
ellow  of  the  Hoover  Institution 
k@harvard.edu) 


At  the  Harvard  University  I  knew  as  a 
gi-aduate  student  in  the  late  1960s,  Mil- 
ton Fnedman  was  ti'eated  as  a  right- 
wing  Midwestern  crank.  Most  of  the  derision 
applied  to  his  views  on  money,  including  the 
ai'gument  that  inflation  was  always  and  eveiy- 
where  a  monetary  phenomenon.  Even  the 
permanent-income  theory  of  consumption — 
his  scientifically  impeccable  model  in  which 
consumer  demand  depended  on  a  household's 
anticipated  long-i-un  income — was  subjected  to 
poorly  reasoned  criticism. 

Friedman's  contributions  to  public  policy,  as 
expressed  most  effectively  in  Capikdism  and 
Freedom,  were  dismissed  by  being  ignored. 
Thus,  we  unfortunate  PhD  students  did  not 
learn  about  Ms  prescient  ideas.  Many  of  these 
once  radical  ideas  have  become  mainstream 
policies  and  others  are  on  the  active  agenda. 
The  all-volunteer  anny  has  worked  well  for 
many  years,  the  eamed-income  tax  credit  is  a 
boon  for  the  working  poor,  the  flat-rate  in- 
come tax  is  a  serious  proposal  in  Congi-ess, 
and  school  vouchers  are  under  consideration 
in  many  states.  The  cmrent  debate  on  Social 
Secmity  reform  is  primarily  over  the  extent 
and  form  of  private  accounts,  rather  than  the 
wisdom  of  any  privatization.  Some  yeai-s  from 
now  we  will  perhaps  be  seeing  a  similar  de- 
bate over  the  details  of  drag  legalization,  one 
of  Friedman's  most  recent  policy  proposals. 
MONETARY  GURU.  Ironically,  the  only  person 
to  rival  Friedman  for  policy  influence  in  the 
20th  centiuy  is  John  Maynard  Keynes,  who 
had  a  strikingly  different  view  of  the  role  of 
government.  Keynes  was  influential  because 
he  advocated  more  government  intervention 
into  what  he  perceived  as  poorly  functioning- 
private  economies  caught  up  in  the  Great  De- 
pression. In  contrast  to  Keynes,  Friedman 
put  the  primary  blame  for  the  depression  on 
government  failures,  especially  of  monetaiy 
policy.  Hence,  the  Depression  did  not  conflict 
with  Friedman's  preference  for  less  govern- 
ment and  tighter  niles  to  constrain  macro- 
economic  policies.  He  also  found  in  the  Fed- 
eral Reserve's  failiu-e  to  prevent  deflation  an 
argument  in  favor  of  monetaiy  niles.  As  the 
world  evolved — with  price  stability  becoming 
the  major  mission  of  central  banks  and  free 
markets,  and  property  rights  becoming  the 
central  policies  to  promote  economic  growth — 
Friedman  siu'ely  won  the  intellectual  battle. 

Noneconomists  who  want  to  know  about 
Friedman's  ideas  are  best  advised  to  read 


Capitalism  and  Freedom  and  Free  to  Clwose. 
But  his  recent  autobiogr-aphy — Two  Lucky 
People,  written  with  his  wife.  Rose,  and  pub- 
lished last  month  by  the  University  of  Chica- 
go Press — fills  in  many  of  the  facts  about  his 
transition  from  pariah  to  priest.  For  me,  a 
key  lesson  is  that  Friedman's  influence  was 
achieved  mainly  through  the  force  of  ideas, 
not  by  direct  participation  in  the  policy 
process.  Except  for  work  dating  World  War 
II,  including  his  unfortunate  contribution  to 
the  estabhshment  of  income-tax  withholding, 
Friedman  has  avoided  government  employ- 
ment. Thus,  the  key  advice  to  academic  econ- 
omists in  his  memoirs  is:  ". . .  by  all  means 
spend  a  few  years  in  Washington — but  only  a 
few.  If  you  stay  more  than  two  or  three  you 
will  become  addicted  and  will  be  unable  ef- 
fectively to  i-eturn  to  a  scholarly  cai-eer."  My 
only  disagi'eement  is  that  two  or  three  years 
in  Washington  is  too  long  to  retain  one's  sci- 
entific edge. 

OP-ED  EXPERT.  In  a  similar  vein  with  regard 
to  congressional  testimony,  Friedman  says: 
"I  long  ago  decided  it  was  a  waste  of  time  to 
testify  before  congressional  committees. 
Spending  the  same  time  writing  an  op-ed 
piece  or  giving  a  talk  is  a  more  efficient  use 
of  time  for  the  purpose  of  influencing  poli- 
cy." (I  am,  of  coui'se,  pleased  to  leam  from 
Friedman  that  op-ed  pieces  are  an  0.  K.  use 
of  one's  time.)  Friedman  particularly  had 
gi-eat  influence  in  wiiting  for  Newsweek  from 
1966  to  1984,  although  his  teimination  in  favor- 
of  a  couple  of  mere  journalists  was  perhaps 
not  the  most  brilhant  decision  in  the  history 
of  publishing. 

My  biggest  complaint  about  Friedman's 
memou's  is  the  omission  of  the  best  photo- 
graph of  him  that  I  know  of  This  photo,  tak- 
en by  George  Stigler,  the  codeveloper  of  the 
Chicago  school  of  economics,  shows  Fried- 
man receiving  a  speeding  ticket  from  a  po- 
liceman on  Lake  Shore  Drive  in  Chicago.  Al- 
though Milton  apparently  found  it  optimal  to 
break  the  law,  the  pictui'e  shows  cleaiiy  that 
he  was  cooperating  fully  with  the  local 
authorities. 

We  are  fortunate  that  Friedman  had  the 
good  humor  and  self-confidence  to  pei-severe  in 
the  face  of  many  years  of  scorn  by  liberal 
economists  and  journalists.  The  tables  were 
turned  on  liis  deti-actore  many  yeai-s  ago,  and — 
to  paraphrase  Milton's  famous  quote  about 
Keynes — ^we're  aU  Friedmanians  now. 
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BY  GENE  KORETZ 

HOW  TO  CURE 
MEDICARE'S  ILLS 

Treatment  styles  may  hold  a  key 

Only  a  few  years  ago,  it  looked  as  if 
the  U.  S.  had  finally  managed  to 
put  a  leash  on  surging  health-care  ex- 
penditures, which  consume  some  14% 
of  gi"oss  domestic  product.  Now,  with 
costs  picking  up  steam  again,  the  seai'ch 
is  on  for  ways  to  control  spending — 
not  only  to  ease  the  pain  for  current 
employers,  workers,  and  taxpayers, 
but  also  to  lighten  the  massive  burden 
that  lies  ahead  when  the  baby  boom 

TWOPAHERNS  OF  CARE 
FOR  THE  SERIOUSLY  ILL 


25   

AVERAGE  NUMBER  OF 
20  —  PATIENT  VISITS  IN  LAST 
6  MONTHS  OF  LIFE: 

15  —  18  PRIMARY  CARE  DOCTORS  ■ 

■  SPECIALISTS 
10   


MINNEAPOLIS  MIAMI 

A  AVERAGE  VISITS  PER  PATIENT*  PATIENTS  IN  AND 

DMA  JONATHAN  SKINNER,  JOHN  E.  WENNBERG  OUT  OF  HOSPITAL  1994-95 

generation  enters  its  retirement  years. 

One  potentially  useful  tack  is  sug- 
gested by  a  new  study  by  economist 
Jonathan  Skinner  of  Dartmouth  College 
and  physician  John  E.  Wennberg  of 
Dartmouth  Medical  School  that  focuses 
on  geographic  disparities  in  Medicare 
spending.  Specifically,  the  study  looks 
at  differences  in  outlays  and  care  for 
patients  in  the  last  six  months  of  their 
lives,  a  period  that  accounts  for  some 
30%  of  total  Medicare  expenditiu-es. 

Such  differences  can  be  stark.  Com- 
paring Miami  and  Minneapolis  in  the 
mid-1990s,  for  example,  the  researchers 
find  that  Medicare  spending  per  patient 
in  the  final  months  of  life,  adjusted  for 
illnesses,  local  prices,  age,  sex,  and  oth- 
er variables,  was  more  than  twice  as 
high  in  Miami.  Average  days  per  pereon 
spent  in  intensive  cai'e  were  neai'ly  four 
times  greater  And  billed  doctors'  visits 
both  in  and  outside  of  the  hospital  var- 
ied as  much  as  fivefold  (chart). 

The  higher  expenditures  and  more 
intense  treatment  provided  in  a  city 
like  Miami  might  make  economic  sense, 
of  coiuse,  if  they  paid  off  in  terms  of 
better  health  outcomes.  But  the  study's 
analysis  t  f  such  high-spending  areas 


across  the  U.  S.  turns  up  no  evidence 
that  they  enjoy  reduced  mortality  rates. 
And  past  research  indicates  that  many 
patients  prefer  less  intense  care  after 
they  ai'e  infoiTned  of  the  risks  and  ben- 
efits of  various  treatments. 

What  appai'ently  does  affect  Medicai'e 
spending  is  the  level  of  local  resources. 
The  higher  the  number  of  hospital  beds 
or  speciahsts  relative  to  the  population, 
report  the  researchers,  the  greater  the 
outlays  for  people  in  their  final  months 
of  life  are  likely  to  be.  Such  spending  is 
also  strongly  correlated  with  the  pres- 
ence of  for-profit  hospitals. 

These  fijidings  point  to  the  tantalizing 
possibihty  that  both  Medicare  and  over- 
all health  spending  could  be  reduced 
significantly  without  harming  people's 
health.  Indeed,  Skinner  estimates  that 
bringing  national  care  levels  close  to 
those  prevailing  in  a  city  like  Min- 
neapolis would  cut  projected  Medicare 
spending  by  20%,  producing  big  sur- 
pluses well  into  the  next  centuiy. 

The  sticking  point  is  getting  health- 
care providers  to  change  theu'  practice 
styles  without  lowering  the  cjuality  of 
care.  The  problems  many  health  mainte- 
nance organizations  have  had  trying  to 
effect  similar  changes  suggests  that  such 
a  major  refomi  would  be  fai-  from  easy. 


RIVAL  REPORTS 
ON  CONSUMERS 

Which  index  is  a  better  harbinger? 

Is  everybody  happy?  Each  month, 
economists  keep  a  weather  eye  on 
the  results  of  the  nation's  two  major 
surveys  of  consimier  attitudes:  the  Uni- 
versity of  Michigan  Index  of  Consumer 
Sentiment  and  the  Conference  Board's 
Index  of  Consumer  Confidence.  But 
while  both  ai-e  supposed  to  measiu'e  the 
same  thing,  they're  not  exactly  equal 
in  their  predictive  power  nor  do  they  al- 
ways move  together.  (Both  are  current- 
ly quite  high,  but  the  Michigan  index 
has  been  slipping  a  bit  this  year) 

As  it  happens,  the  Michigan  index  is  a 
component  of  the  index  of  leading  indi- 
cators of  economic  activity,  compiled  by 
the  Conference  Board.  And  in  that  broad 
role,  it  does  appeal-  to  have  an  edge  over 
the  Conference  Boai'd's  measui'e — tiuTung 
downwai'd  eai'lier  before  recessions,  for 
example.  A  study  by  economists  Jason 
Braun  and  Sydney  Ludvigson  of  the  Fed- 
eral Reserve  Bank  of  New  York  indi- 
cates, however,  that  the  Conference 
Board  measure  is  actually  far  better  at 
predicting  the  path  of  consumer  spending. 


Specifically,  they  found  that  the  C 
fidence  index  significantly  improved  f 
casts  of  overall  household  spending 
the  next  quarter,  even  after  such  v 
ables  as  wages,  stock  prices,  intei 
rates,  and  past  spending  were  facte 
into  the  equation.  By  contrast,  the  C 
sumer  Sentiment  index  added  relati'' 
little  information — except  in  the  cas 
motor  vehicle  outlays. 

Why  the  difference?  The  econorr; 
note  that  the  Conference  Boai'd  siu, 
queries  respondents  on  job  prosp» 
over  the  coming  six  months — a  con( 
that  seems  to  influence  near-term  • 
sumer  spending  strongly.  By  contr 
the  Michigan  survey  focuses  on  persi 
finances  and  business  conditions  overj 
next  year  or  longer.  Since  automoi 
purchases  involve  long-term  as  well 
short-teiTn  financial  considerations,] 
no  surprise  that  vehicles  are  the  i 
product  for  which  spending  forecasts! 
be  significantly  improved  by  using  I 
results  of  both  surveys  together 


IT'S  NOT  JUST 
MANHAHAN 

New  York  City's  widespread  rev: 

Just  a  year  ago,  New  York  City's 
employment  rate  hit  a  double- 
peak  of  10%,  even  as  joblessness  p 
meted  nationwide.  Now,  the  city  is  ] 
ing  catch-up.  Unemployment  is  d 
by  more  than  two  percentage  pot 
private-sector  job  gains  have  acceli^ 
ed  to  a  4%  annual  rate,  and  the  i 
economy  gi'ew  at  a  4.1%  annual  cl 
the  first  quarter,  the  fastest  quar  ■ 
rate  in  11  years. 

What's  more,  note  economist  ; 
Chase  Manhattan  Bank,  it's  not  just  /< 

Street  that's  pro-  i—  ■maiimni—  i 

viding  the  econom- 
ic energy.  They 
point  to  booming 
touiist  and  motion 
pictiu'e  industries, 
sui'ging  activity  in 
Manhattan's  Silicon 
Alley,  and  the 
growth  of  small 
retailers  and  even 
small-  and  medi- 
um-sized manufac- 
turers in  Brooklyn 
and  Queens.  In- 
deed, each  of  the 
four  outer  bor- 
oughs, observes  the  bank,  is  now  <ei 
of  Manliattan  in  recouping  the  job  fee 
it  suffered  eai'lier  in  the  decade. 


GROWTH  spur; 
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Now  that  Compaq  and  Digital  are  one, 
the  way  the  world  approaches  computing 
will  be  changed  forever. 


Any  questions? 


products  and  services.  With  the  richest  and  deepest  strategic  partnerships.  And  with  the  energy,  commitment 


If  not  us,  then  who?  We  now  have  one  of  the  world's  great  service  and  support  organizations:  some  25,0 


offering  them  direaly  or  over  the  Web  to  partners,  resellers  and  customers  at  great  savings  in  time  and  money.  It'.'i 
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VIPROVISED  WOMAN 
Women  Reinventing  Single  Life 

rcelle  Clements 
i«351pp«  $26.95 


BRIDGET  JONES'S  DIARY 
A  Novel 

By  Helen  Fielding 
Vikmg»271pp«  $22.95 


[NGLE  WOMEN 

I A  HOSTILE  WORLD 


you  want  evidence  of  a  major  de- 
lographic  shift  at  the  end  of  the 
lillennium,  count  the  number  of 
people  over  35  in  your  workplace. 
;es  are  you'll  come  up  with  more 
!n  than  men.  If  so,  you  are  catch- 
n  to  one  of  the  more  significant 
trends  of  the  past  decade.  Ac- 
ig  to  the  U.  S.  Census  Bureau,  the 
er  of  women  living  alone  has  dou- 
during  the  past  20  years,  to  15 
n,  while  the  number  of  solitary 
even  though  the  figure  has  tripled, 
iy  10.3  million.  As  of  last  year, 
were  46  million  single  women  over 
re  of  18  and  38  miUion  single  men. 
;,  it's  the  age  of  the  single  woman, 
3road  implications  for  both  the  cul- 
and  the  economy.  They  certainly 
see  themselves  as  spinsters,  old 
,  or  crazy  Miss  Havishams — the 
ive  stereotypes  of  yesteryear, 
irried  women  are  buying  houses, 
ig  sport  utility  vehicles,  bearing 
)pting  children,  and  rising  to  posi- 
of  influence.  As  part  of  the  zeit- 
they  are  all  over  the 
•een,  ranging  from  the 
—Ally  McBeal  and 
inly  Susan — to  the  J0f^ 
wered — see  Cybill  or  ^  •  » 
fcently  ended  Murphy 
I.  And  they  are  finally 
g  some  books  that  re- 
the  complexities  of 
lives. 

new  literary  genre  is 
^ing,  along  the  lines  of 

single,  hear  me  roar." 
recent  examples  are 
mprovised  Woman:  Shigle  Wornen 
enting  Single  Life,  a  serious  work 
arcelle  Clements,  and  the  light- 
ed British  best-seller  Bridget 
's  Diary,  a  novel  by  Helen  Field- 
'he  two  might  seem  to  have  little 
nmon.  Indeed,  Clements  has  al- 

harrumphed  in  The  New  York 


di  bndfiet  jones's 
lary 


Times  that  Fielding's  book  represents 
"the  humor  of  the  pathetic."  But  both 
books  are  about  single  women  trying 
to  make  their  way  in  a  hostile  world  of 
what  Bridget  Jones  calls  "smug  mar- 
rieds."  It's  just  that  the  Bridget  book 
takes  itself  a  lot  less  seriously. 

Clements,  a  single  moth- 
er, started  her  book  in  the 
early  1990s,  when  she  real- 
ized that  her  life  had  turned 
out  to  be  different  fi*om  the 
one  she  had  been  raised  to 
expect — and  she  didn't  re- 
ally mind.  She  determined 
that  both  the  status  and  the 
psyche  of  single  women  to- 
day ai"e  unlike  those  of  even 
20  years  ago,  and  that  sin- 
gleness is  no  longer  unusual. 
In  fact,  says  Clements,  due 
to  delayed  maniages,  liigh  divorce  rates, 
low  remarriage  rates,  and  longer  life 
spans,  most  American  women  can  ex- 
pect to  be  manied  only  half  their  adult 
lives.  Or  as  one  woman  quoted  in  her 
book  says:  "I'm  off  the  giid. 
Self-supporting,  bringing  up 
two  kids,  divorced  two 
years  [ago],  and  not  one 
date  since." 

Clements  decided  to  ex- 
amine the  implications  of  be- 
ing "off  the  gTid"  by  inter- 
viewing more  than  100 
single  women  from  age  24 
to  96.  She  starts  each  chap- 
ter with  a  long  essay  on  a 
chosen  subject,  such  as  hav- 
ing or  not  having  children, 
dating  at  a  later  age,  creating  yoiu  own 
home,  even  dying  alone — and  follows 
each  vrith  excerpts  from  the  interviews. 

The  essays  can  be  thought-provok- 
ing, particularly  when  the  author  chal- 
lenges common  assumptions.  Clements 
suggests,  for  example,  that  despite  the 
conventional  wisdom,  one  can  have  a 


THE  IMPROVISED 
WOMAN 


fulfilled  life  without  intimacy.  And  she 
writes  that  men  and  women  should  "be 
more  honest  about  our  conflicting  need 
for  both  freedom  and  love."  But 
Clements'  style  is  often  disconnected, 
and  she  tends  to  ramble  on  about  ir- 
relevant issues.  When  discussing  the 
definition  of  home,  for  example,  she  de- 
votes several  pages  to  the  many  women 
she  knows  who  talk  about  the  pros  and 
cons  of  good  sheets.  Funny,  but  I  can't 
remember  ever  having  an  extended  con- 
versation about  sheets. 

Clements'  book  really  bogs  down  in 
the  interview  excerpts.  Women  in  their 
20s,  40s,  and  90s  have  widely  divergent 
views  on  the  single  world.  They  tend  to 
be  single  for  different  reasons,  so  the 
links  between  the  excerpts  often  sound 
forced.  Also,  the  descriptions 
of  the  various  women  don't 
contribute  much.  We  learn 
such  seemingly  irrelevant 
details  as  that  "Eileen  Y., 
ft-om  Gloucester,  has  gi'ay- 
blonde  hair  and  moves  with 
graceful  deliberateness"  or 
that  "Abigail  Z.,  37,  an  ar- 
chitect, widowed  after  three 
years,  is  an  emotional  see- 
saw adept."  Huh? 

But  the  most  irritating 
aspect  of  the  Tlte  Impro- 
vised Woman  is  its  self-righteous  tone 
about  the  superiority  of  the  single  life — 
just  as  gi'ating  as  the  claims  that  mar- 
ried people  make  for  coupledom.  She 
makes  sweeping  statements,  such  as: 
"While  there  ai'e  a  few  'good'  maniages 
to  be  seen,  even  the  good-enough  mar- 
riage is  still  felt  by  many  married 
women  to  be  an  aiTangement  that  most 
benefits  the  man."  Or:  "Nobody  wants  to 
break  up  a  marriage,  but  most  people 
can't  stay  in  one."  Tine,  there  is  a  43% 
chance  that  a  maniage  will  end  in  di- 
vorce, but  that's  hardly  "most." 

In  all  likelihood,  most  single  women 
have  nothing  against  maniage.  It  just 
hasn't  happened  for  them,  for  whatever 
reasons,  and  they  are  neither  sitting  at 
home  feeling  miserable  nor  reveling  in 
their  solitude.  They  are  just  muddling 
thi'ough,  tiying  to  be  accepted  on  their 
own  terms.  But  if  perchance  they  do 
feel  blue,  they  can  always  pick  up  Brid- 
get Jones's  Diary,  a  fictional  year  in  the 
life  of  a  champion  muddler. 

Bridget's  diary  began  life  as  Field- 
ing's enormously  popular  London  news- 


IN  BOTH  BOOKS,  WOMEN  ON  THEIR  OWN 
]OPE  WITH  LIFE  AMONG  THE  "SMUG  MARRIEDS" 
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CAPITALIZE  ON 
EUROPE  S  OPPORTUNITIES 


How  $10,000  Invested  2/28/90 
Would  Have  Grown  vs.  Competitors* 


T.  Rowe  Price  European  Stock 

Fund  invests  in  large  and  small 
European  companies  positioned  to  s 
benefit  from  opportunities  arising 
throughout  th'is  dynamic  region. 
And,  as  the  chart  shows,  the  fund 
has  outperformed  the  average  of 
its  peer  funds  since  its  inception 
(2/28/90).  hiternational  investing 
has  special  risks,  including 
currency  fluctuation  and  limited 
geographic  focus.  Of  course,  past 

performance  cannot  guarantee  future  results.  No  sales  charges 
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free  investment  kit 
including  a  prospectus 

1-800-541-8353 
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*34.56%,  21.61%,  and  13.32%  are  the  fund's  average  annual  lotai  reiurns  for  the  1-year,  5-year,  and  suice 
inception  periods  ended  3/31/98,  respectively  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital 
gain  distributions  since  inception.  Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at 
redemption  than  at  original  purchase,  (Source;  tipper  Analytical  Services,  Inc.)  'Strategic  Insight  Simfund.  Read  the 
prospectus  carefully  before  investing.  T.  Kov\e  Price  Investment  Services,  Inc.,  Distributor  i;sho  (2676 
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paper  column,  fii-st  in  The  Independi 
now  running  in  the  Daily  Telegra 
The  book  that  grew  out  of  the  colu 
became  a  runaway  best-seller  in  Brit 
last  year.  It's  likely  to  have  the  sa 
success  in  the  U.  S.:  The  book  hit 
New  Yark  Tiynes  best-seller  list  just  t 
weeks  after  its  debut  in  Jime,  putting 
rest  Fielding's  concern  that  Americi 
wouldn't  find  the  novel  funny  beca 
they  don't  understand  irony. 

Bridget — much  given  to  irony — i; 
disorganized,  insecure,  weight-obsesi 
woman,  with  disaster-prone  friends  { 
family.  She  is  a  Chaplinesque  Eve 
woman,  stumbling  through  a  world 
of  couples  and  "singletons"  while  t 
ing  to  cope  with  a  crazy  boss  and  c 
zier  assignments  in  her  job  at  the  B 
The  book,  which  clu-onicles  one  yeai 
her  life,  starts  with  a  series  of  Ni 
Year's  resolutions  to  quit  smoking,  1 
10  pounds,  find  a  decent  boyfriend, 
develop  "inner  poise."  Or  as  she  puti 
"I  will  not  sulk  about  having 
boyfriend  and  instead  develop  in 
poise  and  authority  and  sense  of  sel| 
woman  of  substance,  complete  witll 
boyfriend,  as  best  way  to  ob1j 
boyfiiend." 

Although  Bridget  accomplishes 
if  any,  of  her  goals,  her  efforts  are] 
laiious.  Each  diaiy  entry  starts  out 
her  weight,  number  of  calories  e: 
alcohol  "units"  consumed,  cigarej 
smoked,  and  moments  spent  having 
ative  thoughts.  Although  the  boo 
cleai'ly  meant  to  poke  fun  at  Bridj^l 
dithery  insecurities,  there  is  a  ri: 
familiarity  about  hei'  day-to-day  s 
gles.  What  single  woman  has  not  frj 
cally  searx'hed  for  a  pair  of  pant; 
without  runs,  dreaded  a  family  hol| 
suffer'ed  tlir'ough  a  dinner  party  ft| 
smug  mar-rieds  hinting  that  there  \ 
be  something  wr'ong  with  her-  or  sh# 
would  be  manied?  Sur*e,  Bridget  isjl 
seLf-absorbed,  man-obsessed — everyifei 
that  the  modem  single  woman  is  nan 
to  abhor  But  she  is  so  much  monSfii! 
than  most  of  the  deadly  serious  W(^; 
in  Clements'  book.  ' 

She  is  even  mor-e  fim  than  the  seiow 
people  in  her  own  diary.  Take  Mar-k|!ai 
cy.  He's  a  dull  lawyer  Bridget  initiaipt« 
jects  and  then — even  though  he  iWii 
gets  more  inter-esting — becomes  ir^t'.!: 
ated  with  after  he  r-escues  her  pan 
fi'om  financial  rxdn.  It's  the  one  false 
At  the  end  of  the  millennium,  m 
women  are  more  likely  to  rescue 
selves  than  to  find  a  prince  in  shini; 
mor  to  do  the  job  for  them. 

BY  CATHERINE/' 

Associate  Editor  Arnst  is  iviL> 
and  single. 
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OIVSUMERS  ARE 

LL  SMILES  AND  OPEN  WALLETS 

ck-solid  fundamentals  explain  why  they  are  spending  with  such  gusto 


us.  ECONOMY 


TIMiSM  SHOWS  NO 
SN  OF  TOPPING  OUT 


An  important  economic  lesson 
can  be  drawn  from  the  recent 
■rnment  report  that  more  than  half  of  American 
;s  are  ovemeight:  U.  S.  consumers  have  trouble  ex- 
ing  restraint,  whether  it's  at  the  dinner  table  or  the 
ping  mall.  That's  why  the  popular  forecast  of  an 
aculate  slowdown  just  doesn't  add  up.  Consumers, 
major  force  of  this  economy  of  late,  will  not  ease 
until  some  constraint  compels  them  to  rethink 
•  buying  plans. 

be  sure,  monthly  data  so  far  indicate  that  second- 
ter  economic  growth  struggled  to  reach  2%.  How- 
domestic  demand  continued  to  charge  ahead,  led 
onsumers  and  homebuilding  (charts).  The  appar- 
^  sharp  slowing  in  overall  growrth  from  5.4%  in 
irst  quarter  was  caused  by  two  factors  other  than 
jstic  demand:  an  Asian-led  widening  in  the  trade 
it  and  a  slowdown  in  inventory  grovrth. 

Second-half  growth  could 
very  well  pop  back  up  to 
above  3%,  mainly  because  con- 
sumers show  no  sign  of  taldng 
a  break.  From  the  end  of  1996 
to  the  first  quarter  of  1998, 
household  buying  surged  at  a 
4%  annual  rate.  And  the  latest 
reports  on  spending  and  new- 
home  sales  suggest  that  the 
second-quarter  pace  showed 
no  drop-off  from  that  trend, 
lile  retailers  and  homebuilders  are  cheering  this 
'  it  torrent  of  consumer  spending,  the  trend  could 
I  p  a  problem  in  the  second  half.  That's  because  con- 
'  Ts  must  back  off  in  some  significant  and  lasting 
if  the  economy  as  a  whole  is  to  slow  down.  With- 
hat  downshift,  the  labor  markets  will  continue  to 
en,  and  inflation  wiW  creep  higher. 

ARE  HOUSEHOLDS  shopping  with  such  gusto? 
-solid  fundamentals.  Healthy  job  growth  has 
ned  the  unemployment  rate  down  to  a  genera- 
:  1  low.  The  tight  labor  markets  and  low  inflation,  in 
are  boosting  real  wages.  In  addition,  financial 
itions  have  grown  increasingly  accommodating: 
c  prices  continue  to  climb,  and  intei'est  rates  re- 
very  low. 

>  wonder  households  are  absolutely  ecstatic  about 
economic  prospects.  The  Conference  Boai'd's  June 


CONSUMER 
CONFIDENCE 


iinMmiiriiiiiiiiiiiiii 

%  JUNE  ■? 

:X:  1985=100 

DATA:  CONFERENCE  BOARD 


HOME  SALES  ARE  GOING 
THROUGH  THE  ROOF 

900   


Q  I       I       t       I       I       I        I       I       I       I       I       I       I       I  I 

JAN.  '97  MAY  '98 

▲  THOUSANDS,  AT  ANNUAL  RATES 
DATA:  COMMERCE  DEPl 


consumer  confidence  index  rose  to  137.6,  the  highest 
level  in  three  decades,  from  136.3  in  May.  Consumers' 
assessments  of  both  current  and  expected  conditions 
rose  in  June. 

Buying  patterns  reflect  those  upbeat  attitudes.  Real 
consumer  spending,  adjusted  for  inflation,  rose  0.4% 
in  May,  after  increasing  0.2%  in  April.  Those  gains  put 
second-quarter  outlays  on  a  path  to  rise  at  a  4%  annu- 
al rate,  follovring  the  first  quarter's  6%  surge.  First-half 
spending  wiW  approach,  and  possibly  exceed,  the  fastest 
two-quarter  gi-ovv^th  rate  in  a  decade. 

The  key  support  under 
spending  has  been  income 
growth.  Job  growth  so  far 
this  year  has  slowed  only  a 
bit  from  its  robust  pace  in 
1997,  and  wages  continue  to 
accelerate.  Real  aftertax  in- 
come rose  0.3%  in  May,  after 
a  0.2%  gain  in  April,  and  for 
the  second  quarter,  it  is  on 
track  to  increase  at  an  annual 
rate  of  about  3.4%.  During 
the  past  year,  real  income  has  risen  3.8%. 

The  wealth  effect  from  rising  stock  prices  explains 
much  of  the  disparity  between  the  3.8%  yearly  pace  of 
income  and  the  4.5%  growth  rate  of  consumer  spending. 
Equities  now  account  for  about  55%  of  all  household  fi- 
nancial assets,  the  highest  proportion  in  the  postwar 
era,  and  that  ownership  is  spread  across  far  more 
households.  Higher  stock  prices,  plus  more  than  a  full 
pei'centage-point  drop  in  long-tenn  interest  rates  dur- 
ing the  past  year,  have  given  consumers  an  additional 
spending  support  that  is  not  yet  played  out. 

LOWER  INTEREST  RATES,  as  well  as  the  host  of  oth- 
er consumer  pluses,  are  especially  buoying  home  sales. 
Sales  of  previously  owned  homes  rose  1%  in  May,  to  a 
near-recoi-d  annual  rate  of  4.82  million,  and  May  pur- 
chases of  new  homes  hit  a  record.  They  increased  0.3% 
from  April,  to  an  annual  rate  of  890,000  (chart).  Hous- 
ing appears  to  have  made  a  solid  contribution  to  sec- 
ond-quarter economic  gTovrth. 

Now,  it  looks  as  if  strong  demand  may  well  power 
homebuilding  all  the  way  thi'ough  the  summer.  A  June 
survey  of  builders  showed  rising  sales  amid  shortages 
of  workers  and  buildable  land,  which  is  starting  to 
push  up  home  prices.  The  average  price  of  a  new  home 
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in  May  rose  8.1%  from  a  year  ago,  the  largest  annual 
rise  in  a  year  and  a  half.  Strong  demand  assures  that 
housing  starts  have  not  yet  topped  out. 

FOR  THE  SECOND  QUARTER,  two  factors  offset  the 
consumer  dynamo.  First,  a  wider  foreign-trade  deficit 
subtracted  from  real  gross  domestic  product  growth, 
perhaps  as  much  as  the  2.7  percentage  points  it  sub- 
tracted in  the  first  quai'ter.  Second,  inventory  accu- 
mulation undoubtedly  slowed  in  the  second  quarter 
following  an  unprecedented  buildup  of  $105.7  billion  in 
the  winter  quarter. 

Both  are  largely  related  to  the  Asian  crisis,  which  so 
far  has  had  its  biggest  impact  on  the  manufacturing 
sector.  Because  of  weaker  foreigTi  orders,  overall  book- 
ings are  slipping,  and  factory  output  has  flattened.  The 
downdraft  continued  in  June  based  on  the  larger-than- 
expected  decline  in  the  purchasing  managers'  index. 

The  purchasers'  composite  index  of  industrial  activi- 
ty fell  to  49.6%  from  51.4%  in  May  (chart).  For  the  fii-st 
time  since  July,  1996,  the  index  shpped  below  50%, 
meaning  that  manufacturing  activity  is  contracting. 
The  component  indexes  for  production  and  employ- 
ment fell  sharply,  while  export  orders  continued  to  de- 
cline. The  report  said  that  purchasers  gave  mixed  com- 
ments on  business  conditions,  but  it  added:  "Asian 
concerns  still  dominate  their  thoughts." 

The  Asian  financial  crisis  has  given  the  Federal  Re- 


SPAIN 


PURCHASERS  SAYASI 
iS  TAKING  A  TOLL 


serve  some  leeway  in  setting  monetaiy  policy  beca' 
the  sui'ging  U.  S.  dollar  has  made  goods  inflation  aln; 
nonexistent,  though  service  inflation  is  edging  up.  ''. 
Fed's  policy  committee  held  rates  steady  at  its  June 
July  1  meeting.  The  Fed's  next  meeting  is  Aug.  18 

But  the  Asian  crisis,  espe- 
cially in  Japan,  may  become  a 
double-edged  sword  for  the 
Fed  later  on  if  domestic  de- 
mand does  not  ease  back.  Al- 
ready, core  consumer  inflation 
so  far  in  1998  is  running  at  a 
faster  pace  than  it  did  in  1997. 
If  demand  stays  strong,  the 
Fed  might  be  forced  to  hike 
interest  rates  at  a  time  when 
such  a  move  could  unsettle  the 
currency  markets  just  as  they  begin  to  stabilize. 

However,  simply  hoping  that  demand  slows  on 
own  could  be  a  risky  strategy  for  monetary  pol 
Consumers  may  not  rein  in  their  current  spend 
spree  without  some  prodding.  The  stick  could  take  i 
of  many  forms:  a  stock  market  correction,  an  Asian 
fluenced  slowdown  in  employment,  or  higher  inter 
rates.  Unless  households  exercise  some  restraint, 
flation  may  sneak  into  the  economy  as  insidiously  £ 
few  extra  pounds  can  gather  around  the  waistli 
Neither  result  is  welcome,  and  both  are  hard  to  sh 
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CRUISING  INTO  THE  EURO  ERA 


Spain  heads  toward  the  Janu- 
ary, 1999,  launch  of  Europe's 
single  currency  with  one  of  the 
fastest-grovidng  economies  in  the 
euro  area,  and  its  economic  per- 
formance should  remain  excep- 
tional in  the  coming 
quarters. 

In  the  first  quarter, 
Spain's  economy  grew 
3.7%>  from  a  year  ago, 
the  fastest  annual  clip 
in  nearly  eight  years 
and  well  above  the 
3.1%  euro-area  aver- 
age. In  fact,  Spain  will 
outperform  Eui'ope  for 
the  second  year  in  a 
row.  After  gi'owing  3.4%  in  1997, 
the  government  has  revised  its 
1998  grov/th  forecast  to  3.7%, 
from  3.4%,  and  many  private  fore 
casters  are  doing  the  same.  May 
inflation  stood  at  2%,  interest 


JOB  GROWTH  IS 
ACCELERATING 


SPAIN'S  ANNUAL 
EMPLOYMENT  GROWTH 
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rates  are  at  record  lows,  and  the 
public-sector  deficit  is  set  to  equal 
about  2.5%  of  gross  domestic 
product  both  this  year  and  next. 

The  power  behind  growth  is 
domestic  demand,  reflecting 

strong  job  gTOwth 
and  steep  interest- 
rate  cuts.  Short-term 
policy  rates  are  414%, 
down  from  6M%  in 
eariy  1997  and  9M%  in 
late  1995.  Consumer 
spending,  especially 
for  big-ticket  items, 
and  homebuilding  are 
leading  the  gains. 
Consumer  confidence 
is  at  a  new  high,  mainly  because 
annual  job  growth  has  accelerated 
to  3.6%  in  April.  Job  gains  in 
1998  could  exceed  400,000.  Al- 
though Spanish  unemployment,  at 
19.13%.,  is  still  the  highest  in  Eu- 


rope, that  rate  is  a  six-year  low, 
In  order  to  bring  Spanish  inte 
est  rates  into  line  with  those  in 
the  euro  area,  at  least  one  more 
rate  cut  by  the  Bank  of  Spain  is 
expected.  The  euro  convergence 
rate  is  likely  to  be  in  the  3.5%-t 
4%  range.  The  risk  that  the  eco: 
omy  could  overheat  and  push  uj 
inflation  in  1999  will  rise  if  the 
convergence  rate  is  3.5%,  but 
even  so,  the  risk  is  small.  Wage 
growth  continues  to  slow,  and 
strong  business  investment  is 
adding  to  production  capacity. 
Also,  the  Asian  crisis  will  offset 
some  domestic  strength  and  re- 
strain inflation  via  lower  commc 
ty  prices,  especially  for  oil. 

For  now,  strong  growth  and 
expected  slight  uptick  in  inflatic 
in  coming  months  vdll  keep  the 
BOS  on  the  sidelines  this  summ( 
but  look  foi"  a  rate  cut  by  autui 
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THE  SHUTDOWN 
GM  NEEDS? 


It's  a  chance  to  clean  house  and  downsize 


0  1 
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HOW  dramatically  will  General  Mo- 
tors Coi-p.  change  as  a  result  of 
its  latest  showdown  with  the 
United  Auto  Workers?  By  late 
June — foui"  weeks  after  workers  sti-uck 
two  Flint  (Mich.)  plants  and  slowly 
brought  (Im's  North  American  produc- 
tion to  a  halt — the  auto  maker  was 
dropping  tantalizing  clues.  Might  the 
company  use  the  shutdown  to  make  fun- 
damental changes — reducing  plant  ca- 
pacity to  match  its  reduced  market 
share,  killing  off  poor- 
selling  models  and,  per- 
haps, getting  rid  of  en- 
tii'e  marketing  divisions? 

For  investors  eager  to 
see  such  reforms,  there 
are  encom-aging  signs.  A 
June  30  OM  filing  with 
the  Securities  &  Ex- 
change Commission  stat- 
ed that  the  company  is 
"carefully  reviewing  fu- 
tm-e  spending  for  prod- 
ucts and  facilities."  That  followed  a  se- 
ries of  internal  memos  leaked  by  GM 
that  hinted  at  similar  plans.  And  on 
July  1,  Ronald  L.  Zarrella,  GM's  vice- 
president  for  sales  and  marketing,  told 
reporters:  "We  may  well  take  this  situ- 
ation as  an  opportunity  to  move  up 
some  futm'e  plans  in  terms  of  eliminat- 
ing overlap  in  our  portfolio." 
WORRIED  WALL  STREET.  Even  if  the 
auto  makei'  isn't  definitively  signaling  a 
major  overhaul,  many  analysts  and  aca- 
demics think  it  should.  On  Wall  Street, 
where  analysts  ai*e  increasingly  wonied 
by  the  strike  that  has  already  cost  GM 
$1.2  billion  in  net  income,  there's  hope 
that  tliis  time  the  cimnaker  will  go  fur- 
thei'  than  the  long-expected  cutbacks  of 
a  few  more  parts  plants  and  a  couple  of 
car  models.  They  would  applaud  a  broad 
restiiictuiing  that  would  finally  get  gm 
in  fighting  trim.  That  would  mean  cuts 
in  management  and  hourly  i-anks,  and 
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revamping  products,  marketing,  and 
manufacturing.  Furman  Selz  analyst 
Maryann  N.  Keller  is  eager  for  such  a 
clean-sweep  approach.  "I  would  love  it  if 
they  were  maldng  those  decisions,"  she 
says. 

Clearly,  gm's  decade-long  "death  by 
a  thousand  cuts"  strategy  of  gradual 
downsizing  isn't  worldng.  The  company 
has  not  come  close  to  its  overall  pro- 
ductivity goals.  Its  manufacturing  inef- 
ficiency puts  it  at  a  $411-per-vehicle  chs- 
advantage  to  Ford  Motor 
Coip.,  estimates  Stephen 
J.  Girsky,  a  Morgan 
Stanley  Dean  Witter  an- 
alyst. And  <;m's  declining 
market  share  in  recent 
years  has  only  made  the 
need  for  lower  costs 
more  acute.  At  the  same 
time,  the  never-ending" 
cuts  exact  a  high  toll  on 
labor  relations.  "Does  gm 
honestly  think  there's  go- 
ing to  be  less  pain  in  doing  these  things 
one  at  a  time?"  Keller  asks.  "It  just 
makes  the  I'AW  madder." 

Tine,  getting  all  the  bad  news  out  at 
once  might  cause  more  labor  friction  in 
the  neai"  temi.  Analysts  say  (;m  needs  to 
shrink  houriy  rolls  "by  40,000  to  50,000 
workers  out  of  220,000  to  match  com- 
petitors' efficiency — hardly  welcome 
news  to  the  imion  and  its  members.  But 
such  moves  ai'e  inevitable,  and  GM  hopes 
to  make  many  cuts  through  attrition 
over  the  next  few  years. 

In  some  cases,  workers  whose  plants 
are  sold  could  be  better  oft"  in  the  lone 


mn  working  for  new  owTiers,  as  foi 
GM  workers  at  Detroit  Diesel  and  AjJ 
ican  Axle  have  discovered.  Meanw!) 
gi'eater  investment  in  new  equiprs 
for  the  remaining  factories  could  r 
prove  productivity  and  preserve  joj 
A  one-fell-swoop  strategy  couli  ; 
tually  result  in  better  labor  relatin 
the  long  haul.  Says  Ti-evor  Bain, 
versity  of  Alabama  management 
fessor:  "Wliatever  it  is,  they  nt 
enunciate  it  clearly  and  let  the  i  ■ 
in  on  the  secret,  too."  Workers  vu 
stop  waiting  for  the  other  sho  I 
drop — and  looking  for  real  or  imajat 
actions  against  them  by  managemdt- 
if  they  believed  the  cuts  were  ove:ar 
the  rebuilding  was  beginning.  It  wdtt 
at  Ford  and  Chrysler  Corp.,  bot 
which  downsized  radically  in  the 
1980s  and  went  on  to  rebuild  solid 


WHATEVER  HAPPENS 
IN  THE  STRIKE, 
OUTSIDERS  SAY  GM 
SHOULD... 


...BOOST  productivity 
by  investing  in  new 
equipment,  improving 
manufacturing,  and 
eliminating  up  to 
50,000  wori<ers. 


...SELL  or  c| 

inefficient  pal 
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WILL  THIS 
TIME  BE  ANY 
DIFFERENT? 


ons  once  the  bloodletting  was  over. 

Merrill  Lynch  &  Co.  analyst 
5las  Lobaccaro:  "Once  you  get 
■sized  and  you  don't  need  to  lay 
e  off  any  more,  labor  relations  can 
)ve  dramatically." 

d  nobody  should  be  surprised  by 
GM  plant  closings.  The  company 

dely  believed  to  be  planning  to 
or  sell  both  Flint  plants  that 

K  in  June,  as  well  as  the  Dayton 

;  plant  that  struck  in  1996,  and 
on  .June  30  to  authorize  another 
"This  strike  may  highlight  a 

1  of  parts  operations  that  have 


been  living  on  boirowed  time  for  quite  a 
while  and  are  finally  going  to  be  shut- 
tei'ed,"  says  Lehman  Brothers  analyst 
Joseph  S.  PhiUippi.  Adds  David  E.  Cole, 
director  of  the  University  of  Michigan's 
Office  for  the  Study  of  Automotive 
Transportation:  "They'll  probably  clean 
the  plate  here.  This  is  a  crisis." 

The  auto  maker  is  also  expected  to 
spin  off  all  of  its  Delphi  Automotive 
Systems  parts  maker,  which  had  $26 
billion  in  revenues  in  1997.  CM  has  said 
only  that  it  is  i)lamung  a  piutial  spin-off. 
The  sooner  that  happens,  the  better, 
analysts  say.  Likewise,  cm.  is  expected 


eventually  to  announce  it  will 
close  at  least  one  assembly 
plant — the  Ste.  Thei'ese  (Que.) 
factory  that  builds  Chevrolet 
Camaros  and  Pontiac  Firebirds 
that  analysts  say  will  be  dropped. 
Wall  Street  would  like  to  see  the 
same  discipline  applied  to  salaried  ranks. 
Analyst  Girsky  notes  that  gm's  senior 
management  ranks  have  ballooned  47% 
since  its  1992  reorganization;  rival  Ford 
has  reduced  its  top  ranks  by  37%  in 
that  time.  (;m  would  have  to  shrink  its 
top  management  by  20%'  to  25%-  to 
match  Ford's  levels,  he  says.  Labor  ex- 
perts say  CM  would  gain  credibility  with 
its  union  workers  if  top  management's 
bonuses  were  linked  to  the  same  effi- 
ciency standards  being  used  to  decide 
workers'  fates. 
"GRADE-B  MOVIE."  The  most  painful 
reductions  could  come  by  streamlin- 
ing gm's  marketing  system.  It  has 
more  than  twice  as  many  bi'ands 
and  70%'  more  U.  S.  dealerships 
than  Ford,  Girsky  points  out — 
even  though  gm's  unit  sales  are 
(inly  19%  greater.  Analysts  and 
investors  say  GM  should  stop  ti-y- 
ing  to  resuscitate  dying  divisions, 
and  instead  spend  more  on  promis- 
ing newcomers  like  Satum  Corp. 
"This  is  like  watching  a  grade-B 
movie — you  know  exactly  how  it 
ends,"  says  Keller.  "Either  Buick  or 
Oldsmobile  is  going  to  have  to  dis- 
appear." Analysts  also  would  like  GM 
to  add  more  high-profit  trucks  and 
new  car-truck  hybrids  like  Honda's 
CR-v  and  Lexus'  RX300.  Zarrella  ac- 
knowledges that  "we  have  more  cars 
than  we  need,  and  not  enough  tnacks." 
The  strike  may  result  "in  getting  out  of 
those  cars  faster,"  he  says. 

gm's  biggest  problem  is  that  it  is  chas- 
ing moving  targets.  Wlien  it  comes  to 
factoiy  efficiency,  "the  competition  is  get- 
ting better  faster  than  they  are — and 
(jM  was  already  behind,"  says  Phillippi. 
The  company's  LI.  S.  market  share  has 
tumbled  faster  than  it  can  close  plants, 
and  in  June  stood  neai"  31%,  down  fi-om 
36%  a  decade  ago.  Even  a  rash  of  plant 


For  daily  business  news,  visit 
businessweek.com  or  AOL:  Keyword:  BW 


ATE  excess  capaci- 
ting  assembly 
top  candidate:  Ste. 
lue.,  which  makes 
ig  Chevy  Camaro 
ac  Firebird. 


...SLASH  unprofitable  cars 
from  portfolio  and  add  high- 
margm  trucks  or  car-truck 
hybrids.  Invest  more 
resources  in  rising  brands 
such  as  Saturn. 


...KILL  OFF  or  merge  at  least 
one  marketing  division — 
Buick  or  Oldsmobile — to  cut 
engineering  and  marketing 
costs  and  speed  consolidation 
of  dealer  network. 


...SHRINK  inflated  manage- 
ment ranks  and  tie  senior 
management  bonuses  more 
closely  to  the  same  produc- 
tivity standards  being  used 
to  slash  hourly  ranks. 
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closings  in  the  early  '90s  barely  kept  up 
with  the  declining  demand,  cm  still  has 
about  50%  more  assembly  plants  than 
Ford,  which  owns  24'%  of  the  mai'ket. 

So  how  can  cm  level  with  the  union 
about  its  cajjacity  needs  when  manage- 
ment doesn't  know  how  far  market 
share  will  fall?  Its  executives  vdll  have 
to  take  a  hard  look  at  where  sales  are 
heading.  For  decades,  they  have  de- 


clared that  market  share  is  about  to  re- 
bound, only  to  be  proven  wi'ong.  Early 
this  year,  market  share  tumbled  below 
29%  for  the  second  time  in  a  year.  A 
spring  auto  buying  boom,  fueled  by  a 
GM-led  rebate  push,  helped  the  auto  gi- 
ant's share  rebound  temporarily.  But 
Zari-ella  predicts  that  market  share  will 
be  "well  under  25%"  in  July  and  drop 
further  if  the  strike  continues.  And 


some  analysts  believe  the  declinnv 
continue  longer  term.  Says  Lobai 
"If  you'i'e  doing  long-term  planniii 
GM,  I  think  you  have  to  look  at 
market  share." 

That's  tough  medicine  for  Gi 
union,  and  its  investors.  But  delj 
the  inevitable  won't  make  it  anj 
bitter — and  will  likely  prolong  the  | 
Bij  Kathleen  Kerwin  in  Dh 


COMMENTARY 


By  Bill  Vlasic 


WHY  IT'S  TIME  TO  LAY  DOWN  THE  PLACARDS 


Time  and  time  again,  the  United 
Auto  Workers  union  has  proven 
it  can  cri))ple  General  Motors 
Corp.  But  does  the  union's  ability  to 
match  management's  combativeness 
really  serve  its  ends  anymore? 

The  answer  is  no.  Strikes  can  hmt 
gm's  bottom  line,  but  they  can't 
change  minds  in  its  executive  suite. 
So  the  two  sides  are  locked  in  a  bat- 
tle of  wills  that  generates  little  more 
than  lost  wages  and  red  ink. 

The  union  leaders  have  reason  to 
be  exasperated  with  cm.  The  auto 
maker's  practice  of  whittling  away  at 
UAW  jobs  bit  by  bit  engenders  suspi- 
cion and  mistnist.  When  (;m  threat- 
ens to  sell  a  plant  or  withhold  invest- 
ment to  force  work-rule  changes,  the 
union  fights  back  with  the  only 
weapon  it  has.  "This  strike  is  over 
gm's  failure  to  keep  commitments," 
UAW  Vice-President  Richard  Shoe- 
maker told  BUSINESS  WKEK.  "They  do 
it  as  a  way  of  life." 

The  )3roblem  is,  the  UAW  too  often 
acts  as  if  strikes  are  a  way  of  life,  gm 
has  had  lo  strikes  in  tlu'ee  years  at  a 
cost  to  date  of  $2.7  billion.  For  their 
trouble,  the  LiAW  leaders  retained  the 
status  c{uo  and  not  much  more. 

How  to  break  the  logjam?  For 
starters,  (;m  needs  to  tell  the  truth. 
It  must  face  up  to  the  depth  of  its 
i^roblems,  from  its  shrinking  market 
share  to  its  slim  profit  margins. 
Then,  if  it  believes  it  has  to  cut,  say, 
50,000  jobs,  it  should  tell  workers 
plainly  and  clearly.  "If  I  were  nm- 
ning  GM,  I'd  figiu'e  out  where  I'm  go- 
ing to  be  in  five  years  and  spell  it 
out,"  says  retired  uaw  President 
Douglas  A.  Fraser. 

Once  GM  puts  its  cards  on  the  table, 
the  UAW  also  needs  to  deal.  The  UAW 
won't  say  so,  but  it  may  be  uilling  to 
give  ground  on  job  cuts  for  the  sake 


of  productivity  or  market- 
share  gains  while  stand- 
ing pat  on  another  issue: 
the  exodus  of  jobs  to 
Latin  America  and  Asia. 
That  means  UAW  Presi- 
dent Stephen  P.  Yokich 
might  be  able  to  use  (;m's 
slim-dowTi  strategy  to  his  advantage. 
He  could  agi'ee  to  the  export  of  low- 
tech  parts  jobs  in  exchange  for  a  (JM 
commitment  to  put  new  veliicles  in 
aged  U.  S.  assembly  plants.  Shoemak- 
er says  the  planned  shutdown  of  the 
Buick  City  plant  in  Flint  is  a  major- 
sor-e  point.  Then  make  a  deal:  The 
UAW  loosens  its  giip  on  par-ts  jobs  in 
exchange  for  Buick  City  getting  a 
new  sport-utility  vehicle. 

The  union  also  wants  to  expand  its 
membei'ship.  It  could  work  with  the 
carmaker-  on  that  as  well,  giving  gm 
the  right  to  move,  sell,  or  close  parts 
plants  in  return  for  (;m  support  of 
UAW  organizing  efforts  at  outside 
supplier-s.  Ford  Motor  Co.  does  it — 


FUTILE 

GM  has  endured  13 
strikes  in  3  years.  All 
the  UAW  has  to  show 


and  lis  jjr-ofits  and  pi-{ 
ductivity  don't  seem  t 
suffer  because  it  buys 
fi-om  union  shops. 
gm's  most  fundamer 


Gil 


ft 


,   .  tal  problems  have  to  ( 

for  It  IS  the  Status  quo   with  its  cars.  Buick 

City  worker-s  aren't  t( 
blame  if  the  car-s  they  make  aren't 
cutting  it.  But  the  union  needs  to 
help  its  biggest  employer  get  back 
on  tr-ack.  And  if  you  believe  Shoe- 
maker, the  UAW  is  willing  to  do  so. 
"All  the  auto  companies  are  trying 
impr-ove  productivity  and  we  under 
stand  that,"  he  says.  "We've  never 
told  (;m  that  we  wouldn't  help  therr 
become  mor-e  competitive." 

So  give  the  picket  signs  a  rest. 
Both  sides  need  to  do  more  than 
feud  over-  work  rules  in  a  stamping 
plant  in  Flint.  GM  and  the  uaw  hav/ 
big  problems,  and  strikes  produce 
small  solutions. 


Vlasic  covers  the  uaw  in  Detroit. 


36  BUSINESS  WEEK  /  JULY  13.  1998 


COiyiMENTARY 

By  Howard  Gleckman 

»PEND  THE  DOUGH  ON  SOCIAL  SECURITY  AND  THE  TAX  CODE 


^  ongress  seems  detemiined  to 
_  blow  a  once-in-a-generation  op- 
r  poilunity.  After  a  decade  of  fis- 
1  paralysis,  the  surging  economy  is 
out  to  hand  Washington  bilHons  of 
liars  it  could  use  to  tackle  two 
lining  and  vital  projects:  a  long-de- 
'ed  tax-code  overhaul  and  the  re- 
in of  Social  Secuiity.  Converting 
new  systems  will  be  expensive — 
least  at  first.  So  now's  the  time 
len  Washington  should  bank  any 
dget  surplus  to  help  pay  for 
)se  dramatic  reforms. 
But  alas,  politicians  on  both 
es  of  the  aisle  are  work- 
;  overtime  to  spend  the 
agh  on  new  progi-ams 
i  tax  cuts.  In  a  couple 
weeks,  the  Congi-es- 
nal  Budget  Office  is 
oected  to  estimate  an 
pressive  $65  billion  sui'- 
is  for  fiscal  1998.  Even 
it's  not  enough  for  Wash 
,ton.  Already,  House  Speak- 
Newt  Gingrich  (R-Ga.)  has 
;n  putting  heavy  pressui-e 
the  CBO  to  come  up  with 
m  larger  surpluses. 
Despite  warnings  fi-om  bud- 
;  experts,  most  pols  assume 
!  bucks  will  be  there,  thanks 
a  huge  influx  of  tax  dollai's. 
course,  that  includes  pay- 
1-tax  revenues,  which  are 
)posed  to  be  i-esei-ved  in  the 
;ial  Security  Trust  Fund, 
elude  that,  and  the  feds  will 
1  the  fiscal  year  on  Sept.  30 
-h  roughly  a  balanced  bud- 

Says  ex-CBO  director 
bert  D.  Reischauer:  "There 
.lly  isn't  a  suiplus." 
LGING  COFFERS.  Nonethe- 
3,  budget  accounting,  Capi- 
■style,  is  quite  different, 
th  visions  of  ribbons  to  cut 
1  tax  loopholes  to  open, 
Tnakers  are  spending  the 
ney  even  before  it  arrives  (table), 
far  this  year,  Congi-ess  has  enact- 
a  $200  billion,  six-year  highway- 
1-mass-transit  bill.  Sure,  the  na- 
I's  roads  and  bridges  need  work, 
t  Washington  is  boosting  highway 
ding  to  the  states  by  a  staggering 
i>.  The  states  hardly  need  more 
h:  Their  coffers  are  so  bloated 
.t  they've  cut  taxes  by  $1.5  billion 
the  past  six  months. 


That's  nothing  compared  to  what 
Washington  still  has  in  mind  to  give 
away.  Republicans  have  resisted 
Clinton's  efforts  to  spend  an  addi- 
tional $65  billion  over  five  years  for 
education  and  health  care.  Not  out  of 
fiscal  restraint,  mind  you. 

They  prefer  giving  $12 
billion  over  10 
years  in 


THE  MANY  WAYS  CONGRESS 
COULD  SQUANDER  THE  SURPLUS 

(All  estimates  are  for  10  years, 
except  the  highway  bill,  which  is  for  6  years ) 


CONGRESS  HAS  ALREADY  PASSED: 


•  A  $200  billion  highway  bill 

•  A  $13  billion  IRS  reform 

•  $12  billion  in  tax  breaks  for  K-12  education  costs 


AND  IS  WORKING  ON: 


•  Removing  the  tax  code's  "marriage  penalty" — at 
a  cost  of  $150  billion 

•  A  program  to  curb  teen  smoking  and  shift  tobac- 
co farmers  to  other  crops 

•  A  $4  billion  program  to  fix  the  government's  Year 
2000  computer  problems 

DATA:  BUSINESS  WEEK,  CONGRESSIONAL  BUDGET  OFFICE 

tax  ci-edits  to  parents  with  kids  in 
private  schools.  The  gof's  I'eform  of 
the  Internal  Revenue  Service  will 
cost  a  further  $13  biUion. 

And  Congress  hasn't  even  written 
a  tax  bill  yet.  When  it  goes  to  work 
on  that  in  September,  the  center- 
piece will  be  mairiage-penalty  relief 
for  two-eainer  couples.  The  10-year 
price  tag  for  this  voter-ft-iendly  mea- 
sure: up  to  $150  billion. 


Why  spend  that  much  for  one 
more  Band-Aid  on  the  existing  tax 
code  at  a  time  when  an  overheated 
economy  hardly  needs  stimulus? 
Marriage-penalty  relief  won't  make 
the  code  less  complex,  or  much  fair- 
er. And  it  won't  encourage  savings. 
Real  tax  reform  that  lowei's  rates 
and  closes  loopholes  would.  To  do 
this  in  a  pohtically  palatable  way, 
Congi'ess  will  probably  have  to  ease 
any  transition  by  phasing  out 
rather  than  killing  poj^ular  tax 
breaks.  And  that  will  cost. 
SLAB  OF  PORK.  It's  the 
same  with  Social  Security. 
One  popular  idea  is  to  let 
individuals  divert  nearly  a 
quarter  of  their  payi'oU 
taxes  into  personal  sav- 
ings accounts.  But  if 
Congi'ess  adopts  such  a 
system,  it  will  have  to 
make  up  for  the  lost  rev- 
enues now  used  to  support 
current  retirees.  Where  will 
Congress  get  it?  Conveniently, 
the  shift  to  a  new  Social  Secu- 
rity plan  would  cost  about  $65 
billion  a  year  for  at  least  five 
years — close  to  the  vdndfall 
Congi-ess  expects  from  the 
booming  economy.  "We  could 
use  the  surplus  to  ease  the 
transition,"  says  foirner  CBO 
Director  Rudolph  G.  Penner. 

It  would  be  simple  to  re- 
serve the  short-term  surpluses 
to  finance  these  anticipated 
shifts.  Failing  that.  Congress 
could  pay  down  a  bit  of  the 
$5.5  trilUon  national  debt.  That 
would  ease  pressure  on  Social 
Security  in  the  decades  to 
come  by  reducing  interest 
costs.  Other  rates  might  fall  as 
well,  benefiting  everyone. 

Sure,  it's  election  time.  But 
polls  show  that  voters  are 
happy  with  the  economy.  And 
they're  not  clamoring  for  another 
nickel-and-dime  tax  cut  or  slab  of 
hometown  pork.  They  do  want  a  bet- 
ter tax  code  and  a  secure  Social  Se- 
curity system.  This  could  be  one  of 
those  rare  years  when  sound  policy 
is  good  poHtics. 

Senior  Correspondent  Gleckman 
follows  the  budget  wars  from. 
Washington. 
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HEALTH  CARE 


MEDICARE'S 
SQUEEZE  PLAY 

New  cost-cutting  rules  are  socking  a  host  of  care  providers 

On  June  30,  the  Visiting- 
Nurse  Association  of 
Southeastern  Indiana  let 
go  the  last  of  its  175  employ- 
ees and  cleared  out  its  offices 
in  Jeffersonville.  Facing 
sharjjly  lower  Medicare  pay- 
ments, agency  managers  felt 
they  could  not  stay  in  busi- 
ness. "It  just  was  not  possible 
to  cut  enough  to  operate  at 
those  levels,"  says  foiTner  Ex- 
ecutive Director  N.  Bennett 
Jesse. 

There's  more  pain  where 
that  came  from.  Last  year's 
Balanced  Budget  Act  laid  the 
groundwork  for  a  sweeping 
overhaul  of  Medicare,  with  the 
promise  of  $115  billion  in  sav- 
ings over  five  yeai's.  Tliat,  says 
Paul  W.  Dennett,  vice-presi- 
dent for  health  policy  at  the 
Association  of  Private  Pension 


per-day  rates  based  on  the  conditio,' cr 
patients  and  the  care  needed,  adjuec 
for  i-egional  differences — rather  than  iy 
ing  for  actual  costs  plus  overhead. 

Some  executives  argue  the  stra  j 
wOl  squeeze  fat  from  the  system.  "> 
ing  homes'  cost  of  care  has  been  a 
cially  inflated  for  years"  because  of  i 
staffing,  says  Timothy  E.  Foster,  ci 
NovaCare  Inc.,  which  supplies  h( 
with  therapists.  Smaller 
panies  will  have  the  i 
trouble  adjusting — but  ■ 
big  ones  ai-e  buckling.  Vt 
Inc.,  a  303-home  cl 
blamed  Medicare  cha 
when  it  announced  on  . 
18  that  it  would  cut  1 
jobs  and  delay  construi 
of  a  $60  million  headqua 
in  Louisville. 

Beverly  Entei-prises 
the  No.  1  chain,  will  lose 
lions  from  rate  cuts.  Bui 
company  may  do  0.  K.: 
new  payment  system 
based  on  cai*e  costs  in  11 
a  year  when  Beverly's 

OFFICE  VISIT:  Insurers 
s Dialler  premium  hike 


THE  BUDGET  EFFECT 


quite  high.  Since  then 

      company  has  consolid 

&  Welfare  Plans,  "has  the  po-   Medwaw  cuts  from  the  1997 Baluiw^^^^  purchasing  and  saved 

HOSPITALS  Reimbursement  frozen  in  1998  and  curbed 
thereafter;  but  institutions  are  freed  to  create  IVledicare 


tential  to  cause  tremendous 
change  in  American  health 
care." 


HMOs  that  compete  with  insurers 


million  by  bringing  i 
physical  therapy  in-hi 
"We  expect  to  be  rewa 


Now,  the  health-care  Indus-   by  prospective  paymen 


try  IS  startmg  to  sense  just 
how  profound — and  costly — 
those  changes  will  be.  Already, 
hospitals  ai-e  endming  a  freeze 
on  Medicare  reimbursements 


HMOs  Payment  increases  cut  by  $20  million  over  five 
years;  but  more  equitable  rates  make  HMOs  viable  in  cer- 
tain areas  where  reimbursement  had  been  low. 

HOME  HEALTH  Spending  is  slashed  with  lower  caps  on 


our  efficiencies,*'  sa\ 
spokesman. 

Ultimately,  industry  ' 
utives  and  analysts  e> 
the  new  system  to  pr( 


for  inpatient  care,  while  a  new    pe[-day  payments;  standardized  rates  may  come  in  1999 

more  consolidation 


payment  mechanism  for  health 
maintenance  organizations  has 
left  many  insiu'ers  grateful  to 
get  even  2%  annual  premium 
increases  on  Medicai'e  coverage.  Hardest 
hit,  though,  are  so-called  post-acute-care 
providers — nui'sing  homes,  home-health 
sei-vices,  and  others  that  handle  patients 
after  they  leave  the  hospital. 
"WIDE-OPEN  MARKET."  Such  providers 
were  sitting  ducks  for  budget-cutters: 
Their  reimbursements  have  soared 
since  1990 — fivefold  lor  home-care  agen- 
cies— as  they  have  taken  on  more 
patients  who  have  been  discharged 
sicker  and  sooner  from  hospitals.  Re- 
ports of  mismanagement  and  abuse,  es- 
pecially in  the  little-regulated  home- 
health  industiy,  didn't  help.  "It's  been  a 
wide-open  market — too  open,"  says 
Stephen  M.  Wood,  a  national  director  at 


NURSING  HOMES  New,  lower  rates  are  based  on  assess 
ment  of  patients'  condition  and  treatment.  Operators 
must  submit  patient  assessment  data  regularly. 

benefits  consultant  Towers  Perrin. 

The  new  law  reduces  home-care  re- 
imbiu'sement  25%  to  40%  by  imposing 
lower  per-visit  price  ceilings  and  an  an- 
nual per-patient  benefit  limit.  As  a  result, 
the  National  Association  for  Home  Cai'e 
says  some  800  providers  have  closed  or 
sold  out  since  last  October  On  June  29, 
Olsten  Corp.,  the  largest  home-health 
provider,  said  it  will  close  60  of  its  400  of- 
fices and  take  a  $23  million  charge  to 
get  costs  in  line  with  the  new  system. 

Now,  nui'sing  homes  face  similai-  pres- 
sures. The  Health  Care  Financing  Ad- 
ministration, which  runs  Medicare,  on 
July  1  put  in  place  a  "prospective  pay- 
ment system"  that  sets  predeteiinined, 


-wi 

few  giants  emerging  as 
inant.  How  will  that 
patients?  In  nui'sing  he 
they  may  get  longer 
since  operators  collect  revenue  for 
day  they  keep  a  bed  filled.  But  h 
care  clients  could  get  fewer  visit 
Fort  Worth,  77-year-old  Eva  Cohen, 
alyzed  by  a  stroke,  has  just  been 
that  her  home-cai-e  agency  probably 
afford  to  provide  the  60  days  of 
Medicare  has  authoiized — or  supp 
many  diapers  as  she  needs. 

Such  cuts  could  drive  more  pat 
back  into  hospitals  or,  when  thej 
out  of  money,  onto  Medicaid.  Bu' 
budget-cutters  are  deteiTnined  to  ] 
tourniquet  on  Medicare  costs.  [ 
By  Keith  H.  Hammonds  in  New 
with  StepJmnie  Anderson  Forest  in  ' 
las  and  Mike  McNamee  in  Washir 
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COMMENTARY 

By  Susan  B.  Garland 


-INALLY,  A  CORPORATE  TIP  SHEET  ON  SEXUAL  HARASSMENT 


I chill  wind  ran  through  corpo- 
rate boardrooms  on  June  26  as 
the  Supreme  Court  handed 
wn  two  landmark  rulings  on  sexu- 
harassment.  The  justices  ruled 
it  companies  can  be  held  liable  for 
;upervisor's  sexually  harassing 
havior  even  if  the  offense  was 
ver  reported  to  management.  And 
i  high  court  said  an  employer  can 
liable  when  a  supervisor 
•eatens  to  punish  a  work- 
for  resisting  sexual 
mands — even  if  such  threats 
in't  carried  out. 
At  fu-st  blush,  the  decisions 
ind  like  a  prescription  for  a  flood 
new  lawsuits.  But  take  a  deep 
;ath,  Corporate  .America.  There's 
ually  some  good  news  for  employ- 
.  in  the  fine  print  of  the  justices' 
nsions.  For  the  first  time,  the 
irt  is  giving  companies  guidelines 
how  to  protect  themselves 
linst  sexual-harassment  charges, 
ere  are  no  guarantees,  of  course, 
t,  if  companies  get  serious  about 
mping  out  harassment  and  sus- 
1  the  efforts,  they  can  be  better 
itected  in  court — and  their  em- 
yees  can  feel  safer  at  work. 
TIRMATIVE  DEFENSE."  The 
irt's  advice:  Develop  a  zero-tol- 
,nce  pohcy  on  harassment,  com- 
nicate  it  to  employees,  and  en- 
e  that  victims  can  report 
ises  vwthout  fear  of  retaliation, 
uployers  should 
1  safe  as  long  as 
y  are  vigorous," 
s  Susan  R. 
isinger,  senior 
e  president  at 
Society  for  Hu- 
n  Resource 
nagement. 
50  even  though 
court  has 
adened  the  con- 
ons  under  which 
:s  can  be 
ught,  a  company 
deflect  sexual- 
i  assment  charges  with  a  two- 
:  nged  "affirmative  defense,"  the 
I  Lices  said.  First,  it  must  take 
i  asonable  care  to  prevent  and  cor- 
t  promptly  any  sexually  harassing 
,  lavior"  Then,  it  must  show  that 
employee  failed  to  use  internal 
cedvu-es  for  repoiling  abusive  be- 


havior. This  defense  won't  work 
when  a  supervisor  retaliates  against 
a  worker  for  resisting  sexual  ad- 
vances. But  it  will  protect  a  company 
fi'om  charges  that  it  tolerates  a  hos- 
tile work  environment. 

That  means  if  a  company  has  a 
strong  antiharassment  policy  and  a 
worker  doesn't  report  an  incident  of 
sexual  harassment  and  later  sues,  an 


THE  COURT  STRIKES  A  BALANCE 


EMPLOYEES  GAINED 


•  File  a  harassment  complaint 
even  if  they  don't  suffer  retalia- 
tion after  resisting  a  supervi- 
sor's sexual  advances 

•  Hold  an  employer  liable  for  a 
supervisor's  harassment  even  if 
top  management  doesn't  know 
about  it 


EMPLOYERS  GAINED 


•  Protect  against  sexual  harass- 
ment charges  if  their  company 
has  a  zero-tolerance  policy  that 
is  widely  observed 

•Win  a  case  if  the  employee 
does  not  report  the  offenses  to 
a  supervisor  who  is  responsible 
under  the  company  program 


employer  can  use  that  as  part  of  a 
defense.  Says  Boston  employment 
lawyer  Marilyn  D.  Stempler:  "The 
court  places  obligations  on  employers 
to  set  up  policies,  but  it  also  places 
an  obligation  on  the  victim  to  come 
forwai'd." 

Not  every  nuance  is  spelled  out. 


The  court  didn't  describe,  for  exam- 
ple, what  constitutes  "reasonable 
care"  for  preventing  or  halting  ha- 
rassment. But  employment  consul- 
tants say  companies  should  now  pub- 
Hcize  the  policies  as  aggressively  and 
regularly  as  possible— in  handbooks, 
on  posters,  in  training  sessions,  and 
in  reminders  in  paychecks.  Line  su- 
pervisoi's  and  employees  should  be 
given  real-life  examples  of  what 
could  constitute  offensive  conduct. 

Companies  also  must  ensm*e  that 
workers  won't  face  reprisals  if  they 
report  offending  behavior.  Employ- 
ment experts  say  companies  should 
designate  several  man- 
agers  to  take  these  com- 
plaints, so  that  employees 
don't  find  themselves 
reporting  to  their 
immediate  supervi- 
sor— very  often  the 
abuser.  Managers 
^^^^   should  be  trained 
^^^^    in  sexual-harass- 
ment issues.  And, 
experts  say,  punishment  against  ha- 
rassers  should  be  swift  and  sure. 

With  legal  costs  for  a  jury  trial 
limning  as  high  as  $200,000,  it's 
cheaper  for  most  companies  to  put  in 
place  a  basic  sexual-harassment  pro- 
gram. Still,  none  of  this  is  simple. 
Small  companies  may  not  have  the 
expertise  to  investigate  complaints. 
And  for  all  companies,  once  a  com- 
plaint is  filed,  em- 
ployers will  face  in- 
creased pressui'e  to 
sort  out  who's 
telling  the  truth  and 
to  mete  out  serious 
punishments. 

But  by  both  ex- 
panding a  company's 
potential  liability 
and  offering  a  valid 
defense,  the 
Supreme  Court  not- 
ed that  it  was  giv- 
ing employers  "an 
incentive  to  prevent 
and  ehminate  harassment."  That 
means  companies  can  protect  them- 
selves while  doing  right  by  their 
workers.  That's  an  opportunity  for 
Corporate  America,  not  a  threat. 

Garland  covers  legal  affairs  from. 
Washmgton. 
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COMMENTARY 


By  Dexter  Roberts  &  John  Templeman 

THE  U.S.  AND  CHINA:  NOW  FOR  THE  FOLLOW-THROUGH 


Bill  Clinton's  spin  doctors  had  a 
field  day  in  China.  The  Presi- 
dent's gamble  of  talking  about 
human  rights  paid  off  handsomely,  dis- 
aiTTiing  his  domestic  critics  and  bring- 
ing forth  an  unprecedented  degi'ee  of 
openness  fi'om  the  Chinese.  Live,  un- 
censored  TV  feeds  of  Clinton's  debate 
with  Pi-esident  Jiang  Zemin  on  such 
issues  as  fi-eedom  of  expression,  or  of 


Beijing  University  students  peppering 
Clinton  with  questions  on  human 
rights  and  U.  S.-Taiwan  policy,  showed 
the  Pi'esident  at  his  best — and  a  dis- 
tinctly new  and  human  face  of  China. 

Behind  the  media  hype,  though, 
there  was  real  substance.  President 
Clinton  finally  laid  the  basis  for  a 
normal  relationship  with  China.  He 
sent  a  strong  signal  that  China,  and 
not  Japan,  will  be  America's  main  in- 
terlocutor in  Asia  in  the  21st  centu- 
ry. Neither  the  President  nor  his 
Treasury  Secretai-y,  Robert  E.  Ru- 
bin, for  instance,  even  bothered  to 
stop  over  in  Tokyo.  And  on  June  30, 
Clinton  used  Beijing's  so-called 
"three  no's"  foiTnula  to  reject  Tai- 


wan's independence.  This  pohtically 
significant  act  could  lay  the  gi'ound- 
work  for  disentangling  the  U.  S.  from 
an  explosive  issue. 
CALCULATED  RISK.  With  Asia  bat- 
tered by  widespread  economic  melt- 
dovra  and  shaken  by  political  events 
such  as  nuclear  weapons  testing  by 
India  and  Pakistan,  detente  with 
China  couldn't  be  better  timed.  But 


the  summit's  success  is  just  a  begin- 
ning. It's  one  thing  to  discuss  Tibet 
or  freedom  of  expression  in  the  Chi- 
nese media — and  quite  another  to 
get  Beijing  to  make  real  changes. 
Without  consistent  diplomatic  follow- 
through,  something  the  Clinton  Ad- 
ministration often  finds  hard,  any  ad- 
vances risk  being  transitoiy. 

Both  leaders  had  much  to  gain  po- 
litically from  the  summit.  President 
Jiang  emerges  from  the  shadows  cast 
over  him  by  the  bold  economic  re- 
form agenda  of  Premier  Zhu  Rongji. 
He  now  appears  as  a  world  leader 
and  has  won  recognition  for  China's 
global  role.  Consequently,  his  govern- 
ment is  less  exposed  as  reforms  en- 


ter the  painful  phase,  unemploymen 
balloons,  and  growth  slows.  Also,  b 
showing  that  talking  gets  results  or 
issues  like  Taiwan,  he  will  find  it  e. 
ier  to  handle  hard-liners  such  as  thA 
People's  Liberation  Anriy  generals  i 
who  still  prefer  to  rattle  sabres  j 
across  the  Strait  of  Taiwan. 

What  President  CUnton  came  awa 
with  is  less  tangible,  but  equally  im 
portant.  The  odds  are  China 
has  finally  been  coaxed  out  of 
its  long  isolation  and  is  now 
prepared  to  start  acting  as  a 
responsible  world  citizen.  Wit 
Asia's  dehcate  economic  healt 
China's  commitment  not  to  de 
value  its  cun-ency  is  significa 
and  extremely  helpful — espe- 
cially as  Japan  dithers  again 
over  pulling  its  weight  in  a  c 
sis.  By  softening  the  xenopho 
bic  edge  of  China's  take  on  th 
world,  Clinton  may  have  done 
more  to  help  U.  S.  business 
than  the  official  agenda — sho 
on  commercial  events— would 
suggest. 

The  White  House,  mainly 
for  domestic  political  reasons 
took  a  calculated  gamble  in 
not  diahng  for  dollars  in  Bei- 
jing. Chnton's  refusal  to  take 
along  a  retinue  of  corporate 
chief  executives  angered  thoi 
who  had  hoped  to  snare  con 
tracts.  In  the  long  run, 
though,  business  may  be  bet 
ter  served  by  the  less  direct 
approach.  The  important  iss 
is  not  a  few  trophy  deals  now  but 
rather  a  steady  and  irreversible 
commitment  by  China  to  the  globa 
economy  and  open  markets.  China 
signature  on  a  World  Trade  Organi 
zation  admission  protocol  offers  mo 
future  possibilities  than  one  on  a 
contract  now. 

Business  has  much  to  gain  from 
steadier,  more  normal  Sino-U.  S.  rel 
tionship.  Presidents  Clinton  and 
Jiang  have  laid  its  foundations.  The 
need  to  be  built  on  promptly,  other 
wise  they  will  start  to  cnamble. 


Roberts  covers  China  from  Beiji 
and  Templeman  is  business  week 
senior  intematioyial  political  editor. 


Clinton  sent 
a  strong 
signal  that 
China,  and 
not  Japan, 
will  be  the 
U.S.'s  main 
interlocutor 
in  Asia  in  the 
21st  century. 
Detente 
couldn't  be 
better  timed 
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THE  GLOBAL  ECONOMY 


TURNING  SMALL 
INTO  A  BIG  ADVANTAGE 

Agile  exporters  to  Asia  are  quickly  adopting  survival  strategies 


Let  the  billion-dollar  multinationals 
fret  about  the  strong  dollai-,  the  bad 
loans  made  by  Japanese  banks,  and 
the  recession  that  holds  Asia  in  its  giip. 
Smaller  U.  S.  "mininational"  exporters — 
toolmakers,  dredging  companies,  even 
companies  peddling  cheesecakes  to 
restaiu'ants  in  Thailand — are  convinced 
that  the  sui'ging  dollar  and  the  Asian 
economic  crisis,  though  painful,  won't  de- 
rail their  global  growth. 

True,  like  their  lai-ger  brethren,  small 
U.  S.  ex]30rtei-s  are  seeing  their-  customer 
base — often  companies  with  ties  to  big- 
ticket  government  infrastnicture  proj- 
ects— dry  up  in  Koi-ea,  Malaysia,  Thai- 
land, and  across  the  Pacific  Rim.  And 
their  products  are  getting  too  pricey 
compared  with  those  of  overseas  rivals. 
But  anecdotal  evidence  suggests  that 
the  mininationals  are  moving  swiftly  to 
offset  the  damage.  "[Overall]  manufac- 
turing e.xports  haven't  slowed  from  plus 
10%  to  minus  10%.  Those  exports  are 
still  growing  a  little  bit,"  says  Rosanne 
M.  Cahn,  chief  economist  in  Credit  Su- 
isse First  Boston's  equity  department. 
"We've  had  a  global  recession  in  the  '90s, 
and  this  is  nowhere  near  that." 

Viewing  Asia  as  a  short-temi  prob- 


lem, many  companies  with  sales  under 
$500  million  are  developing  a  variety  of 
coping  strategies — mostly  aimed  at 
avoiding  Asia  or  restructuring  relation- 
ships there  to  provide  protection  against 
potential  bankruptcies  of  Asian  part- 
ners. For  example,  Chicago's  Aerotek 
International,  which  makes  hydraulic 
hose  repair  systems  used  in  industrial 
constniction  and  mining,  cut  50  of  its 
Asian  distributors,  says  Pi'esident  Larry 
J.  Peterson.  Aerotek,  which  gets  75%  of 
revenues  ft'om  international  sales,  then 
set  up  a  company  in  Singapore  to  mar- 
ket its  pi-oduct.  The  switch  lets  it  weed 
out  financially  weakened  customers  and 
avoid  possibly  unstable  middlemen. 


FALLEN  DEMAND:  Schulman  ■ 
eyeing  markets  outside  of  Ai 

Besides  developing  their 
distribution  networks,  mininat 
als  are  also  insisting  on  ba 
backed  financing  agreements  to 
duce  losses  on  receivables, 
effect,  they  are  abandoning  "o 
account"  financing  in  which  a  b 
ness  relies  on  its  customers  to 
up  in  good  faith.  These  new 
quirements  are  aggravating 
ready  tight  financing  condition 
Asia  but  provide  some  protec 
for  U.  S.  companies  from  los 
when  customers  can't  pay. 
SHIFTING  FOCUS.  But  most  im 
tant,  smaller  companies  ai'e 
recting  theii"  efforts  from  Asi 
healthier  markets  in  Central 
South  America  and  Europe, 
your  buyers  ai'e  taking  more 
[to  pay],  then  a  small  company 
to  find  buyers  elsewhere, 
Eileen  Cassidy,  du'ector  of  intemati 
trade  for  the  Small  Business  Adm 
tration,  which  in  1997  saw  30%  o; 
export  capital  go  to  companies  tmlin 
Asia.  But  owing  to  the  Asian  crisis, 
sidy  expects  Latin  America  to  mov* 
in  the  standings  and  Eui-ope  to  take 
No.  1  slot  by  the  end  of  1998. 

The  switch  began  in  October,  1 
when  many  small  companies  began  1 
ing  to  Mexico  or  Bi-azil  rather  than  T 
land  or  Singapore  for  gi'owth.  One's- 
suit:  The  constr-uction  industi-y  re)  ' 
sales  to  Mexico  grew  143%  in  the 
quarter  over  the  same  period  a  yeai- 
Producers  of  eveiything  from  ]' 
tion  control  equipment  to  candy  are  ^ 
ing  their  focus.  Take  Marc  Schuli 
president  of  Eli's  Cheesecake  Ci 
Chicago.  He's  been  selling  cakes  to  / 
restaui'ants  and  hotels,  but  demand 
slipi^ed.  So  he's  fine-tuning  his  distrib 
system,  while  eyeing  other  regioi 
take  up  the  slack.  "The  pace  of  oppi 
nities  [in  Asia]  is  slowing  down,"  he 
"But  I  wouldn't  say  we're  walking  av 
Wlio  can  afford  to?  "If  Asia  w 
small  market,  you'd  v/alk  away.  B 


SOARING 
DOLLAR? 
NO  PROBLEM 

Small  and 
medium-size 
businesses  are 
adapting  by: 


EXPANDING  assembly  work  they  do  in  Asia  to  take 
advantage  of  the  cheaper  labor 


SHIFTING  marketing  efforts  from  Asia  to  Latin 
America  and  Europe 


GETTING  more  aggressive  on  collections;  insisting 
letters  of  credit  from  banks  and  insurance  to 
guarantee  payments 

TAKING  advantage  of  lower  costs  for  raw  materials 
ranging  from  oil  to  resin 
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Because  a  new  firm— and 
a  new  source  of  focused 
financial  solutions— has 
been  created.  SG  Cowen 
We  concentrate  on  the 
needs  of  companies  in 
select  growth  industries 
like  technology,  healthcare, 
communications,  and 
media  and  entertainment 
Our  tradition  of  research 
excellence  means  we  fully 


understand  the  trends  and 
dynamics  that  affect  your 
bottom  line. 

By  drawing  on  our  proven 
expertise  in  equity  and 
debt  capital  raising,  M&A 
services,  leveraged,  project 
and  structured  finance 
we'll  provide  you  with  not 
just  a  solution— but  the 
solution. 

SG  Cowen.  Our  focus  will 
help  you  defy  limits. 
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constitutes  nine  countries  with  500  mil- 
lion people  and  a  GDP  of  nearly  $1  tril- 
lion," says  Ernest  Z.  Bower,  pr-esident  of 
the  U.  S.-ASEAN  Council. 

Small  manufactwers  are  also  awai'e 
that  while  they  can  reduce  theii'  presence 
in  Asia,  they  can't  avoid  competing  with 
Asian  rivals  and  then-  heavily  discounted 
products.  In  Latin  America,  toolmakers 
are  seeing  15%  to  20%  price  cuts  on  Ko- 
rean and  Japanese  products.  "People  who 


are  optimistic  about  export  opportuni- 
ties seem  to  forget  about  the  strength  of 
the  dollar,"  says  Andrew  B.  Beraai'd,  as- 
sociate professor  of  economics  at  Yale 
University's  School  of  Management. 

And  to  be  sui'e,  scores  of  manufactiu- 
ers  are  licking  their  wounds.  Some  of 
the  most  badly  wounded  are  makers  of 
electronic  components,  such  as  Intercon- 
nect Devices  Inc.  in  Kansas  City.  Presi- 
dent Edwaixl  Schifrnan  says  sales  to  Asia 


made  up  35%.  of  his  revenues  last  j 
but  business  in  Korea  alone  is  off  959 
don't  see  it  getting  any  better.  I'm  > 
pessimistic,"  he  says.  Wliile  Asia's 
pendent  electronics  makers  can't  fa 
place  to  hide,  other  mininationals 
keeping  one  step  ahead  of  the  crisis 

By  De'Ann  Weimer  hi  Chicago, 
Richard  A.  Melcher  in  Chicago,  Di 
Case  in  San  Francisco,  and  bui 
reports 


ENVIRONMENT 

EL  NINO'S 
NASTY  SISTER 

La  Nina  could  cause  U.S. 
farmers  real  heartache 

For  much  of  this  year,  Al  Nino,  a 
75-year-old  resident  of  Nipomo, 
Calif.,  has  gotten  angiy  phone  calls 
from  people  who  wanted  to  know  why 
he  had  disnipted  the  weather.  "It's  hap- 
pened at  least  a  half-dozen  times,"  says 
Nino.  He  should  be  getting  a  rest  soon. 
"El  Nino  is  dead.  It's  over,"  says  David 
Adamec,  a  research  oceanographer  at 
NASA/Goddard  Flight  Center. 

But  anybody  with  the  surname  Nina 
might  consider  getting  an  unlisted  num- 
ber. While  El  Nifio  is  waning,  a  new 
weather  pattern  is  forming  in  the  Pa- 
cific. Called  La  Nina,  or  little  girl,  it's 
the  flip  side  of  the  El  Niho-Southern 
Oscillation  cycle,  which  involves  wanner 
than  nomml  tem]:)eratiu'es  in  the  eastern 
equatorial  Pacific.  La  Nina  is  associated 
with  cooler  ones  and  can  lead  to  volatile 
weather  pattei'ns,  including  more  vio- 
lent hurricanes. 

DROUGHTS,  FLOODS.  It  is  not  unusual 
for  La  Nina  to  follow  El  Nino.  Between 
1986  and  1996,  there  have  been  foiu'  El 
Nifios,  and  two  were  followed  by  La 
Nifias.  Now,  observations  by  the  Na- 
tional Oceanic  &  Atmospheric  Adminis- 
tration and  NASA  both  suggest  that  La 
Nina  is  moving  in.  Indeed,  the  wildfii'es 
in  Florida  are  partly  due  to  dry  weath- 
er fi'om  the  coming  La  Niiia,  say  scien- 
tists. "The  question  no  longer  seems  to 
be  will  we  have  La  Nina  but  how 
strong  will  it  be,"  says  Adamec. 

The  effects  will  be  felt  mostly  in  the 
fall  and  winter:  dry  weather  in  the 
South  and  the  Central  Plains,  unusually 
wet  weather  in  the  Pacific  Northwest, 
and  cold  weather  in  the  Upper  Plains 
and  the  Northwest.  Unusual  droughts 
and  floods  caused  by  La  Nina  could 
harm  agriculture,  and  a  severe  hur- 


STORMY  WEATHER 

The  average  season  produces  six 
hurricanes.  During  the  last  La 
Nina  season,  there  were  1 1 — and 
that  was  a  relatively  weak  La  Nina 

ricane   season  could   cost  insurers. 

Still,  the  economic  impact  may  not 
be  a  disaster.  Even  though  the  latest 
El  Nino  was  the  climate  event  of  the 
century,  improved  forecasting  meant 
that  it  caused  less  damage  than  the 
1982-83  El  Nino,  which  inflicted  $13 
billion  in  damages  worldwide,  says 
Rodney  Weiher,  noaa's  chief  economist. 
The  expectations  for  La  Nina  are  even 
milder. 

There  are  ways  to  minimize  La 


Nina's  damages.  Farmers, 
example,  may  be  able  to  es( 
the  worst  effects  by  post; 
ing  or  moving  up  planting, 
because  forecasters  are  st 
gling  to  predict  the  severit 
the  upcoming  La  Nina, 
might  not  know  enough  in 
to  protect  some  of  the  key 
mer  crops.  "The  period  betv 
July  10  and  Aug.  10  is  cri 
for  the  corn  and  soybea 
says  Steven  Bruce,  a  bn 
with  ED&F  man  Internati( 
because  that's  when  they 
pollinated. 

HIGHER  PRICES.  La  Nifia  of 
brought  hot,  dry  condition 
July  and  August,  leading 
drop  in  crop  yields.  The 
bean  yield,  for  example, 
16%  below  what  had  been 
pected.  During  the  1988 
Nina,  soybean  yields  fell 
below  expectations.  Dry  w( 
er  in  the  Midwest  and  in 
fornia  this  year  could  raise 
prices  of  corn  and  soybe 
which  could  be  a  boon  for 
modity  traders  but  wouh 
hard  on  farmers. 

The  bigger  risk  fi'om  La 
is  that  it  encourages  hunic 
On  average,  the  season — ' 
lasts  from  June  until  November- 
duces  six  hurricanes.  During  the 
La  Nina  season  in  1995  there  were 
and  that  was  a  relatively  weak  La  1 
"The  magnitude  of  losses  possible 
a  whole  El  Niiio  season . . .  makes  a 
comparison  to  a  single  hunncane," 
David  Malmquist,  a  geologist  at 
Risk  Prediction  Initiative,  a  Berr 
think  tank  launched  by  10  insur 
companies  to  develop  more  acci 
humcane  forecasts.  A  single  hmT 
can  easily  cause  $10  billion  to  $20  b 
in  damages.  In  1992,  Hiui-icane  An 
caused  losses  of  $16  billion  and  v 
out  many  small  insurers. 

Nino  or  Nina,  the  weather  pati 
born  in  the  Pacific  will  continue  to 
a  big  role  in  world  economies. 

By  Nellie  Andreeva  in  New 
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In  Business  This  Week 
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PACKARD  BELL 
RINGS  IN  A  NEW  CEO 

PACKARD  BELL  CEO  BENY 
Alagem  resigned  on  June  80, 
citing  fundamental  differ- 
ences with  the  privately  held 
company's  two  major  share- 
holders, Japan's  nec  and 
France's  Groupe  Bull.  The 
company  intends  to  name 
Alain  Couder,  now  coo  of 
Groupe  Bull,  as  its  new  ceo. 
Alagem  had  been  under 
pressure  to  turn  around  the 
struggling  computer  maker, 
which  has  been  losing  money 
for  years,  so  that  it  could  go 
public.  Sales  last  year  were 
$4.2  billion,  down  from  a 
peak  of  about  $7.5  billion  in 
1996,  when  Bull's  Zenith 
brand  and  NEC's  operations 
outside  of  Japan  and  China 
were  folded  into  the  compa- 


CLOSING  BELL 


BARELY  DOING  IT 

Has  the  swoosh  lost  its 
whoosh?  On  June  30,  Nike 
announced  a  fourth-quarter 
loss  of  $67.7  million  on  a  3% 
drop  in  sales,  to  $2.3  billion. 
But  investors  spy  a  glimmer 
of  hope:  Excludmg  a  restruc- 
turing charge,  Nike  earned 
$11.8  million,  or  4^  a  share, 
10  more  than  analysts'  esti- 
mates, thanks  to  reducing  an 
inventory  glut.  So  Nike's  stock 
rose  3M  on  July  1,  to  52X6. 
Still,  it  faces  a  marathon  run 
back  to  prosperity:  Asia's  cri- 
sis and  slow  U.S.  demand 
mean  real  earnings  growth  is 
unlikely  before  next  spring. 
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DATA.  BLOOMBERG  FINANCIAL  MARKETS 


ny.  Packard  Bell  nec,  which 
once  sold  half  of  all  home 
computers  in  the  U.  S.,  has 
seen  its  share  of  the  retail 
market  fall  to  34%. 


ATOXIC 

PRIVATIZATION? 

WILL  THIS  IPO  BE  RED-HOT — 

or  radioactive?  The  Treasury 
Dept.  is  selling  the  govern- 
ment's uranium-enrichment 
operations,  an  enterprise 
known  as  U.  S.  Enrichment, 
in  an  initial  public  offering  it 
hopes  will  raise  between 
$1.35  billion  and  $1.65  bil- 
lion— making  it  one  of  the 
largest  privatizations  in  U.  S. 
history.  But  industry  insiders 
ai-e  mixed  as  to  whether  U.S. 
Emnchment  can  get  the  price 
it  wants.  Critics  say  the  com- 
pany is  saddled  with  aging 
technology,  declining  demand, 
and  a  number  of  ongoing 
government  mandates  that 
could  crimp  its  bottom  line. 
For  its  pail,  the  company  is 
betting  that  a  new  laser- 
based  technology  could  dra- 
matically boost  its  profits  in 
coming  years. 

IN  THE  BIDDER'S  BOX 
FOR  SAKS  

WHO  WILL  BUY  SAKS  FIFTH 

Avenue?  Retail  experts  say 
Saks's  own  chief  executive, 
Pliilip  Miller,  is  a  possible  bid- 
der. They  say  Miller,  a  sea- 
soned exec  who  once 
launched  an  unsuccessful 
leveraged  buyout  offer  while 
at  Marshall  Field,  is  a  prime 
candidate  to  gather  investors 
and  make  a  bid.  "I  think 
that's  a  good  possibility,"  says 
Kurt  Barnard,  president  of 
Barnard's  Retail  Ti-end  Re- 
port. Miller  declined  to  com- 
ment. Other  possible  buyers 
for  the  store — whose  cuirent 
owners  want  out — include 
Neiman  Marcus  and  Mid- 
western department  store 
chain  Proffitt's,  say  retail  in- 
dustry sources.  Both  retail- 
ers declined  comment. 


HEADLINER:  FRANK  QUATTRONC^ 


TEAM  aUAHRONE  RIDES  AGAIN 


Silicon  Valley  is  used  to 
sui"prises.  But  it  was  still  a 
shocker  on  June  30  when 
high-tech  investment 
banker  Frank  Quat- 
trone  announced 
that  he  and  his 
top  two  lieu- 
tenants were 
leaving  ; 
Deutsche  Bank 
Securities  to  join 
Credit  Suisse 
First  Boston.  Less 
than  four  months  ago, 
Quattrone  vehemently  de- 
nied that  he  was  shopping 
his  team  around.  The  42- 
year-old  banking  superstar 
even  assured  Deutsche 
clients  in  a  March  letter, 
"We  are  here  to  stay." 

The  about-face  raised 
concerns  among  some  in 
Silicon  Valley.  "Quattrone 


is  the  Bill  Clinton  of  the 
securities  business,"  said 
one  Valley  insider.  Quat- 
trone declined  commen 
This  isn't  the  fu 
time  Quattrone 
has  upset  the 
tight-knit  higl 
tech  banking 
commimity.  Ii 
1996,  he  and 
handful  of  col- 
leagues abiTiptly 
left  Morgan  Stanley 
to  launch  a  high-tech  sho 
at  Deutsche — where  thej 
got  unprecedented  multi- 
million-dollar pay  packag 
This  latest  shuffle  raises 
questions  about  Deutsch( 
ftiture  in  Silicon  Valley,  a 
it's  already  sparking  bid- 
ding wars  among  banks 
top  talent  in  tech  bankin 
By  Linda  Himelst 


irS  LOOKING  LIKE 
GOOD  NEWS  CORP. 

FOR  MONTHS,  STOCKHOLDERS 
leaned  on  Rupert  Murdoch  to 
do  something  about  News 
Corp.'s  sluggish  share  price. 
On  June  29,  they  got  their 
wish:  Miu'doch  unveiled  plans 
to  spin  off  News's  sexiest  as- 
sets into  a  company  called 
Fox  Group.  Those  assets  in- 
clude the  Twentieth  Century 
Fox  studio,  his  Fox  Network 
and  TV  stations,  and  the  L.A. 
Dodgers.  Analysts  said  the 
move  should  boost  News's 
stock  price.  And,  in  selling 
20%  of  Fox  Group  to  the  pub- 
lic by  yearend,  Mui'doch  will 
raise  up  to  $4  billion. 

BOEING  PRODUCTION 
TAKES  WING 

WITH  A  RECORD  61  DELIVERIES 

in  June,  Boeing  is  finally  stall- 
ing to  recover  fi'om  its  pro- 
duction problems.  Factoiy  sna- 
fus forced  it  to  shut  down 


lines  and  take  more  tha 
billion  in  charges  in  the 
nine  months.  But  now 
aerospace  company  expec 
deliver  an  average  oi 
planes  a  month  for  the 
of  the  year,  compared  vrit 
a  month  on  average  in 
first  half.  Aerospace  an; 
Joseph  Campbell  of  Lei 
Brothers  says  it's  gooi 
know  Boeing  can  get 
planes  out  the  door,  but  n( 
must  boost  its  net  profit 
gins,  cuiTently  under  3% 

ETCETERA. .. 

■  The  FDA  approved  a 
sweetener,  and  PepsiCc 
use  it  in  diet  soda. 

■  Advanced  Fibre  Comn 
cations  lost  some  $1.6  bill! 
value  after  its  CEO  quit  a 
issued  a  profits  warning. 

■  Sun  Microsystem 
acquiring  Java  soft^ 
highflier  NetDynamics. 

■  Midwest  merger  m; 
Star  Banc  is  buying  Fii 
for  $7.2  bilHon.  " 
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IS  THE  COMPANY  THAT  BROUGHT 
THE  INTERNET  TO  BUSINESS  BEHIND  YOUR  ISP? 


Cisco 

^  Powered  Networkr, 


Meet  the  most  powerful  team  in  business  network  services:  Cisco 
Systems  and  Cisco  Powered  Network  service  providers.  Virtually 
every  piece  of  information  that  travels  across  the  Internet  travels 
across  Cisco  equipment.  Your  Cisco  Powered  | 
Network  service  providers  use  this  very  same  Cisco  Systems 
equipment  to  bring  new,  innovative  network 


services  to  your  business.  You  can  get  behind 

EMPOWtRlNG  THE 

the  whole  program  at  www.cisco.com/cpn.         Internet  Generation 


Westin 

HOTELS  RESORTS® 

With  Westin's  Guest  Office!  you  get  an  entire  room  equipped  for  a  productive  stay. 

Including  a  copier/printer/fax  maciiine.  Office  supplies.  And  free  local  calls. 
There's  even  an  ergonomic  chair  by  the  well-lit  work  station. 
Or,  if  you  prefer,  a  queen-size  bed  equipped  with  white  fluffy  pillows. 

Choose  your  travel  partner  wiselyf 

Call  your  travel  agent  or 

1-800-WESTIN-l 

©1998  Weslin  Hotels  &  Resorts  VVVVW.WSStin.COm 


ashington  Outlook 


FED  BY  OWEN  ULLMANN 


im  MAY  HAVE  PUT  FAST-TRACK 
N  AN  EVEN  SLOWER  BOAT 


^ewt  Gingrich  trying  to  save  fast-tr-ack  trade  legislation? 
•  is  he  sending  it  on  a  slow  boat  to  oblivion? 
may  have  looked  like  a  masterstroke  on  June  25,  when 
Souse  Speaker  tried  to  enlist  American  farmers  in  a 
laign  to  revive  the  stalled  fast-track  trade  bill.  A  dozen 
;  from  fence-sitting  rural  lawmakers  might  be  enough  to 
the  measure  to  President  Clinton  this  fall.  And  be- 
,  Republicans  could  show  Corporate  America  that  they 
as  much  about  business'  agenda  as  they  do  about  the 
(rns  of  social  conser-vatives. 
t  fast-track  supporters  may  wind  up  dis- 
nted  anyway.  They  fear  Gingi-ich's  gambit 
ned  less  at  securing  passage  of  the  trade 
isal  than  at  exploiting  differences  on  trade 
g  the  AFL-cio,  congi-essional  Democrats, 
he  White  House.  Because  House  Demo- 
depend  on  labor  for  money,  volunteers, 
'otes,  they  are  less  apt  to  embrace  fast- 
— ^just  as  the  afl-cio  is  setting  up  for 
lU  campaign.  "The  agr-icultui'e  and  business 
ists  that  are  committed  to  fast-track  say 
don't  want  to  be  a  pawn  in  an  effort  to 
it  if  the  primaiy  motive  is  just  one  of 
s,"  says  Representative  Calvin  M.  Dooley 
ilif.),  a  fast-track  supporter  who  sits  on 
louse  Agricultui'e  Committee, 
at  makes  passage  iffy  right  before  the 
tnber  election  and  could  reduce  fast-track's 
es  for  early  1999,  the  current  target.  The  reason:  De- 
its  who  might  support  the  biU  after  the  election  may  be 
1  into  an  eai'ly  declai'ation  of  opposition — which  would  be 
rrassing  to  reverse  next  spring.  "[Gingiich]  could  be  do- 
lore  damage  than  good  by  locking  in  anti-fast-track 
without  gaining  more  support,"  frets  free-trader  Edith 
ilson  of  the  Progressive  Policy  Institute. 
i  wony  is  understandable.  The  Speaker  is  known  for 
»ing  legislative  surprises  for  partisan  advantage.  In- 


GINGRICH:  Farmers'  friend; 


deed,  he  disclosed  his  fast-track  plan  after  crashing  a  bipar- 
tisan news  conference  of  House  Aginculture  Cominittee  mem- 
bers who  were  expressing  alann  about  declining  faiTn  exports 
and  sinking  commodity  prices.  The  gi'oup's  main  goal  was  to 
push  for  House  passage  of  an  additional  $18  billion  for  the  In- 
ternational Monetaiy  Fund.  Gingiich  upstaged  the  group  by 
promising  quick  House  action  on  the  IMF  bill  and  mor-e:  fast- 
track,  pressui'e  on  Europe  to  reduce  faiTn  subsidies,  renewal 
of  Cliina's  trade  status,  and  an  exemption  fi'om  trafle  sanctions 
for  famn-export  finance  programs. 
BAD  niVIING.  Fannei-s,  after  all,  are  feeling  pai- 
ticularly  vulnerable.  Fami  exports  in  the  first 
quarter  of  1998  were  down  2%  from  the  same 
period  in  1997.  Worse,  world  commodity  prices 
have  dropped  because  of  high  crop  yields.  For 
U.  S.  farmers,  the  timing  is  temble.  Congress 
began  phasing  out  their  subsidies  in  1996  in  re- 
tiuTi  for  a  promise  to  boost  exports  vrith  an  ag- 
gi'essive  market-opening  trade  policy.  "Eveiy- 
thing  was  going  gangbusters,  but  now — 
kaplooey,"  laments  Daniel  Lipton  of  the  Amer- 
ican FaiTn  Bureau  Federation. 

Gingi'ich  has  other  plans  to  relieve  angst 
in  the  Farm  Belt — traditionally  OOP  turf.  One 
idea  is  to  give  congi-essional  farm  committees 
an  expanded  role  in  super-vising  Administration 
trade  negotiators  under  fast-track.  But  he  has 
done  none  of  the  other  spadework  necessary  to 
cultivate  fast-track  support.  Administration  officials  haven't 
been  asked  to  mount  the  Herculean  effort  required  to  boost 
Democratic  supporters  from  last  year's  45  to  a  needed  70. 
And  the  bill  still  contains  curbs  on  labor  rights  and  envi- 
ronmental protection  that  offend  moderate  Democrats  and 
Republicans.  That  shows  the  Speaker  may  be  more  con- 
cerned about  holding  on  to  the  (iOP's  thin  margin  in  the 
House  than  on  passing  a  trade  bill  this  year. 

By  Paul  Magnusson 


APITALWRAPUP 


GOP'sGIFTTOTHE  OEMS 


;rhaps  the  Democratic  National 
imittee  should  send  thank-you 
!S  to  Newt  Gingrich  and  Indepen- 
;  Counsel  Kenneth  Starr.  They're 
main  reason,  says  the  dnc,  that 
party  has  nearly  dug  itself  out  of 
)  debt.  Legal  bills  in  connection 
t  the  '96  fund-raising  scandal  left 
DNC  $17  million  in  the  red  last 
•.  But  as  of  June  30,  the  party 
•  it  has  whittled  down  its  debt  to 
lillion.  DNC  officials  say  a  back- 
against  Capitol  Hill  Republicans 


and  Starr's  investigation  of  Presi- 
dent Clinton  has  prompted  party 
stalwarts  to  open  their  checkbooks. 
Says  DNC  spokeswoman  Melissa 
Ratcliff:  "Ken  Starr  and  Newt  Gin- 
grich are  a  winning  formula  for  the 
Democratic  Party."  Other  reasons  for 
the  better  bottom  line:  cost-cutting 
management  reforms,  a  booming 
economy  that  has  made  contributors 
more  generous,  and  Clinton's  high 
poll  ratings.  Although  Republicans 
still  have  a  big  money  edge,  the  dnc 
says  it'll  be  competitive  come  the  fall 
elections. 


RUN.  JESSE.  RUN? 

►  Jesse  Jackson  isn't  ruling  out  a 
White  House  run  in  2000.  "I've  not 
made  that  decision,"  he  tells  business 
WEEK.  In  the  meantime,  between 
trips  to  Presidential  testing  grounds 
in  Iowa,  Jackson  urges  companies  to 
invest  in  what  he  terms  the  most 
promising  emerging  market:  Ameri- 
ca's inner  cities  and  rural  areas.  He 
plans  a  July  15  powwow  in  New  York 
to  devise  incentives  for  investments 
in  poor  areas,  with  government  subsi- 
dies to  offset  the  risks. 
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LOvE  AND  DEAtH  m 

Akron,    Ohio  •  The  pharmaceutical  sales  rep  is  dead.  Exhausted. 

Dog  meat.  Lying  on  the  bed,  he  thinks  about  his  day.  His  flight  was  delayed  two  hours.  He 
went  into  the  club  lounge  and  connected  to  ^  |the  company  intranet  to  review  shipping  status 
on  pending  inventory^  via  the  Web.  He  ^,le-mailedl  his  customers  to  inform  them  their 
deliveries  would  arrive  early.  He  lugged  his  carry-on  to  the  gate.  He  wedged  himself  into 
a  coach  seat.  He  arrived  at  his  sales  call  just  in  time,  only  to  fmd  his  client  was  running  an  hour 
late.  He  tweaked  his  presentation,  checking  his  competitors'  Web  sites,  and  ^  |  incorporated  key 
points  into  his  pitch|.  He  made  the  presentation.  He  went  to  the  hotel  and  the  smiling  clerk 
gave  him  a  smoking  room  with  twin  beds  instead  of  the  non-smoking  king  he  had  reserved. 
He  turned  on  a  rerun  of  Love,  American  Style.  He  connected  to  the  ^|contact  management 
system  J,  updated  his  customer  file  and  sent  a  call  report  to  the  global  sales  team.  He  con- 
nected to  the  company  benefits  intranet  and  ^|calculated  the  balance  in  his  401k  plan|.  It 
was  up  4.5%.  He  falls  asleep  and  sleeps  soundly  until  his  next  wake-up  call.  At  5:30  a.m. 
THE  ^^BEST  parts)  OF  HIS  DAY  WERE  MADE  POSSIBLE  BY  LOTUS. 

'lotus  Domino"  Web  Application  Server  with  IBM       UDB  back-end.  ^Lotus  Notes*  mobile  messaging.  ^Notes  replication.  ^Domino-based  Contact 
{Management  application  developed  by  Lotus  Business  Partner.  ^Lotus  eSuite'  spreadslieet  applet,  ^wv/w.lotus.com/worktheweb. 


Lotus. 


An  IBM  Company 


'b.  Domino  and  eSuite  ate  uaOemarks  of  Lotus  Development  Cotp.  IBM  and  0B2  aie  registered  trademarks  of  Internallonal  Business  Macdines  Corp, 


THE  BUSINESS  WEEK  GLOBAL  1000 


THE  YEAR 
OF  THE  DEAL 

Merger  power  drives  the  global  leaders  of  the  top  1000 


Tl 


|he  market  is  applauding  the 
turnaround  at  France's  Alcatel, 
but  its  hard-driving  chief  execu- 
tive, Serge  Tchuruk,  isn't  about 
to  sit  back  yet.  Investors  are  so 
pleased  with  Tchuruk's  efforts  to  re- 
structure the  once  troubled  telecom 
equipment  maker  that  they  have  nearly 
doubled  its  market  value — to  $34.9  bil- 
lion— in  the  past  yeai'.  Tchurak's  goal, 
though,  is  to  make  Alcatel  a  v^rorld 
leader  in  new  technology  and  equip- 
ment for  Internet  communications.  So, 
in  early  June,  he  took  a  ___________ 

big  step,  using  his  fat 
share  price  to  buy  Texas- 
based  DSC  Communica- 
tions Coi-p.  in  a  $4.4  bil- 
lion stock  deal. 

Expect  to  see  many 
more  moves  such  as 
Tchurak's  in  the  coming 
age  of  the  global  deal.  Al- 
catel's absorption  of  the 
U.S.  company  places  it 
among  a  grovdng  list  of 
deals  in  the  global  consol- 
idation sweepstakes.  Oth- 
ers include  Daimler  Benz 
and  Chrysler,  Citicorp 
and  Ti-avelers,  Northern 
Telecom  and  Bay  Net- 
works. This  year's  Global 
1000  has  more  significance 
than  ever.  In  the  past, 
market  value  was  consid- 
ered a  measure  of  corpo- 
rate success  or  just  plain 
bigness.  But  this  yeai',  the 
Global  1000  also  is  a  mea- 
sure of  the  merger  power 
among  the  world's  corpo- 
rate elite.  It  wasn't  too 
long  ago  that  pundits 
were  asking:  "Is  your 
company  too  big?"  Now 
it  is:  "Is  your  company 
big  enough?" 

This  year's  list  shows 


clearly  that  the  Americans  and  Euro- 
peans are  the  ones  with  the  clout.  The 
Global  1000,  using  data  compiled  by 
Geneva-based  Morgan  Stanley  Capital 
International,  ranks  some  2,700  compa- 
nies in  22  countries  by  market  capital- 
ization as  of  May  29.  U.  S.  companies,  as 
a  group,  have  seen  their  stock  prices 
rise  some  37%.  The  U.  S.  now  accounts 
for  nearly  half  of  the  world's  leading 
companies — a  stunning  480 — up  33  from 
last  year.  General  Electric  Co.  is  No.  1, 
with  a  market  value  of  $271.6  billion. 


How  the  Giants  Stack  Up 


SALES 

(BILLIONS  OF  U  S.  DOLLARS) 

PROFITS 

(BILLIONS  OF  U.S.  DOLLARS) 

1 

GENERAL  MOTORS  $ 

178.17 

1 

EXXON 

$8.46 

2 

FORD  MOTOR 

153.63 

2 

GENERAL  ELECTRIC 

8.20 

3 

ROYAL  DUTCH/SHELL  GROUP 

128.16 

3 

ROYAL  DUTCH/SHELL  GROUP 

7.75 

4 

MITSUI 

126.44 

4 

INTEL 

6.95 

5 

EXXON 

120.28 

5 

FORD  MOTOR 

6.92 

6 

WAL-MART  STORES 

117.96 

6 

GENERAL  MOTORS 

6.70 

7 

MITSUBISHI  CORP. 

114.24 

7 

PHILIP  MORRIS 

6.31 

8 

GENERAL  ELECTRIC 

90.84 

8 

IBM 

6.09 

9 

SUMITOMO  CORP. 

90.72 

9 

HSBC  HOLDINGS 

5.47 

10 

TOYOTA  MOTOR 

84.29 

10 

UNILEVER 

5.43 

SHARE-PRICE  GAIN 

(PERCENTAGE  CHANGE  FROM  1997  IN  U  S  DOLLARS) 

RETURN  ON  EQUITY 

(PERCENTAGE) 

1 

ALITALIA 

566% 

1 

NORTHWEST  AIRLINES 

633.7% 

2 

BANCA  INTESA 

416 

2 

WPP  GROUP 

521.9 

3 

YAHOO 

409 

3 

AMERICA  ONLINE 

454.7 

4 

OLIVEni 

286 

4 

REUTERS  GROUP 

274.5 

5 

CREDITO  ITALIANO 

275 

5 

BRITANNIC  ASSURANCE 

216.4 

6 

UNISYS 

257 

6 

US  AIRWAYS  GROUP 

141.9 

7 

CABLEVISION  SYSTEMS 

239 

7 

DELL  COMPUTER 

139.9 

8 

CAPITAL  ONE  FINANCIAL 

211 

8 

PEARSON 

132.0 

9 

AMERICA  ONLINE 

202 

9 

AVON  PRODUCTS 

122.6 

10 

BANCA  COMMERCIALE  ITALIANA 

198 

10 

UST 

103.0 

DATA:  MORGAN  STANLEY  CAPITAL  INTERNATIONAL,  BUSINESS  IWEEK 


Meanwhile,  European  companies  ra( 
up  more  than  a  third  of  the  list— ^ 
companies,  up  by  54.  The  stock  price 
German  companies  have  climbed  4 
while  French  shares  are  up  60%. 
CONTINENTAL  SHIFTS.  If  the  trend 
European  and  U.  S.  dominance  contiii 
to  play  out,  it's  the  Asians — particul 
the  Japanese — who  stand  to  lose, 
fleeting  the  seemingly  never-ending 
vail  in  the  region,  Japanese  compai 
saw  their  shai'e  prices  shiink  by  23^ 
U.  S.  dollar  terms,  and  some  8%  in 
___________    terms.  Some  66  Japan 

companies  have  drop 
off  the  Global  1000  : 
gether  Combined,  the 
survivors  now  account 
just  8.5%  of  total  ma, 
value  of  all  1,000  talli 

Since  the  Global 
ranks  market  valut 
dollar  terms,  cum 
plays  a  role  in  who'; 
and  who's  down.  But 
year's  shifts  are  dr 
largely  by  surging  i 
kets  in  Europe  and 
U.  S.,  by  investors' 
proval  of  industrial 
structuiing  on  the  C' 
nent,  and  by  me 
mania  everywhere. 

All  three  forces  } 
ered  the  historic  me 
of  Daimler  and  Chr 
Corp.  With  its  ma 
value  up  31%  since  i 
year,   to   $52.1   bil  i 
Daimler  had  the  wl  < 
vrithal  to  approacli  I|. 
U.  S.  auto  maker  CI  j'! 
ler  as  a  serious  buye  3 
paying  stock,  Daimlei 
Jiirgen  Schrempp 
able  to  finance  the  : 
billion  deal  without 
ing  on  debt.  The  r€ 
a  global  giant  offe 
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'erything  fi'om  luxuiy  autos  to  sport- 
ility  vehicles  geai'ed  for  drivers  of  the 
st  century. 

In  industries  ranging  from  autos  to 
lecoms,  analysts  predict  the  merger 
aze  will  continue.  Finance  is  sizzling. 
)wering  above  all  finance  megamerg- 
s,  of  course,  is  the  Travelers-Citicorp 
■al,  for  $72.6  billion  in  stock.  Banking 
nsolidation  is  gathering  pace  in  Eu- 
pe  as  financial  institutions  prepare  for 
onetary  union  in  Januaiy.  And  smaller 
it  important  deals  are  happening  in 
pan,  where  barriers  to  foreign  in- 
stors  ai'e  tumbling  under  its  Big  Bang 
)eralization.  Memll  Lynch  &  Co.,  for 
ample,  is  reopening,  under  its  own 
me,  33  branch  offices  of  Yamaichi  Se- 
rities  Co.,  which  collapsed  last  year. 
JTITRUST  ANGST.  In  telecommunica- 
)ns,  meanwhile,  the  m&a  action  is 
ider.  From  L.  M.  Ericsson  in  Sweden 
Northern  Telecom  in  Canada,  tele- 
m  companies  are  in  a  race  for  part- 
rs  that  wiW  help  them  create  digital 
stems  capable  of  caiTying  voice  and 
ta  via  mobile  phones,  satellites,  or  ca- 
s.  The  decision  of  at&t  and  cable 
ovider  Tele-Communications  Inc.  to 
am  up — in  a  pact  worth  $48  billion — is 
ely  to  spur  fuither  consolidation. 
Of  com-se,  as  the  global  deal  engine 
ars  along,  there's  no  saying  that  all 
oss-border  mergers — or  even  those 
single  markets — will  work  out.  Last 
nter's  failed  $100  billion  tieup  of 
axo  Wellcome  PLC  and  SmithKline 
!echam  PLC  is  a  case  in  point.  Anti- 
xst  worries  also  are  delaying  some 
nding  agi-eements.  European  Union 
icials  held  up  WorldCom  Inc.'s  $37 
lion  purchase  of  MCi  Communications 
irp.  until  MCI  agi'eed  to  sell  its  major 
ternet  businesses. 

Still,  it  seems  likely  that  corporations 
;uned  to  the  forces  of  global  competi- 
n  will  continue  to  look  for  new  part- 
rs  or  acquisitions.  Eui'opean  compa- 
is  hoping  to  pay  in  the  U.  S.  wath 
)ck  vrill  have  to  take  a  lesson  from 
npanies  like  Daimler,  whose  accounts 
!et  American  standards  and  whose 
)ck  is  traded  in  the  U.  S. 
More  companies  are  doing  just  that. 
;ecutives  fi^om  German  chemicals  mak- 
BASF — No.  137  on  the  business  week 
— ^were  recently  in  New  York  to  test 
B  waters  for  a  New  York  Stock  Ex- 
inge  listing.  "It's  a  certificate  of  qual- 
,"  says  BASF  CEO  Jtirgen  Strube.  But 
also  would  allow  the  company  to  pur- 
e  American  takeover  targets — and 
y  in  stock.  "In  temns  of  opening  up 
■ategic  options,  it  would  be  a  must," 
says.  If  more  CEOs  start  thinking 
e  Strube,  the  age  of  the  global  deal 
ty  be  just  beginning. 
By  Joseph  Weber  in  Toronto,  with 
reau  reports 


The  Top  100  Companies 

Another  strong  showing  by  U.S.  companies,  now  comprising  8  of  the  top  10. 
Pfizer  and  Wal-Mart  Stores  both  made  strong  moves  up  the  list 


RANK 

MARKET  VALUE 

RANK 

MARKET  VALUE 

1998 

1997 

Billions  of  U.S  dollars 

1998  1997 

Billions  of  U.S.  dollars 

1 

1 

GENERAL  ELECTRIC 

U.S.  271.64 

51  27 

PEPSICO 

U.S. 

60.85 

2 

r 

b 

iiiipnncnrT 

MICROSOFf 

U.S.  208.98 

52  115 

nnrniT  oiii^^r  nnmm 

CREDIT  SUISSE  GROUP 

Switzerland 

58.59 

3 

3 

ROYAL  DUTCH/SHELL 

Neth./Bntain  195.68 

53  55 

CHASE  MANHATTAN 

U.S. 

58.01 

4 

2 

COCA-COLA 

U.S.  193.53 

54  79 

HOME  DEPOT 

U.S. 

57.62 

5 

6 

EXXON 

U.S.  172.50 

55  40 

ABBOTT  LABORATORIES 

U.S. 

57.26 

6 

9 

MERCK 

U.S.  139.85 

56  54 

BANKAMERICA 

U.S. 

56.45 

7 

on  7ro 
rrlZER 

U.S.  133.03 

57  57 

ENI 

Italy 

56.42 

8 

4 

NTT 

Japan  130.91 

58  52 

GTE 

U.S. 

56.13 

9 

20 

WAL-MART  STORES 

U.S.  123.47 

59  NR 

FRANCE  TELECOM 

France 

56.01 

10 

7 

INTEL 

U.S.  121.16 

60  71 

L.M.  ERICSSON 

Sweden 

55.62 

11 

11 

NOVARTIS 

Switzerland  116.17 

61  180 

SAP 

Germany 

55.59 

12 

12 

PROCTER  St  GAMBLE 

U.S.  112.47 

62  118 

FIRST  UNION 

U.S. 

53.33 

13 

13 

IBM 

U.S.  110.79 

63  177 

DELL  COMPUTER 

U.S. 

52.77 

14 

18 

BRISTOL-MYERS  SQUIBB 

U.S.  106.99 

64  98 

WARNER-LAMBERT 

U.S. 

52.29 

15 

14 

ROCHE  HOLDING 

Switzerland  98.90 

65  44 

CHEVRON 

U.S. 

52.24 

16 

26 

AT&T 

U.S.  98.87 

66  58 

DAIMLER  BENZ 

Germany 

52.11 

17 

19 

GLAXO  WELLCOME 

Britain  96.07 

67  147 

TELECOM  ITALIA 

Italy 

51.30 

18 

8 

TOYOTA  MOTOR 

Japan  94.34 

68  15 

BANK  OF  TOKYO-MITSUBISH 

Japan 

48.08 

19 

56 

LOCENT  TECHNOLOGIES 

U.S.  93.07 

69  53 

GENERAL  MOTORS 

U.S. 

48.04 

20 

17 

1  n  u  II  c  n  tt  0  1  n  u  ti  p  n  11 

JOHNSON  &  JOHNSON 

U.S.  92.87 

70  73 

AMERICAN  EXPRESS 

U.S. 

47.33 

21 

10 

PHILIP  MORRIS 

U.S.  90.74 

71  102 

WORLDCOM 

U.S. 

46.96 

22 

32 

BERKSHIRE  HATHAWAY 

U.S.  87.74 

72  255 

MORGAN  STANLEY  DEAN  WIHER  U.S. 

46.90 

23 

24 

nilDHklT 

DUPONT 

U.S.  87.11 

73  66 

AMERITECH 

U.S. 

46.56 

24 

33 

UNILEVER 

Neth/Britain  86.67 

74  169 

AEGON 

Netherlands 

46.50 

25 

23 

AIG 

U.S.  86.62 

75  63 

BOEING 

U.S. 

46.50 

26 

21 

BRITISH  PETROLEUM 

Britain  85.28 

76  105 

TIME  WARNER 

U.S. 

45.97 

27 

38 

NESTLE 

Switzerland  84.40 

77  95 

DEUTSCHE  BANK 

Germany 

45.92 

28 

30 

LLOYDS  TSB  GROUP 

Britain  78.28 

78  101 

TELEFONICA 

Spain 

45.85 

29 

41 

ALLIANZ 

Germany  77.41 

79  69 

MCDONALD'S 

U.S. 

45.11 

30 

47 

CISCO  SYSTEMS 

U.S.  77.36 

80  135 

TIM 

Italy 

44.94 

31 

28 

WALT  DISNEY 

U.S.  77.21 

81  92 

UBS 

Switzerland 

43.19 

32 

25 

DEUTSCHE  TELEKOM 

Germany  73.64 

82  83 

COMPAQ  COMPUTER 

U.S. 

41.58 

33 

51 

i(  ATI  nil  m  ii  Lii/ 

NATIONSBANK 

U.S.  72.65 

83  85 

BARCLAYS  BANK 

Britain 

40.70 

34 

31 

CDA  AAKIlAIIIIIAflTIAkIC 

SBC  COMMUNICATIONS 

U.S.  71.49 

84  NR 

DIAGEO 

Britain 

40.17 

35 

78 

Dn  1    ATI  AkITIA 

BELL  ATLANTIC 

U.S.  71.12 

85  49 

AMOCO 

U.S. 

40.12 

36 

68 

TRAVELERS  GROUP 

U.S.  70.44 

86  75 

ALLSTATE 

U.S. 

39.52 

37 

36 

ELI  LILLY 

U.S.  67.97 

87  166 

NOKIA 

Finland 

39.48 

38 

34 

CITICORP 

U.S.  67.39 

88  84 

SCHLUMBERGER 

U.S. 

38.90 

39 

16 

HSBC  HOLDINGS 

Britain  67.26 

89  104 

MCI  COMMUNICATIONS 

U.S. 

38.73 

40 

45 

BRITISH  TELECOMMS. 

Britain  66.26 

90  88 

ZENECA  GROUP 

Britain 

38.52 

41 

37 

GILLEnE 

U.S.  65.79 

91  99 

ELF  AQUITAINE 

France 

38.12 

42 

35 

HEWLEn-PACKARD 

U.S.  64.31 

92  230 

MANNESMANN 

Germany 

38.04 

43 

70 

ING  GROEP 

Netherlands  64.08 

93  NR 

HALIFAX 

Britain 

37.96 

44 

46 

BELLSOUTH 

U.S.  63.86 

94  171 

AXA-UAP 

France 

37.78 

45 

39 

AMERICAN  HOME  PRODUCTS         U.S.  63.42 

95  61 

MINNESOTA  MINING  &  MFG. 

U.S. 

37.47 

46 

48 

FORD  MOTOR 

U.S.  62.92 

96  153 

MUENCHENERRUCK 

Germany 

37.31 

47 

43 

FANNIE  MAE 

U.S.  61.84 

97  77 

SIEMENS 

Germany 

37.06 

48 

72 

SCHERING-PLOUGH 

U.S.  61.35 

98  188 

BANC  ONE 

U.S. 

36.15 

49 

29 

MOBIL 

U.S.  60.95 

99  142 

CHRYSLER 

U.S. 

35.91 

50 

42 

SMITHKLINE  BEECHAM 

Britain  60.89 

100  91 

BAYER 

Germany 

34.94 
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Country  by  Country 


GLOSSARY 


MARKET  VALUE:  Share  price  or^ 
May  29,  1998,  multiplied  by 
latest  available  number  of 
shares  outstanding,  translated 
into  U.S.  dollars  at  May  month- 
end  exchange  rates.  Marl<et  val- 
ue may  include  several  classes 
of  stock;  price  and  yield  data 
are  based  on  the  company's 
most  widely  held  issue. 

SHARE  PRICE  AND  ANNUAL 
CHANGE:  Closing  per-share 


price  on  May  29,  1998,  in 
U.S.  dollars.  Annual  percent 
change  from  May  30,  1997,  to 
May  29,  1998,  both  in  U.S. 
dollars  and  in  each  company's 
local  currency. 

PRICE/BOOK  VALUE  RATIO:  The 

ratio  of  May  closing  price  to 
latest  available  net  worth  per 
share  or  common  shareholders' 
equity  investment. 
PRICE/EARNINGS  RATIO:  The 
ratio  of  May  29  closing  price  to 


latest  12-months'  earnings  per 
share. 

YIELD:  Latest  12-months'  divi- 
dends per  share  as  a  percent  of 
May  closing  price. 
SALES:  Net  sales  reported  by 
company,  translated  at  May  29 
exchange  rates;  revenues  for 
banks  and  other  financial  insti- 
tutions are  not  included 
because  they  are  not  compara- 
ble to  those  of  industrial 
companies. 

PROFITS:  Latest  aftertax  earn- 


ings available  to  common 
shareholders,  translated  at  I 
29  currency  exchange  rates 
profits  are  from  companies' 
continuing  operations  befor< 
extraordinary  or  special  iteni 
Sales,  profits,  and  assets  an 
1997  fiscal  year  unless  note 

RETURN  ON  EQUITY:  Latest 

months'  earnings  per  share 
percent  of  most  recent  boot' 
value  per  share. 
INDUSTRY  CODE:  For  key  to 

two-digit  code,  see  page  84 


Data  for  individual  companies:  Morgan  Stanley  Capital  International,  unless  otherwise  indicated.  For  further  information  on  MSCI  data,  contact  Morgan  Stanley  Dean  Witter  &  Co.  a 
212-761-8141  (New  York)  or  071-425-6660  (London).  Country  composites  and  rankings  calculated  by  BUSINESS  WEEK.  Additional  data  by  Standard  &  Poor's  Compustat,  a  divis 
of  The  McGraw-Hill  Companies  if  footnoted. 


MARKET 

PRICE/ 

RETURN  ' 

GLOBAL 

VALUE 

PRICE 

%  CHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

COUNTRY 

1000 

U.S. 

PER  SHARE 

FROM  1997 

VALUE 

P/E 

YIELD 

U.S. 

U,S, 

u,s 

EQUITY  IND 

RANK 

RANK 

$MIL. 

US.$ 

(U  S,  $)  (LOCAL) 

RATIO 

RATIO 

% 

SMIL, 

SMIL 

$MIL 

%  C 

GLOBAL  COMPOSITE 

16624529 

209 

36 

45 

4.2 

29 

2.0 

9242313 

625959 

35335717 

18.6 

AUSTRALIA 

COUNTRY  COMPOSITE 

148592 

10 

-1 

20 

3.0 

22 

3.1 

57388 

8687 

430149 

15.2 

1  TELSTRA 

128 

30278 

2 

NA 

NA 

6.7 

19 

1.6 

9668 

1608 

16196 

34.8 

2  NEWS  CORP. 

184 

21802 

6 

39 

69 

1.7 

24 

0.3 

9013 

811 

25905 

7.0 

3  NATIONAL  AUSTRALIA  BANK 

207 

19828 

14 

-3 

18 

2.6 

15 

4.4 

NA 

1391 

108803b 

17.0d 

4  BROKEN  HILL  PROPRIETARY 

236 

17500 

9 

-40 

-27 

2.2 

22 

3.7 

13120 

868 

23009 

10.0 

5  WESTPAC  BANKING 

344 

12243 

7 

22 

48 

2.3 

15 

3.9 

NA 

784 

74512 

15.0 

6  COMMONWEALTH  BANK  OF  AUSTRALIA 

397 

10865 

12 

10 

33 

2.6 

15 

5.5 

NA 

755 

75227 

17.2 

7  AUSTRALIA  &  NEW  ZEALAND  BANKING  GROUP 

398 

10825 

7 

4 

26 

2.5 

15 

4.4 

NA 

733 

77793 

16.4 

8  COCA-COLA  AMATIL 

670 

6237 

7 

-36 

-23 

1.9 

41 

1.6 

3024 

152 

5929 

4.5 

9  LEND  LEASE 

772 

5333 

21 

8 

31 

2.9 

26 

2.9 

1066 

202 

2927 

11.0 

10  COLES  MYER 

796 

5171 

5 

-3 

18 

3.3 

24 

3.2 

12041 

199 

4194 

13.9 

1 1   BRAMBLES  INDUSTRIES 

891 

4548 

20 

13 

37 

5.0 

28 

2.2 

1671 

152 

1965 

18.1 

12  RIOTINTOLTO.  (6) 

NR 

3962 

12 

-26 

-11 

2.8 

16 

4.0 

7784 

1031 

13688b 

17. 4d 

AUSTRIA 

COUNTRY  COMPOSITE 

9588 

90 

41 

47 

2.4 

57 

1.2 

NA 

112 

60449 

4.2 

1  BANK  AUSTRIA 

457 

9588 

90 

41 

47 

2.4 

57 

1.2 

NA 

112b 

60449b 

4.2  i 

BELGIUM 


COUNTRY  COMPOSITE 

130004 

572 

53 

59 

3.1 

23 

2.4 

48621 

6224 

601698 

13.8 

1 

ELECTRABEL 

305 

13679 

250 

12 

17 

2.3 

17 

5.3 

6491 

814 

12766b 

13.8cl 

2 

SOCIETE  GENERALE  DE  BELGIQUE 

327 

12585 

178 

93 

102 

2.6 

24 

1.8 

NA 

525 

24878 

10.8 

3 

GENERALE  DE  BANQUE 

348 

12112 

733 

85 

93 

3.3 

26 

2.0- 

NA 

464 

160901 

12.4 

4 

FORTISAG  (4) 

NR 

11987 

286 

47 

53 

3.1 

23 

1.5 

NA 

489 

4176 

13.1 

5 

TRACTEBEL 

383 

11195 

133 

51 

57 

3.1 

25 

2.2 

9371b 

307b 

19740b 

12.6 

8 

KREDIETBANK 

414 

10571 

702 

70 

78 

3.6 

27 

1.5 

NA 

399 

113437 

13.4 

7 

PETROFINA 

455 

9625 

411 

17 

22 

2.3 

16 

3.1 

19786 

600 

10984 

14.1 

8 

ALMANIJ 

598 

7187 

82 

86 

94 

3.7 

31 

1.2 

NA 

234 

3106b 

12.0d 

9 

GROUPE  UCB 

611 

6951 

4764 

75 

83 

9.8 

41 

0,7 

1648 

171 

1420b 

24. Od 

10 

ROYALE  BELGE 

674 

6194 

387 

38 

44 

3.0 

21 

2,4 

2863 

297 

26011 

14.5 

11 

SOLVAY 

678 

6168 

73 

21 

27 

2.1 

16 

3.0 

8463 

373 

7705b 

12. 6d 

12 

COMPAGNIE  BENELUX  PARIBAS  (COBEPA) 

716 

5784 

73 

71 

79 

2.3 

7 

3.2 

NA 

637 

1912b 

25. 6d 

13 

CREDIT  COMMUNAL  HOLDING/DEXIA  BELGIUM 

(7)  NR 

5495 

150 

50 

56 

2.3 

19 

2.4 

NA 

596 

204878 

12.0 

14 

GROUPE  BRUXELLES  LAMBERT 

769 

5343 

220 

38 

44 

2.1 

30 

2.6 

NA 

176b 

5167b 

7.2 

15 

ELECTRAFINA 

804 

5128 

138 

36 

42 

1.6 

18 

2.9 

NA 

142b 

4618b 

8.6 

•Based  on  nonconsolidated  results,  a)  Results  are  for  9  months,  b)  Based  on  1996  data,  c)  Based  on  1998  data,  d)  Difference  between  earnings  and  book  value  between  12  and  18  months,  tDij 
Equipment  was  acquired  by  Compaq  on  June  12,  1998.  1)  Global  ranking  calculated  for  Royal  Dutch/Shell  Group  by  combining  market  value  of  the  Netherlands'  Royal  Dutch  Petroleum  and  Britc 
Shell  Transport  &  Trading.  2)  Global  ranking  calculated  for  Unilever  by  combining  market  value  of  the  Netherlands'  Unilever  NV  and  Britain's  Unilever  PLC,  3)  Global  ranking  calculated  tor  ABB  / 
Brown  Boveri  by  combining  market  value  of  Sweden's  ABB  AS  and  Switzerland's  ABB  AG,  4)  Global  ranking  calculated  for  Fortis  by  combining  market  value  of  Belgium's  Fortis  AG  Group  and  the 
Netherlands'  Fortis  AMEV.  5)  Global  ranking  calculated  for  Reed  Elsevier  by  combining  market  value  of  Britain's  Reed  International  and  the  Netherlands'  Elsevier.  6)  Global  ranking  calculated  for 
Tinto  by  combining  market  value  of  Britain's  Rio  Tinto  PLC  and  Australia's  Rio  Tinto  Ltd.  7)  Global  ranking  calculated  for  Dexia  by  combining  market  value  of  Belgium's  Credit  Communal  Holding 
Belgium  and  France's  Dexia  France,  8)  Data  for  this  company  provided  by  Standard  &  Poor's  Compustat.  a  division  of  The  McGraw-Hill  Companies, 
NA  =  Not  available.  NEG  =  Negative  return.  NM  =  Not  meaningful. 


54  BUSINESS  WEEK  /  JULY  13,  1998 


MARKET  PRICE/  RETURN 

GLOBAL        VALUE  PRICE       %  CHANGE  BOOK  SALES  PROFITS  ASSETS  ON 

5UNTRY                                                                      1000           U  S  PER  SHARE    FROM  1997  VALUE  P/E  YIELD         U.S.              U  S  U  S.  EQUITY  INDUSTRY 

m                                                                              RANK          SMIL  US  $     (U.S.  $)  (LOCAL)  RATIO  RATIO  %           $  MIL.             $  MIL  $  MIL.  %  CODE 


[RiTAiN 


OUNTRY  COMPOSITE 

1782486 

13 

39 

40 

1.2 

24 

2.4 

935310 

95744 

3793230 

33.1 

Rl  AXO  WELLCOME 

17 

96070 

27 

34 

35 

32.0 

32 

2.1 

13013 

3017 

13758 

100.9 

45 

2 

BRITISH  PETROLEUM 

26 

85283 

15 

24 

24 

3.7 

19 

2.5 

70870 

4600 

53613 

18.9 

11 

3 

LLOYDS  TSB  GROUP 

28 

78275 

15 

44 

45 

7.7 

20 

1.9 

NA 

3808 

225134 

37.8 

61 

4 

SHELL  TRANSPORT  &  TRADING  ( 1 ) 

NR 

73372 

7 

12 

13 

3.1 

27 

2.9 

128155 

7753 

112758 

11.4 

11 

5 

H^BC  HOLDINGS 

39 

57257 

26 

-16 

-16 

2.7 

13 

3.1 

NA 

5471 

467018 

20.8 

61 

g 

BRITISH  TELECOMMUNICATIONS 

40 

66251 

10 

57 

57 

3.7 

20 

3.0 

25504c 

3307c 

40869 

18.1d 

55 

7 

SMITHKLINE  6EECHAM 

50 

60888 

11 

28 

28 

20.8 

34 

1.6 

12711 

1760 

13832 

61.9 

45 

8 

BARCLAYS  BANK 

83 

40700 

27 

37 

38 

3.5 

22 

2.3 

NA 

1843 

382657 

15. 8d 

61 

g 

DIAGEO 

84 

40169 

11 

21 

21 

2.8 

18 

2.6 

21175 

2156 

12741b 

15.5d 

43 

10 

ZENECA  GROUP 

90 

38521 

41 

34 

34 

10.9 

32 

1.6 

8470 

1190 

8170 

33.8 

45 

\  ] 

HALIFAX 

93 

37963 

15 

NA 

NA 

3.2 

21 

1.9 

NA 

1808 

187790 

15.4 

62 

12 

UNILEVER  PLC  (2) 

NR 

35757 

11 

64 

64 

6.9 

15 

1.3 

48539 

5430 

31386 

47.2 

44 

13 

VODAFONE  GROUP 

108 

33754 

11 

148 

148 

26.8 

54 

0.8 

2852 

593 

3949 

49.6 

55 

14 

NATIONAL  WESTMINSTER  BANK 

119 

31593 

18 

50 

50 

2.7 

24 

2.9 

NA 

1313 

302338 

11.2 

61 

15 

B.  A.T.  INDUSTRIES 

140 

27951 

9 

0 

1 

3.6 

17 

4.7 

24175 

1623 

83440 

20.7 

71 

16 

PRUDENTIAL 

153 

25738 

13 

32 

33 

5.7 

19 

2.4 

17188 

1365 

176479 

30.2 

63 

17 

CABLE  &  WIRELESS 

154 

25601 

11 

38 

39 

4.2 

21 

1.8 

11417c 

1194c 

15764 

19.4d 

55 

18 

MARKS  &  SPENCER 

157 

25343 

9 

7 

7 

3.4 

20 

2.4 

12788 

1235 

11171 

17.2 

54 

19 

ABBEY  NATIONAL 

159 

25178 

18 

24 

24 

2.6 

17 

2.8 

NA 

1512 

245923 

15.7 

62 

20 

GENERAL  ELECTRIC  CO. 

179 

22179 

8 

44 

44 

5.2 

21 

2.7 

18177 

1068 

10043 

25.0 

34 

21 

BG 

201 

20246 

5 

53 

54 

1.4 

23 

2.7 

7012 

820 

29636 

6.1 

12 

22 

RENTOKIL  INITIAL 

206 

19919 

7 

81 

81 

-343.2 

41 

0.7 

4586 

480 

2689 

NA 

52 

23 

TESCO 

216 

19303 

9 

43 

43 

3.1 

20 

2.2 

26828c 

824c 

12129c 

15.6 

54 

24 

GRANADA  GROUP 

244 

16893 

19 

32 

33 

9.1 

22 

1.2 

6671 

747 

9704 

42.1 

53 

25 

REUTERS  GROUP 

246 

16765 

11 

3 

4 

57.4 

21 

2.1 

4700 

770 

4625 

274.5 

52 

26 

ROYAL  AND  SUN  ALLIANCE  INSURANCE  GROUP 

248 

16707 

11 

41 

41 

1.7 

22 

3.2 

15043 

793 

90786b 

7.4d 

63 

27 

BRITISH  AEROSPACE 

260 

15918 

9 

74 

75 

6.5 

22 

0.9 

11850 

695 

13471 

29.2 

31 

28 

CADBURY  SCHWEPPES 

268 

15424 

15 

71 

71 

5.7 

25 

1.9 

6882 

610 

7774 

22.5 

43 

29 

J.  SAINSBURY 

275 

14981 

8 

38 

38 

2.4 

18 

2.9 

25269c 

811c 

11881 

13.3d 

54 

30 

ROYAL  BANK  OF  SCOTLAND  GROUP 

286 

14567 

17 

72 

72 

3.8 

18 

2.2 

NA 

719 

118390 

21.5 

61 

31 

BASS 

288 

14551 

18 

41 

41 

2.6 

20 

2.5 

8576 

801 

10857 

13.5 

53 

32 

GREAT  UNIVERSAL  STORES 

292 

14277 

14 

34 

35 

3.1 

22 

2.1 

4736 

623 

7534 

14.0 

54 

33 

NORWICH  UNION 

294 

14205 

7 

NA 

NA 

1.8 

18 

2.6 

7439b 

605b 

81142 

10.0 

63 

34 

BANK  OF  SCOTLAND 

295 

14179 

12 

84 

84 

4.1 

18 

1.4 

NA 

768c 

89195c 

22.4 

61 

35 

LEGAL  &  GENERAL  GROUP 

299 

14055 

11 

53 

54 

3.5 

34 

1.9 

4884 

406 

96317 

10.3 

63 

36 

IMPERIAL  CHEMICAL  INDUSTRIES 

304 

13726 

19 

42 

43 

2.4 

31 

2.8 

18039 

391 

14759b 

7.7d 

22 

37 

BOOTS 

306 

13636 

15 

38 

38 

5.1 

22 

2.3 

7465 

590 

5847 

23.2 

54 

38 

RIO  TINTO  PLC  (6) 

NR 

13372 

12 

-27 

-27 

2.4 

14 

4.2 

9171 

1213 

16543b 

16. 9d 

24 

39 

BAA 

324 

12689 

12 

37 

37 

2.2 

21 

1.9 

2738c 

605c 

8962 

10. 6d 

52 

40 

SIEBE 

326 

12593 

25 

59 

60 

7.2 

27 

1.0 

4901 

414 

5137 

26.9 

35 

41 

COMMERCIAL  UNION  ASSURANCE 

330 

12518 

18 

62 

62 

1.7 

33 

2.9 

13925 

445 

96441 

5.1 

63 

42 

STANDARD  CHARTERED 

342 

12321 

12 

-22 

-21 

3.2 

12 

2.4 

NA 

995 

76938 

26.0 

61 

43 

BRITISH  SKY  BROADCASTING  GROUP 

351 

12089 

7 

-25 

-25 

-17.5 

27 

1.4 

2071 

470 

1237 

NA 

51 

44 

KINGFISHER 

358 

11900 

18 

52 

52 

5.1 

20 

2.1 

10452c 

606c 

5579 

25.9d 

54 

45 

CABLE  &  WIRELESS  COMMUNICATIONS 

371 

11450 

8 

NA 

NA 

4.4 

47 

NA 

3723c 

246c 

8465c 

9.4 

55 

46 

NATIONAL  POWER 

379 

11275 

9 

3 

3 

3.6 

12 

4.7 

5469c 

949c 

10169 

30. Od 

12 

47 

GENERAL  ACCIDENT 

389 

11072 

23 

54 

55 

1.9 

13 

2.7 

6929 

1120 

52005 

15.4 

63 

48 

BRITISH  AIRWAYS 

393 

10967 

11 

-9 

-9 

2.2 

15 

2.6 

14093c 

750c 

17018 

15. Od 

56 

49 

BTR 

395 

10915 

3 

0 

0 

3.1 

8 

5.9 

13194 

1438 

12524 

41.0 

71 

50 

SCOTTISH  POWER 

405 

10752 

9 

44 

44 

4.3 

13 

3.7 

5101c 

794c 

7906 

31.9d 

12 

51 

GKN 

407 

10654 

15 

72 

72 

11.7 

23 

1.6 

5517 

450 

4012 

50.1 

38 

52 

PEARSON 

415 

10564 

18 

56 

57 

42.5 

32 

1.7 

3739 

326 

3674 

132.0 

51 

53 

REED  INTERNATIONAL  (5) 

NR 

10554 

9 

-6 

-6 

8.7 

20 

2.8 

5572 

991 

8158 

43.2 

51 

54 

ALLIED  DOMECQ 

425 

10352 

10 

37 

37 

3.0 

15 

4.1 

7255 

662 

8444 

19.9 

43 

55 

RAILTRACK  GROUP 

448 

9790 

19 

85 

86 

2.2 

19 

1.9 

3974 

476 

8803 

11.8 

52 

56 

ORANGE 

482 

9001 

8 

122 

123 

-45.5 

-38 

0.0 

1490 

-227 

1469b 

NA 

55 

57 

WOOLWICH 

483 

8975 

6 

NA 

NA 

NA 

22 

2.8 

NA 

390 

NA 

NA 

62 

58 

NATIONAL  GRID  GROUP 

484 

8971 

5 

64 

55 

4.1 

15 

3.6 

2377 

677 

5458 

27.4 

12 

59 

ASDA  GROUP 

486 

8946 

3 

51 

52 

2.7 

18 

1.7 

11337 

429 

6117 

14.5 

54 

60 

SCOTTISH  &  NEWCASTLE  BREWERIES 

500 

8661 

14 

22 

23 

2.5 

17 

2.6 

5462 

465 

6305 

14.5 

53 

61 

SCHRODERS 

D  / 

D  / 

1 

o  1 

u.y 

M  A 

INA 

1  /O  /  D 

62 

PENINSULAR  &  ORIENTAL  STEAM  NAVIGATION 

505 

8587 

14 

32 

32 

2.1 

19 

3.6 

9650 

442 

10495 

10.9 

58 

63 

LAND  SECURITIES 

509 

8490 

16 

4 

5 

1.2 

26 

2.9 

NA 

323c 

10336 

4.7d 

64 

64 

ASSOCIATED  BRITISH  FOODS 

522 

8231 

9 

-1 

-0 

1.7 

7 

1.8 

8485 

nil 

6502 

23.3 

44 

65 

RECKin  &  COLMAN 

526 

8205 

20 

43 

44 

5.6 

22 

1.9 

3582 

371 

4226 

25.2 

44 

66 

POWERGEN 

535 

8078 

13 

11 

11 

2.6 

11 

3.8 

4781c 

714c 

6079 

22. 6d 

12 

67 

WHITBREAD 

544 

7951 

16 

24 

25 

2.0 

18 

2.6 

5215c 

444c 

6718c 

11.1 

53 

68 

ALLIANCE  &  LEICESTER 

546 

7868 

14 

35 

35 

2.9 

17 

2.5 

NA 

471 

39795 

17.2 

62 
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THE  BUSINESS  WEEK  GLOBAL  1000 


COUNTRY 
RANK 

GLOBAL 
1000 
RANK 

MARKET 
VALUE 
US 
$  MIL 

PRICE 
PER  SHARE 

U  S.  $ 

%  CHANGE 
FROM  1997 
(U  S  $)  (LOCAL) 

PRICE/ 
BOOK 
VALUE 
RATIO 

P/E 
RATIO 

YIELD 

% 

SALES 

US 
$  MIL 

PROFITS 
U.S, 
$  MIL 

ASSETS 
US, 
$  MIL 

PfTtlPN 

ON 

EQUITY  INDUS 

^  coc 

69 

BOC  GROUP 

556 

7705 

16 

-6 

-5 

2.5 

18 

3.2 

5997 

469 

7988 

14.1  2; 

70 

HAYS 

558 

7689 

18 

100 

100 

24.6 

38 

0.9 

1842 

178 

1106 

64.9  5; 

71 

SUN  LIFE  &  PROVINCIAL  HOLDINGS 

580 

7429 

9 

88 

88 

2.9 

24 

2.1 

5252 

260 

55074 

12.4  6: 

72 

UNITED  UTILITIES 

581 

7412 

14 

18 

19 

2. 1 

10 

4.9 

3505c 

7 14c 

9227 

20  3d  5' 

73 

CENTRICA 

599 

7125 

2 

53 

54 

1,7 

99 

0.0 

12788 

72 

6588 

1.7  i; 

74 

UNITED  NEWS  &  MEDIA 

604 

7056 

14 

13 

14 

-15.6 

20 

2.7 

3595 

353 

2605b 

NA  5 

75 

ROLLS-ROYCE 

605 

7047 

5 

17 

17 

3.0 

19 

2.0 

7057 

365 

7175 

15.5  3 

76 

COMPASS  GROUP 

Pi  1  & 

D  i  H 

Doyo 

9  1 

86 

87 

A  7 

U.C5 

6038 

154 

1 709 

NA  5; 

77 

TOMKINS 

621 

6809 

6 

32 

33 

6.0 

15 

3.4 

7483 

461 

5119 

39.3  7 

78 

MISYS 

626 

6724 

60 

178 

179 

-15.9 

61 

0.4 

531 

75 

232 

NA  5 

79 

LADBROKE  GROUP 

627 

6669 

6 

50 

50 

2.4 

23 

2.1 

6223 

284 

5552 

10.4  5 

80 

EMI  GROUP 

634 

6637 

8 

-1 1 

-11 

NM 

21 

3.1 

5397c 

326c 

3672 

NM  4 

81 

SAFEWAY  PLC 

635 

6632 

6 

3 

4 

2.2 

17 

3.8 

11380c 

393c 

6138 

12. 7d  5 

82 

BRITISH  ENERGY 

636 

6632 

9 

177 

178 

2.6 

31 

2.5 

3186c 

205c 

10875 

8.5d  1 

83 

AMVESCAP 

659 

6386 

1 1 

96 

97 

-181.8 

27 

1.1 

NA 

191 

585 

NA  6 

84 

LUCASVARITY 

Doy 

D^l  0  1 

^ 

39 

40 

7  1 

1  7 
1  / 

1  7 

7633c 

370r 

4885 

42. Od  3 

85 

THAMES  WATER 

680 

6154 

16 

44 

45 

1.7 

11 

3.6 

2099 

540 

6452 

15.6  5 

86 

31  GROUP 

684 

6130 

10 

27 

27 

1.3 

37 

1.5 

NA 

149 

7169 

3.5  6 

87 

STAGECOACH  HOLDINGS 

730 

5639 

22 

102 

103 

18.9 

31 

0.7 

1880 

123 

2895 

60.3  5, 

88 

BRITISH  LAND 

732 

5637 

\  \ 

12 

12 

1 .4 

35 

1.4 

NA 

109 

7826 

3  7  6 

89 

WILLIAMS 

735 

5621 

1 

41 

41 

-24.7 

20 

3.6 

3535 

262 

2668 

NA  E 

90 

GUARDIAN  ROYAL  EXCHANGE 

743 

5563 

6 

33 

33 

1.6 

5 

3.1 

5781 

975 

30598b 

28. 8d  £ 

91 

SEVERN  TRENT 

754 

5451 

16 

26 

26 

1.3 

10 

3.9 

1982 

555 

6703 

12.7  £ 

92 

BILLITON 

/  OD 

NA 

NA 

1  1 

i .  I 

1  9 

A  9 

Q  Q  R 

7870 

9.6  2 

93 

BRITISH  STEEL 

817 

5034 

2 

-1 

-1 

0.7 

13 

6.6 

11780 

506 

12843 

4.9  J 

94 

RMC  GROUP 

839 

4904 

19 

27 

27 

2.1 

17 

2.4 

6535 

296 

5550 

12.6  2 

95 

CARLTON  COMMUNICATIONS 

845 

4860 

8 

-6 

-6 

5.6 

15 

2.5 

2853 

337 

2663 

38.1  \ 

96 

BLUE  CIRCLE  INDUSTRIES 

847 

4857 

6 

-7 

-7 

2.6 

14 

3.7 

3152 

351 

4228 

18.9  2 

97 

SMITHS  INDUSTRIES 

848 

4842 

16 

25 

25 

12.4 

22 

1.9 

1755 

212 

1255 

56.8  ; 

98 

DAILY  MAIL  &  GENERAL  TRUST 

861 

4709 

47 

83 

84 

11.8 

32 

0.8 

1957 

146 

1957 

36.7  \ 

99 

WPP  GROUP 

862 

4707 

6 

63 

63 

130.3 

25 

0.5 

11883 

189 

3090b 

521.9d  ■ 

100 

Tl  GROUP 

Q  7Q 

i  4 

1  n 
i  U 

3 

3 

7  O 

9  7 

3050 

242 

2275 

39.0 

101 

ENTERPRISE  OIL 

881 

4606 

9 

-16 

-16 

3.4 

24 

3.1 

1544 

187 

4425 

13.9 

102 

LASMO 

888 

4568 

5 

18 

19 

2.5 

78 

0.8 

1177 

59 

4651 

3.2 

103 

SECURICOR 

898 

4515 

8 

60 

61 

12.3 

171 

0.4 

2207 

27 

1221 

7.2 

104 

CPMA  RPnilP 
OCIVIH  unuur 

901 

4494 

39 

CQ 

oy 

29  3 

61 

0  3 

1845 

72 

890b 

47  8d  ! 

105 

EMAP 

914 

4404 

21 

64 

64 

10.9 

30 

1.1 

1253 

131 

1149 

35.3 

106 

NORTHERN  ROCK 

915 

4402 

10 

NA 

NA 

4,1 

21 

1.7 

NA 

212 

25795 

19.9 

107 

RANK  GROUP 

y  Id 

4395 

6 

-17 

-17 

2. 1 

13 

5.0 

328 1 

352 

5350 

15.9 

108 

BURMAH  CASTROL 

944 

4231 

20 

15 

15 

3,5 

15 

3.3 

4788 

260 

3287 

21  6 

109 

PROVIDENT  FINANCIAL 

956 

4179 

16 

64 

64 

9.4 

27 

2.1 

NA 

152 

1388b 

35. Id 

110 

SOUTHERN  ELECTRIC 

962 

4128 

9 

30 

30 

3.3 

14 

4.2 

2882 

314 

2353 

22.8 

111 

DIXONS  GROUP 

976 

4065 

10 

26 

26 

4.9 

17 

1.9 

3983 

213 

2402 

29  2 

112 

BRITANNIC  ASSURANCE 

988 

3968 

20 

48 

49 

18,3 

8 

2.7 

653 

467 

11133b 

215.4d 

113 

IMPERIAL  TOBACCO  GROUP 

990 

3962 

8 

NA 

NA 

-2,3 

11 

4.7 

6324 

346 

1559 

NA 

114 

ELECTROCOMPONENTS 

993 

3956 

9 

42 

42 

8.6 

31 

1.4 

988 

123 

727 

28.1 

115 

WOLSELEY 

997 

3944 

7 

-9 

-9 

2.9 

14 

2.7 

7504 

288 

3547 

21.0 

CANADA 


:OUNTRY  COMPOSITE 

294776 

46 

27 

34 

3.0 

15 

1.7 

157178 

13694 

973639 

13.6 

1  NORTHERN  TELECOM 

105 

33795 

54 

53 

51 

7.0 

40 

0.5 

15449 

829 

12554 

17.6 

2  BCE  (BELL  CANADA  ENTERPRISES) 

130 

29418 

45 

76 

85 

5.3 

33 

2.0 

22812 

972 

27697 

15.8 

3  ROYAL  BANK  OF  CANADA 

219 

18885 

51 

41 

49 

3.2 

15 

1.9 

NA 

1154 

168235 

19.4 

4  THOMSON 

241 

17158 

28 

27 

34 

3.5 

31 

2.2 

8755 

536 

13333 

11.1 

5  SEAGRAM 

274 

15172 

44 

9 

15 

1.7 

40 

1.5 

12550 

502 

20935 

4.2  J 

6  BANK  OF  MONTREAL 

284 

14745 

56 

47 

55 

2.8 

17 

2.2 

NA 

897 

142849 

16.5  J 

7  CANADIAN  IMPERIAL  BANK  OF  COMMERCE 

298 

14054 

34 

41 

48 

2.4 

15 

2.4 

NA 

1066 

156441 

16-2  ,„ 

8  TORONTO-DOMINION  BANK 

312 

13348 

45 

49 

57 

2.9 

18 

2.1 

NA 

748 

112517 

16.0 

9  BANK  OF  NOVA  SCOTIA 

315 

13153 

27 

29 

35 

2.8 

13 

2.1 

NA 

1041 

134130 

21-3  :  !' 

10  CANADIAN  PACIFIC 

446 

9791 

29 

9 

15 

1.9 

15 

1.1 

6571 

551 

11912 

12.4    i  I 

11  BOMBARDIER 

494 

8740 

26 

22 

29 

5.8 

32 

0.9 

5842c 

289c 

5454 

18.3d  1 

12  IMASCO 

512 

8431 

19 

32 

39 

3.2 

15 

2.5 

6879 

543 

34543 

20.7    \  * 

13  IMPERIAL  OIL 

524 

8214 

18 

14 

20 

2.8 

15 

2.8 

7333 

582 

5914 

17.2    '  '<! 

14  6ARRICKG0LD 

593 

7243 

19 

-24 

-20 

2.2 

-59 

0.9 

1284 

-123 

4306 

NEG  I"* 

15  ALCAN  ALUMINIUM 

651 

6502 

29 

-20 

-16 

1.3 

15 

2.1 

7777 

458 

9455 

8.9    '  9*1 

16  NOVA  CORP. 

759 

5399 

12 

44 

52 

1.9 

29 

2.3 

3327 

223 

7389 

6.8  lil 

17  LOBUW 

770 

5340 

22 

58 

57 

5.0 

35 

0.5 

7555 

146 

2427b 

17.0d  : 

18  TRANSCANADA  PIPELINES 

794 

5175 

23 

20 

27 

2.3 

18 

3.7 

9789 

314 

867ib 

12.4d  :  to 

19  CANADIAN  NATIONAL  RAILWAY 

815 

5042 

59 

42 

50 

2.2 

16 

1.2 

2991 

289 

4863 

13.4    '  % 

20  MAGNA  INTERNATIONAL 

820 

5010 

70 

31 

38 

2.2 

18 

1.3 

5287 

293 

3662 

12.5  1  t\ 
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MARKET  PRICE/  RETURN 

GLOBAL         VALUE  PRICE       %  CHANGE  BOOK  SALES  PROFITS  ASSETS  ON 

1000           U  S,  PER  SHARE    FROM  1997  VALUE  P/E       YIELD          U  S,  U  S.              U  S,  EQUITY  INDUSTRY 

RANK          SMIL  U.S.$    (U.S.  $)  (LOCAL)  RATIO  RATIO       %           SMIL.  SMIL.  SMIL,  7„  CODE 


SHELL  CANADA 

821 

5005 

17 

25 

32 

2.3 

15 

2.9 

3639 

359 

4100 

14.9 

11 

NEWBRIDGE  NETWORKS 

826 

4968 

28 

-29 

-25 

6.3 

-133 

0.0 

946 

108 

1029 

NEG 

34 

GEORGE  WESTON 

855 

4780 

36 

77 

87 

4.0 

23 

0.8 

9568 

158 

4040 

17.2 

54 

FAIRFAX  FINANCIAL  HOLDINGS 

866 

4686 

386 

56 

64 

4.1 

24 

0.0 

709b 

104b 

3972b 

1 7. 2d 

63 

POTASH  CORP.  OF  SASKATCHEWAN 

871 

4573 

86 

6 

11 

2.1 

15 

1.2 

2325 

297 

4428 

13.7 

22 

PETRO-CANADA 

874 

4627 

17 

-2 

4 

1.7 

28 

1.3 

4190 

210 

5731 

6.1 

11 

BC  TELECOM 

876 

4618 

37 

66 

75 

3.0 

23 

2.6 

1893 

195 

3294 

12.7 

55 

POWER  CORP.  OF  CANADA 

931 

4335 

44 

91 

102 

2.5 

19 

1.4 

NA 

228 

38412 

12.8 

62 

NORANDA 

932 

4335 

18 

-21 

-17 

1.3 

29 

3.9 

4405 

179 

10251b 

4.5d 

24 

LAIOLAW 

968 

4098 

12 

^8 

-3 

1.5 

16 

1.6 

3031 

200 

6117 

9.0 

52 

PANCANADIAN  PETROLEUM 

980 

4022 

16 

-27 

-23 

2.2 

24 

1.7 

2239 

227 

3855 

9.1 

U 

>JTRY  COMPOSITE 

64295 

2870 

43 

50  115.9 

55 

1.3 

9960 

2036 

150095 

15.1 

TELE  DANMARK 

343 

12257 

94 

90 

99 

3.0 

54 

2.8 

4259 

227 

7591 

5.6 

55 

NOVO-NORDISK 

361 

11820 

158 

47 

54 

4.4 

33 

0.5 

2493 

325 

3770 

13,4 

45 

OAMPSKIBSSELSKABET  AF  1912 

442 

9859 

9129 

31 

37 

30.9 

133 

0.3 

NA 

74 

533 

23.1 

58 

OAMPSKIBSSELSKABET  SVENBORG 

450 

9765 

13104 

31 

37 

25.4 

127 

0.3 

NA 

77 

594 

20,1 

58 

DEN  OANSKE  BANK 

639 

6585 

124 

31 

37 

1.5 

11 

2.1 

NA 

519 

77559 

15.3 

61 

RATIN 

784 

5243 

200 

NA 

NA 

856.9 

49 

0.9 

344b 

108b 

25b 

NM 

52 

CARLSBERG 

906 

4453 

70 

18 

23 

3.2 

24 

0.8 

2853 

183 

3670 

12.9 

43 

UNIDANMARK 

938 

4302 

81 

54 

61 

1.5 

10 

2.7 

NA 

424 

56352 

15.6 

61 

LAND 

ITRY  COMPOSITE 

52754 

34 

70 

80 

5.3 

17 

2.5 

19014 

3132 

127801 

27.0 

NOKIA 

87 

39481 

66 

101 

112 

11.1 

33 

1.1 

9711 

1105 

7704 

33.7 

34 

UPM-KYMMENE 

537 

8037 

29 

26 

33 

1.7 

8 

3.5 

9303 

855 

12515 

19.9 

23 

MERITA-N0RD8ANKEN 

785 

5235 

5 

84 

94 

3.1 

11 

2.9 

NA 

1171 

107583 

27.3 

51 

iNCE 

ITRY  COMPOSITE 

704389 

169 

60 

66 

3.7 

30 

1.9 

578474 

26045 

2804023 

11.8 

FRANCE  TELECOM 

59 

55011 

56 

NA 

NA 

3.5 

23 

2.9 

26197 

2484 

46826 

15.9 

55 

ELF  AQUITAINE 

91 

38123 

139 

39 

44 

2.9 

22 

2.7 

42507 

1702 

42290 

12.7 

11 

\XA-UAP 

94 

37782 

114 

90 

97 

3.0 

28 

2.0 

NA 

1324 

403493 

10.5 

53 

ALCATEL 

101 

34916 

214 

97 

105 

4.8 

45 

1.4 

31067 

780 

42083 

10.6 

34 

.'OREAL 

110 

33573 

497 

37 

42 

6.9 

47 

0.8 

11553 

703 

10833 

14.5 

45 

TOTAL 

127 

30345 

124 

36 

41 

2.9 

24 

2.5 

31939 

1272 

25358 

12.0 

11 

/IVENDI 

144 

27188 

201 

63 

69 

3.8 

30 

1.9 

27933 

901 

43161 

12.5 

52 

:arrefour 

167 

23512 

611 

-7 

-4 

6.5 

38 

1.2 

28293 

526 

14531 

17.2 

54 

>UE2  LYONNAISE  DES  EAUX 

185 

21544 

171 

73 

80 

2.7 

32 

2.2 

31828 

671 

79101 

8.5 

52 

thONE-POULENC 

204 

20122 

55 

71 

78 

3.0 

33 

1.7 

15042 

571 

27554 

8.9 

45 

iROUPE  DANONE 

209 

19691 

269 

79 

85 

2.9 

32 

1.7 

14789 

512 

16479 

8.9 

44 

lOCIETE  GENERALE 

212 

19548 

198 

78 

85 

1.9 

19 

2.7 

NA 

1021 

411423 

9.7 

61 

'INAULT-PRINTEMPS-REDOUTE 

215 

19332 

823 

96 

104 

5.6 

39 

1.2 

14905 

477 

11312 

17.1 

54 

VMH  MOET  HENNESSY  LOUIS  VUITTON 

224 

18378 

210 

-14 

-10 

2.9 

23 

2.7 

8029 

814 

16270 

12.8 

46 

lANQUE  NATIONALE  DE  PARIS 

227 

18214 

85 

108 

116 

1.8 

18 

2.1 

NA 

997 

340123 

9.8 

61 

:OMPAGNIE  DE  SAINT-GOBAIN 

233 

17603 

197 

43 

48 

2.2 

19 

2.2 

17898 

939 

21054b 

11. 7d 

21 

'ARIBAS 

255 

16327 

102 

58 

54 

2.0 

15 

3.4 

NA 

1099 

230472 

12.9 

61 

'AIR  LIQUIDE 

291 

14422 

197 

28 

33 

3.3 

28 

2.0 

6415 

516 

9324 

11.8 

22 

iROUPE  SCHNEIDER 

319 

12926 

85 

75 

82 

3.2 

35 

1.9 

7922 

367 

9449 

9.2 

34 

ENAULT 

328 

12546 

52 

143 

153 

1.7 

14 

1.7 

34752 

907 

38971 

12.5 

42 

ANOFI 

335 

12463 

117 

35 

40 

3.4 

39 

1.5 

4294 

321 

6665 

8.8 

45 

GF 

377 

11327 

62 

102 

110 

2.1 

32 

2.0 

11963 

322 

69356b 

6.7d 

63 

TMICROELECTRONICS 

382 

11214 

81 

-1 

3 

3.4 

28 

0.0 

4019 

407 

5445 

12.3 

35 

AFARGE 

423 

10406 

101 

62 

58 

2.1 

24 

2.7 

7031 

407 

15958 

9.0 

21 

AP  GEMINI 

430 

10185 

149 

191 

202 

6.1 

74 

0.5 

3373 

127 

3257 

8.2 

52 

CCOR 

443 

9835 

274 

98 

105 

3.3 

39 

2.1 

5184 

252 

10663 

8.5 

53 

EUGEOT 

445 

9792 

195 

97 

105 

1.1 

-21 

0.4 

31221 

-463 

31651 

NEG 

42 

ROMODES  GROUP 

459 

9324 

487 

44 

49 

5.8 

34 

0.9 

18498 

271 

8362 

17.0 

54 

IICHELIN 

511 

8471 

62 

13 

17 

2.2 

13 

1.5 

13320 

549 

13559 

16.5 

37 

YNTHELABO 

539 

8015 

166 

42 

47 

8.0 

44 

0.9 

1963 

184 

1918 

18.4 

45 

EGRAND 

557 

7705 

276 

71 

78 

6.6 

43 

0.8 

2175 

178 

3273 

15.1 

34 

ALEO 

631 

6652 

94 

58 

65 

3.4 

27 

1.7 

5678 

247 

4821 

12.6 

37 

AVAS 

657 

6428 

79 

43 

49 

2.4 

28 

0.0 

8644 

228 

6695 

8.6 

52 

ODEXHO  ALLIANCE 

681 

6148 

184 

61 

67 

5.0 

63 

1.2 

4930 

90 

3345 

8.0 

52 

ASINO,  GUICHARD-PERRACHON 

690 

5099 

71 

58 

64 

3.6 

31 

2.8 

12746 

185 

7133 

11.5 

54 

HRiSTIAN  DIOR 

710 

5834 

138 

-12 

-9 

1.5 

20 

3.0 

8238 

298 

22028 

7.6 

46 
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MAPKFT 
iVIHi\i\L  1 

PRICE/ 

RETURN 

GLOBAL 

VALUE 

PRICE 

%  CHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

COUNTRY 

1000 

US 

PER  SHARE 

FROM  1997 

VALUE 

P/E 

YIELD 

US 

US 

US 

EQUITY  INC 

RANK 

RANK 

$MIL 

US,$ 

(U  S,  $)  (LOCAL) 

RATIO 

RATIO 

% 

SMIL 

$MIL 

$MIL 

%  t 

37  CANAL  PLUS 

722 

5693 

182 

7 

1 1 

3.0 

22 

2.8 

2271 

255 

3518b 

13. 6d 

38  ERIDANIA  BEGHIN-SAY 

723 

5689 

219 

56 

62 

1.8 

18 

4.0 

10639 

318 

8871 

10,0 

39  CREDIT  COMMERCIAL  DE  FRANCE 

745 

5551 

76 

80 

87 

1.9 

20 

2.2 

NA 

268 

55690 

9.3 

40  LAGAROERE 

780 

5267 

44 

49 

55 

2.8 

23 

2.5 

11016 

231 

11312 

12.1 

41  DASSAULT  SYSTEMES 

781 

5267 

47 

45 

5 1 

25.2 

65 

0.5 

315 

81 

407 

38.6 

42  CREDIT  LYONNAIS 

805 

5127 

98 

162 

172 

0.8 

29 

0.0 

NA 

177 

250503 

2.7 

43  OEXIA  FRANCE  (7) 

NR 

4996 

136 

45 

51 

2.1 

17 

3.2 

NA 

597 

204088 

12.3 

44  THOMSON-CSF 

849 

4835 

40 

42 

47 

1,9 

14 

2.2 

6440 

355 

10019 

13.7 

45  BOUYGUES 

863 

4700 

181 

108 

115 

3.5 

37 

2.4 

15223 

125 

13633 

9.7 

46  SOCIETE  CENTRALE  DU  GAN 

918 

4393 

30 

42 

48 

1,4 

93 

0,0 

8527 

47 

152415 

1.5 

47  BIC 

942 

4253 

77 

4 

8 

4.5 

32 

2.9 

1255 

134 

1468 

14.0 

48  ESSILOR  INTERNATIONAL 

947 

4215 

426 

58 

74 

4  9 

40 

1  0 

1563 

103 

1662 

12.3 

49  PERNOD  RICARD 

955 

4179 

74 

55 

51 

2.3 

19 

3.2 

3184 

219 

4067 

11.9 

50  PECHINEY 

958 

4151 

51 

49 

55 

1.5 

14 

2.0 

11558 

303 

9985 

11.4 

51  USINOR 

974 

4069 

17 

11 

16 

0.9 

12 

5.0 

12035 

343 

10930 

7.9 

GERMANY 

COUNTRY  COMPOSITE 

906505 

276 

42 

49 

5.4 

32 

1.8 

693383 

25054 

2916508 

15.9 

1  ALLIANZ 

29 

77412 

316 

52 

59 

7.9 

55 

0.5 

NA 

1512 

174738b 

14. 2d 

2  DEUTSCHE  TELEKOM 

32 

73640 

27 

21 

25 

3.0 

33 

3.6 

37891 

1853 

91327 

9.0 

3  SAP 

61 

55593 

517 

189 

202 

34.9 

104 

0.4 

3375 

517 

2844 

33.5 

4  DAIMLER-BENZ 

66 

52105 

101 

31 

37 

3.5 

29 

1.3 

69582 

1779 

63081b 

12,0d 

5  DEUTSCHE  BANK 

77 

45920 

86 

55 

62 

2.6 

58 

1.7 

NA 

535 

585015 

3.9 

6  MANNESMANN 

92 

38037 

979 

141 

151 

9,8 

67 

0.8 

21930 

274 

15532 

14.5 

7  MUENCHENER  RUECK. 

95 

3731 1 

455 

78 

86 

12,1 

52 

0.3 

15079 

333 

91056 

23.3 

8  SIEMENS 

97 

37062 

65 

14 

20 

2.5 

25 

1.9 

59979 

1343 

55027 

10.3 

9  BAYER 

100 

34944 

48 

23 

29 

2.8 

21 

3.2 

30853 

1550 

30385 

o  Woo  o 

13.4 

10  VEBA 

116 

32686 

66 

16 

21 

2.8 

21 

2.5 

42657 

1575 

45207 

13.1 

1 1  VOLKSWAGEN 

122 

30938 

812 

28 

34 

3.8 

18 

1.2 

63521 

749 

57009 

21.6 

12  HOECHST 

132 

29352 

50 

29 

35 

3.5 

29 

2.4 

29224 

753 

34163 

12.0 

1 3  DRESDNER  BANK 

136 

28878 

55 

52 

59 

2.9 

34 

2.2 

NA 

931 

374537 

8.7 

14  BASF 

137 

28855 

45 

25 

31 

2.4 

17 

3-5 

3 1288 

1815 

25917 

14  0 

15  RWE 

146 

26724 

53 

24 

30 

7.0 

30 

2,4 

34325 

731 

45240 

23.5 

16  BAYERISCHE  VEREINSBANK 

155 

25449 

84 

105 

115 

3.4 

47 

1,5 

NA 

474 

251011 

7.2 

17  BMW 

160 

25130 

1059 

55 

62 

4.6 

33 

1.5 

33732 

599 

29885 

14  1 

18  C0MMERZ6ANK 

220 

18816 

41 

40 

45 

2.2 

30 

3.0 

NA 

742 

289393 

7.5 

19  BAYERISCHE  HYPOTHEKEN-  UND  WECHSEL-BANK 

247 

16710 

53 

98 

107 

3.3 

NA 

1 .8 

NA 

435 

NA 

20  METRO 

270 

1 5354 

64 

41 

47 

7.9 

36 

2.5 

31882 

305 

1 1554b 

22  3d 

21  VIAG 

279 

14894 

561 

23 

29 

3,4 

27 

2,0 

23812b 

448b 

27199b 

12.5 

ZZ    tnuU  VtKolLntKUPIuouKUrrt 

308 

13508 

1 79 

NA 

NA 

NA 

NA 

0,7 

NA 

NA 

NA 

NA 

23  HENKEL 

347 

12121 

78 

50 

55 

4.2 

25 

1,4 

11255 

459 

9759 

15.0 

24  DEUTSCHE  LUFTHANSA 

459 

9546 

25 

57 

64 

3.3 

25 

2.0 

11702b 

311b 

10485b 

13.3 

25  THYSSEN 

485 

8945 

261 

15 

20 

2.4 

17 

3.1 

22859 

1173 

17257 

14.3 

26  ADIDAS-SALOMON 

540 

8013 

177 

58 

75 

15.8 

31 

0.8 

3757 

251 

1377b 

51.4d 

27  SCHERING 

541 

7996 

117 

16 

22 

3.9 

32 

1.7 

3503 

250 

4793 

12.2 

28  MERCK  KGAA 

628 

5557 

39 

-5 

-2 

3.8 

15 

2.4 

4473 

410 

6325 

24.9 

29  VEW 

650 

6507 

325 

8 

13 

7,0 

30 

2.5 

4815b 

147b 

7834b 

23.0 

30  HEIDELBERGER  DRUCKMASCHINEN 

671 

6236 

87 

NA 

NA 

NA 

NA 

1.3 

2837 

198 

3195 

NA 

31  LINDE 

672 

6223 

740 

7 

12 

2,7 

27 

2.1 

5355 

232 

4952 

9.9 

32  DEGUSSA 

708 

5882 

64 

31 

37 

5.1 

25 

1.3 

8506 

213 

5222 

19.6 

33  MAN 

720 

5707 

398 

39 

45 

3.1 

30 

2.0 

11978 

177 

7854 

10.2 

34  AACHENER  UND  MUENCHENER  BETEILIGUNG 

724 

5585 

115 

38 

44 

5.0 

29 

1.2 

NA 

169b 

48910b 

17.3 

35  PREUSSAG 

742 

5571 

355 

38 

45 

3.7 

27 

2.5 

14953 

223 

8381 

13.5 

36  BANKGESELLSCHAR  BERLIN 

771 

5333 

24 

7 

11 

1.2 

15 

3.5 

NA 

157 

197256 

8.0 

37  FRESENIUS  MEDICAL  CARE 

782 

5248 

55 

-23 

-19 

2.2 

58 

2.2 

3257 

90 

5578 

3.7 

38  BERLINER  KRAFT  &  LIGHT 

783 

5246 

47 

100 

109 

2,8 

35 

1.4 

2296 

103 

5532 

7.7 

39  BEIERSDORF 

803 

5136 

61 

15 

20 

5,7 

40 

1.3 

3527 

77 

2198 

14.3 

40  HEIDELBERGER  ZEMENT 

846 

4860 

100 

18 

23 

3,0 

21 

1.4 

4070 

200 

5971 

14.4 

41  PORSCHE 

851 

4810 

2748 

128 

138 

15,4 

50 

0.4 

2296 

77 

1371 

25.4 

42  FRIED.  KRUPP  AG  HOESCH-KRUPP 

909 

4431 

204 

10 

15 

2,8 

14 

2.2 

14077 

182 

11015 

19.7 

43  KARSTADT 

917 

4394 

523 

48 

55 

3.4 

-45 

1.5 

13488b 

33b 

6454b 

NEC 

44  LAHMEYER 

933 

4319 

48 

11 

16 

2.6 

18 

1.6 

4878 

233 

5955 

14.4 

45  FRESENIUS 

937 

4308 

215 

-3 

2 

9.1 

36 

0.8 

4182 

65 

4990 

25.3 

46  AXA  COLONIA  KONZERN 

985 

3991 

132 

37 

43 

4.4 

23 

1.2 

5077 

146 

26524 

19.1 

HONG  KONG 

COUNTRY  COMPOSITE 

128721 

4 

-40 

-40 

1.8 

10 

5.4 

25339 

14368 

190059 

17.8 

1  HONG  KONG  TELECOMMUNICATIONS 

188 

21440 

2 

-19 

-19 

5,4 

10 

5.1 

4522c 

2197c 

6151 

55.2d 

2  HUTCHISON  WHAMPOA 

200 

20252 

5 

-37 

-37 

1,8 

13 

3.9 

5754 

1583 

25905 

14.3 

3  HANG  SENG  BANK 

293 

14258 

7 

-38 

-38 

2.2 

12 

5.9 

NA 

1208 

51190 

18.8 

4  CHEUNG  KONG  HOLDINGS 

336 

12423 

5 

-47 

-47 

1.1 

5 

3.9 

1014 

2272 

13858 

21.3 
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move  fast 


Before  you  go  anywhere  abroad,  hurry  and  get  an  AT&T  Direct  Service  wallet  guide. 

It's  a  list  of  access  numbers  you  need  to  call  home  fast  and  clear  from  around  the  world, 
using  an  AT&T  Calling  Card  or  credit  card.  And  in  a  place  like  Pamplona,  speed  matters. 


t  u,.  -  *  Dial  I  888  259-3505  for  your  free  guide,  or  visit  our  Web  site 


at  www.att.com/traveler 


a    I  I 


within 


your  reach 


AT&T 


For  credit  card  payment  information  and  availability,  call  I  888  259-3505  Payment  terms  subject  to  your  credit  card  agreement.  ©  1998  AT&T 
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5  SUN  HUNG  KAI  PROPERTIES 

369 

11533 

5 

-61 

-61 

0.7 

6 

7.0 

3737 

1827 

24227 

10.3 

6  CLP  HOLDINGS 

406 

10661 

4 

-14 

-14 

2.1 

10 

4.6 

2788 

745 

6865 

20.8 

7  HENDERSON  LAND  DEVELOPMENT 

686 

6114 

4 

-64 

-64 

0.8 

6 

11.2 

NA 

1241 

13255 

13.5 

8  HONGKONG  ELECTRIC  HOLDINGS 

704 

5931 

3 

-18 

-18 

2.4 

10  _ 

6.0 

1041 

608 

4671 

24.5 

9  SWIRE  PACIFIC 

719 

5738 

4 

-56 

-56 

0.5 

7 

6.2 

3163 

862 

15723 

7.3 

10  HONG  KONG  &  CHINA  GAS 

726 

5673 

1 

-17 

-17 

2.7 

19 

3.5 

721 

295 

2476 

14.0 

11   CITIC  PACIFIC 

793 

5175 

2 

-57 

-57 

1.0 

10 

3.7 

2168 

534 

8790 

10.3 

12  CHEUNG  KONG  INFRASTRUCTURE  HOLDINGS 

823 

5004 

2 

-30 

-30 

2.1 

16 

1.9 

432 

311 

2925 

13.2 

13  NEW  WORLD  DEVELOPMENT 

897 

4519 

2 

-63 

-63 

0.5 

7 

6.6 

NA 

686 

14022 

8.3 

IRELAND 

COUNTRY  COMPOSITE 

33330 

27 

61 

69 

5.3 

23 

1.2 

4936 

1469 

85771 

23.1 

1  ALLIED  IRISH  BANKS 

376 

11339 

13 

74 

85 

4.4 

20 

1.9 

NA 

518 

52293 

22.6 

2  BANK  OF  IRELAND 

474 

9203 

19 

74 

86 

4.6 

19 

1.7 

NA 

501c 

27839 

24.7d 

3  ELAN 

594 

7238 

61 

50 

50 

8.3 

32 

0.0 

389 

180 

1153 

26.2 

4  CRH 

746 

5550 

14 

45 

56 

3.8 

20 

1.2 

4547 

271 

4487 

18.7 

ITALY 

COUNTRY  COMPOSITE 

370376 

9 

155 

165 

5.0 

53 

1.2 

181429 

9444 

927715 

13.9 

1  ENI 

57 

56^24 

7 

41 

46 

4.2 

19 

2.3 

34551 

2913 

51278b 

21. 9d 

2  TELECOM  ITALIA 

67 

51301 

8 

48 

54 

3.5 

28 

1.4 

24372 

1953 

43559 

12.4 

3  TIM 

80 

44943 

6 

101 

109 

36.6 

55 

0.8 

5383 

885 

4578 

66.9 

4  ASSICURAZIONI  GENERALI 

114 

33062 

32 

102 

110 

4.1 

52 

0.7 

18250b 

455b 

76538b 

7.8d 

5  FIAT  GROUP 

191 

21291 

4 

49 

55 

1.9 

18 

1.5 

50982 

1376 

60947b 

10.6d 

6  CREDITO  ITALIANO 

259 

16113 

6 

276 

290 

3.6 

59 

0.8 

NA 

274 

99651b 

6.2d 

7  ISTITUTO  BANCARIO  SAN  PAOLO  Dl  TORINO 

321 

12888 

16 

151 

161 

2.3 

135 

0.4 

NA 

96 

146128 

1.7 

8  ISTITUTO  NAZIONALE  DELLE  ASSICURAZIONI 

334 

12470 

3 

125 

134 

1.9 

38 

1.3 

4339 

326 

25627b 

4.9d 

9  BANCA  INTESA 

353 

12050 

5 

416 

436 

3.7 

34 

0.5 

NA 

400 

33896b 

10.7d 

10  BANCA  01  ROMA 

394 

10963 

2 

188 

199 

1.5 

-6 

0.0 

NA 

-1796 

122907b 

NEG 

11   BANCA  COMMERCIALE  ITALIANA 

411 

10584 

6 

198 

210 

2.2 

45 

1.6 

NA 

236 

101000b 

4.9d 

12  ISTITUTO  MOBILIARE  ITALIANO 

428 

10264 

17 

99 

106 

2.6 

24 

2.3 

NA 

424 

51900 

10.6 

13  ALLEANZA  ASSICURAZIONI 

440 

9891 

14 

120 

128 

10.4 

54 

0.7 

1222b 

140b 

10670b 

19.4d 

14  RIUNIONE  ADRIATICA  Dl  SICURTA  (RAS) 

506 

8574 

16 

106 

114 

2.4 

32 

1.2 

6862b 

225b 

24024b 

7.6d 

15  MEDIOBANCA 

555 

7734 

14 

183 

193 

2.4 

43 

0.8 

NA 

165 

22536 

5.5 

15  MEDIASET 

564 

7615 

6 

50 

56 

3.7 

29 

2.0 

1912 

263 

3289 

12.9 

17  MONTEDISON 

566 

7584 

1 

126 

135 

1.8 

9 

1.7 

13478 

848 

18124 

19.2 

18  PIRELLI 

662 

6350 

3 

51 

57 

2.6 

22 

2.1 

6422 

262 

6691 

12.1 

19  EDISON 

689 

6105 

10 

102 

110 

3.9 

27 

1.3 

1436 

229 

3188 

14.6 

20  BANCA  FIDEURAM 

721 

5693 

6 

142 

151 

10.1 

48 

1.0 

NA 

118 

3130b 

21.0d 

21  ALITALIA 

738 

5593 

5 

566 

592 

3.1 

13 

0.0 

4448b 

-585b 

3440b 

22.9d 

22  AUTOSTRADE  CONCESSIONI  E  COSTRUZIONI 

827 

4967 

4 

131 

139 

2.8 

33 

1.9 

1939 

152 

6595 

8.5 

23  BENEnON  GROUP 

991 

3961 

22 

52 

68 

4.0 

24 

1.4 

2070 

165 

2200b 

16.7d 

24  OLIVEHI 

994 

3955 

1 

286 

301 

3.5 

434 

0.0 

3763 

9 

5820b 

0.8d 

JAPAN 

COUNTRY  COMPOSITE 

1411212 

715 

-23 

-8 

3.0 

55 

0.9 

1596463 

J4487 

6012858 

6.9 

1   NIPPON  TELEGRAPH  &  TELEPHONE 

8 

130911 

8227 

3 

4.0 

121 

0.4 

53665 

1081 

103727 

3.3 

2  TOYOTA  MOTOR 

18 

94345 

25 

-14 

3 

2.3 

29 

0.7 

84293c 

3279c 

91689 

8.0d 

3  BANK  OF  TOKYO-MITSUBISHI 

68 

48077 

10 

-41 

-29 

2.2 

-13 

0.6 

NA 

-3784c 

623520 

NEG 

4  SONY 

103 

34382 

84 

0 

19 

3.1 

21 

0.4 

'18786c 

1603c 

40994 

14.4d 

5  HONDA  MOTOR 

111 

33192 

34 

16 

38 

3.3 

18 

0.4 

43373c 

1881c 

30248 

18.8d 

6  MATSUSHITA  ELECTRIC  INDUSTRIAL 

113 

33080 

16 

-17 

-1 

1.2 

49 

0.6 

56941c 

676c 

62757 

2.5d 

7  SUMITOMO  BANK 

131 

29356 

9 

-32 

-20 

2.1 

119 

0.7 

NA 

246 

412149 

1.7 

8  SEVEN-ELEVEN  JAPAN 

147 

26688 

64 

-11 

5 

9.7 

61 

0.5 

11673 

422 

3823 

16.0d 

9  TOKYO  ELECTRIC  POWER 

151 

25873 

19 

0 

19 

2.4 

44 

1.9 

36373 

589 

102719 

5.5 

10  SANWABANK 

156 

25426 

9 

-31 

-19 

1.9 

-20 

0.7 

NA 

-1316c 

382663 

NEG 

1 1   TAKEDA  CHEMICAL  INDUSTRIES 

174 

22710 

26 

2 

21 

4.1 

39 

0.6 

6075c 

589c 

8810 

10.7d 

12  HITACHI  LTD. 

181 

21993 

7 

-38 

-26 

0.9 

876 

1.2 

60766c 

25c 

71914 

O.ld 

13  NOMURA  SECURITIES 

189 

21391 

11 

-8 

9 

2.0 

-A2 

0.7 

NA 

-1752 

128984 

NEG 

14  FUJITSU 

190 

21360 

11 

-5 

12 

2.5 

530 

0.5 

36012c 

40c 

34119 

0.5d 

15  ITO-YOKADO 

196 

20695 

50 

-13 

4 

3.2 

41 

0.5 

22661c 

509c 

13219 

7.8d 

16  CANON 

197 

20672 

24 

-6 

12 

2.6 

24 

0.5 

19918 

857 

20654 

10.8 

17  DAI-ICHI  KANGYO  BANK 

211 

19549 

6 

^9 

-39 

1.5 

-38 

1.0 

NA 

-520c 

406261 

NEG 

18  EAST  JAPAN  RAILWAY 

217 

18995 

4749 

-A 

14 

3.7 

37 

0.8 

18142 

510 

53292 

9.8 

19  BRIDGESTONE 

221 

18755 

23 

1 

20 

4.1 

66 

0.4 

15661 

283 

12717b 

6.2d 

20  FUJI  PHOTO  FILM 

238 

17418 

34 

-13 

4 

1.8 

27 

0.5 

9959c 

641c 

14329 

6.6d 

21  NEC 

257 

16262 

10 

-27 

-13 

2.2 

55 

0.8 

35362c 

298c 

34635 

4.0d 

22  INDUSTRIAL  BANK  OF  JAPAN 

265 

15579 

6 

^9 

-39 

1.4 

-11 

1.0 

NA 

-1463c 

338953 

NEG 

23  KANSAI  ELECTRIC  POWER 

266 

15573 

16 

-15 

1 

1.8 

39 

2.3 

13841 

398 

49738 

4.5 

24  DENSO 

272 

15211 

17 

-32 

-19 

2.1 

29 

0.5 

11727 

515 

12282 

7.3 
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As  a  result  of  our  merger  with  USF&G.  The 
St.  Paul  Companies  is  not  just 
getting  bigger,  vve're  getting 
better.  Tlie  merger  increases 
The  St,  Paul's  financial 
assets  to  $36  billion  and 
oiu'  staff  to  more  than 
14.000  employees 
worldvvide.  Wliats 
more,  with  this 
move  The  St,  Paul 
Com.pames  becomes 
one  of  the  top  ten 
property/casualty 
msurers  in  the  US., 
as  well  as  one  of  the 
largest  writers  of  surety 
bonds,  and  we  become  one 
of  the  top  15  reinsurers  in  the 
rid.  The  combined  company 
Wiii  draw  upon  the  individual  strengths 
of  both  The  St.  Paul  Companies 
nd  USF&G.  The  products 
and  underwriting  experience 
of  each  are  complementary 

HAS  THE  WORLD  GOTTEN  SMALLER, 
OR  IS  IT  THAT  WE'VE  JUST  GOTTEN  BIGGER? 

and  wiii  allow  us  to  better  serve  our  clients,  iiie  merger  creates  economies 
f  scale  that  will  stimulate  investment  in  more  competitive  products 
-iid  semces.  which  will  serve  to  make  The  St.  Paul  Companies  stronger  and 
lore  competitive.  For  145  years.  The  St.  Paul  has  stood  solidly  between  our 

clients  and  disaster.  As  of  now.  we':re  standing  more  solidly  than  ever  before. 


www.stpaul  .com 


I5D1D  MIUSWIIHOUI  POPPING 

10  CHINGf  YOUR  [OOIONI 

HllOIII[R  FRII-||[0[1G  n  fROM  Mil 

Until  very  recently,  if  you  wanted  the 
convenience  of  traveling  great  distances 
without  changing  your  coolant,  your 
vehicle  would  have  to  be  the  camel— a 
choice  which  would  be  quite  impractical, 
say,  for  a  commute  on  the  freeway. 

But  thanks  to  the  inspired  thinking  of 
scientists  at  Texaco,  there's  now  a  150,000- 
mile  coolant  for  cars.  It's  miles  ahead 
ot  most  conventional  coolants  because  it 
lasts  five  times  longer  In  fact,  it  could 
very  well  last  for  the  life  of  your  car 

Our  thirst  for  innovation  doesn't  stop 
there.  We've  also  developed  a  system  of 
coolants  for  trucks  that's  good  for 
600,000  miles,  and  we're  working  on 
fuels  for  the  future  that  will  help  save 
energy  and  the  environment  by  letting 
drivers  travel  unprecedented  distances 
on  a  single  tank  of  gasoline. 

Although  the  noble  camel  has  been 
around  for  centuries,  we  think  it's  got  a  lot 
of  catching  up  to  do.  To  find  out  more, 
stop  by  www.texaco.com.  And  see  how 
our  relentless  pursuit  of  energy  will  keep 
the  world  running,  in  this  century  and 
centuries  yet  to  come. 


fl  World  Of  [n[iigy. 
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COUNTRY 
RANK 

GLOBAL 
1000 
RANK 

MARKET 
VALUE 

U.S. 
$  MIL 

PRICE 
PER  SHARE 
U.S.  $ 
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BOOK 
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P/E 
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YIELD 

% 
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US 
$  MIL 
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U.S. 
$MIL, 

ASSETS 
US, 
$MIL 

RETURN 
ON 

EQUITY  INOU 
%  CO 

25 

TOKIO  MARINE  &  FIRE 

285 

14673 

9 

-19 

-4 

3.2 

77 

0.7 

9595 

190 

37239 

4.1  e 

26 

FUJI  BANK 

287 

14563 

5 

-62 

-55 

1.0 

-6 

1.3 

NA 

~2492c 

405666 

NEG  t 

27 

JAPAN  TOBACCO 

302 

13856 

6928 

-9 

8 

1.5 

33 

0.7 

25981c 

419c 

15217 

4.4d  A 

28 

TOSHIBA 

307 

13520 

4 

-32 

-19 

1.5 

255 

1.7 

39404c 

53c 

41925 

0.66  2 

29 

NINTENDO 

313 

13240 

93 

20 

42 

3.3 

28 

'0.8 

3014 

473 

5309 

11.6  i 

30 

SEIBU  RAILWAY 

316 

13071 

30 

-41 

-30 

69.3 

NM 

0.1 

3909 

-13 

8874 

NEG  'i 

31 

DAI  NIPPON  PRINTING 

331 

12497 

16 

-18 

-2 

2.1 

31 

0.8 

9454 

405 

10177 

6.8  E 

32 

ROHM 

345 

12190 

104 

0 

19 

4.9 

37 

0.1 

2149 

329 

3459 

13.4  3 

33 

MITSUBISHI  HEAVY  INDUSTRIES 

363 

11732 

3 

-52 

-42 

1.2 

27 

2.1 

22372c 

437c 

31478 

4.5d  ; 

34 

NIPPON  STEEL 

365 

11685 

2 

-42 

-31 

1.8 

469 

1.1 

22093 

25 

32545 

0.4  : 

35 

MITSUBISHI  TRUST  &  BANKING 

368 

11560 

9 

-38 

-26 

2,2 

25 

0.7 

NA 

472c 

134803 

8.9d  f 

36 

MITSUBISHI  ESTATE 

372 

1 141 1 

9 

-36 

-23 

3.7 

41 

0.7 

4035 

277 

14912 

8.9  f 

37 

TOKAI  BANK 

380 

11231 

5 

-33 

-20 

1.5 

112 

1.1 

NA 

103c 

255478 

1.3d  f 

38 

SAKURA  BANK 

388 

11114 

3 

-50 

-41 

0.8 

-18 

2.1 

NA 

-637c 

378483 

NEG  f 

39 

SANKYO 

390 

11059 

24 

-24 

-9 

3.5 

30 

0.7 

4306 

368 

5520 

11.6 

40 

CHUBU  ELECTRIC  POWER 

.,  391 

11049 

15 

-18 

-3 

1.6 

40 

2.4 

15667 

277 

44716 

4.1 

41 

TDK 

419 

10458 

79 

2 

22 

3.1 

25 

0.6 

5028c 

421c 

4733 

12.3d  : 

42 

NTT  DATA 

431 

10152 

40126 

10 

30 

7.3 

99 

0.1 

4414 

103 

5166 

7.4  1 

43 

KIRIN  BREWERY 

447 

9791 

9 

-6 

12 

1.8 

53 

0.9 

10897 

1S3 

11007b 

3.4d  ' 

44 

MITSUBISHI  CORP. 

465 

9455 

6 

-49 

-39 

1.2 

28 

1.0 

114242c 

344c 

69714 

4.3d  i 

45 

KYOCERA 

471 

9285 

49 

-32 

-19 

1.8 

27 

0.9 

5234c 

340c 

7222 

6.5d  ; 

46 

KAO 

472 

9258 

15 

10 

31 

3.3 

52 

0.7 

6547c 

177c 

5825 

5.3d  . 

47 

ASAHI  BANK 

487 

8923 

4 

-42 

-32 

1.2 

-11 

1.2 

NA 

-765c 

214550 

NEG  f 

48 

FANUC 

492 

8815 

37 

3 

23 

2.4 

33 

0.5 

1656c 

265c 

4075 

7. 2d  : 

49 

SHIZUOKA  BANK 

501 

8647 

11 

12 

34 

2.6 

73 

0.4 

NA 

118c* 

56028* 

3.5d  ( 

50 

SHARP 

510 

8479 

8 

-42 

-30 

1.3 

47 

1.2 

12918c 

179c 

14786 

2.6d  ■ 

51 

CENTRAL  JAPAN  RAILWAY 

525 

8212 

3666 

NA 

NA 

2.5 

31 

1,0 

9236 

263 

44550 

8.0 

52 

MITSUI  &  CO. 

532 

8115 

5 

-42 

-31 

1.7 

34 

1.1 

126439c 

238c 

54739 

4.9d 

53 

KINKI  NIPPON  RAILWAY 

549 

7789 

5 

-20 

-5 

5.5 

166 

0.8 

6854 

47 

11314 

3.3 

54 

TOPPAN  PRINTING 

562 

7632 

11 

-21 

-6 

1.7 

22 

0.9 

9238c 

342c 

8313 

7.7d 

55 

NISSAN  MOTOR 

563 

7617 

3 

-54 

-46 

0.8 

-75 

2  4 

47342c 

-101c 

53937 

NEG 

56 

SUMITOMO  ELECTRIC  INDUSTRIES 

565 

7604 

10 

-34 

-21 

2.1 

32 

0,7 

9382c 

239c 

9880 

6.5d 

57 

YAMANOUCHI  PHARMACEUTICAL 

569 

7526 

22 

-10 

7 

2.1 

171 

0.6 

3445c 

44c 

6058 

1.2d 

58 

WEST  JAPAN  RAILWAY 

571 

7506 

3753 

0 

19 

3.2 

29 

1.0 

8727 

257 

19269 

11.0 

59 

RICOH 

575 

7466 

11 

-18 

-2 

2.3 

34 

0.7 

10104c 

217c 

11871 

6.9d 

60 

SHIN-ETSU  CHEMICAL 

587 

7317 

19 

-26 

-12 

2.4 

24 

0.3 

5003c 

303c 

6720 

10. Od 

61 

KYUSHU  ELECTRIC  POWER 

606 

7015 

15 

-16 

0 

1.5 

25 

2.4 

10204 

285 

30040 

6.1 

62 

TORAY  INDUSTRIES 

609 

6979 

5 

-27 

-13 

2.0 

39 

1.0 

7866c 

179c 

10049 

5. 2d 

63 

MURATA  MFG. 

610 

6966 

29 

-26 

-13 

2.0 

27 

0.5 

2386 

235 

4653 

7.4 

64 

TOHOKU  ELECTRIC  POWER 

622 

5805 

14 

-21 

-6 

1.5 

35 

2.7 

10912 

197 

27900 

4.4 

65 

TAISHO  PHARMACEUTICAL 

633 

5645 

19 

-23 

-9 

2.7 

28 

0.8 

1732c' 

239c* 

3125* 

9.7d 

66 

SECOM 

638 

5602 

57 

-21 

-6 

3.2 

40 

0.8 

2192 

165 

3327 

8.0 

67 

MITSUI  FUDOSAN 

641 

6574 

8 

-36 

-24 

1.6 

-21 

0.5 

9171 

-317 

23445 

NEG 

68 

SUMITOMO  TRUST  &  BANKING 

645 

6546 

5 

-40 

-29 

1.3 

-18 

1.1 

NA 

-362c 

105855 

NEG 

69 

DDI 

647 

5532 

2872 

-61 

-54 

4.9 

109 

0.5 

8516c 

60c 

7619 

4.5d 

70 

ACOM 

652 

6497 

44 

0 

19 

3.5 

20 

0.7 

NA 

318c- 

9053* 

17.3d 

71 

ASAHI GLASS 

663 

6344 

5 

-44 

-34 

1.4 

36 

1.2 

9651 

174 

12947 

3.9 

72 

MATSUSHITA  ELECTRIC  WORKS 

668 

6261 

8 

-24 

-10 

1.6 

25 

1.1 

8927 

252 

9234 

6.5 

73 

ADVANTEST 

685 

6125 

62 

-0 

19 

5.9 

20 

0.4 

1858c 

314c 

1527 

30, Od 

74 

ASAHI  BREWERIES 

694 

6071 

13 

-8 

9 

2.4 

73 

0.6 

9454 

83 

12249b 

3.3d 

75 

NIPPON  EXPRESS 

706 

5900 

5 

-29 

-16 

2.7 

30 

0.9 

12885 

198 

8004 

9.1 

76 

TOKYO  GAS 

712 

5820 

2 

-19 

-3 

1.9 

52 

1.7 

7131 

111 

12789 

3.7 

77 

MARUI 

729 

5550 

15 

-18 

-2 

1.9 

41 

1.0 

3956c 

139c 

5412 

4.7d 

78 

SUMITOMO  CORP. 

733 

5631 

5 

-40 

-29 

1.4 

30 

1.1 

90716c 

186c 

38949 

4.6d  , 

79 

JUSCO 

734 

5626 

17 

-48 

-39 

2.3 

69 

0.9 

16887c 

81c 

10788 

3.3d 

80 

SANYO  ELECTRIC 

740 

5590 

3 

-32 

-19 

1.0 

40 

1.3 

12940 

128 

18172 

2.5 

81 

TOKYO  ELECTRON 

748 

5543 

32 

-37 

-25 

3.5 

26 

0.7 

3288c 

217c 

2793 

13. 7d 

82 

AJINOMOTO 

752 

5460 

8 

-16 

-0 

2.0 

42 

0,9 

6033c 

130c 

5774 

4.7d 

83 

OSAKA  GAS 

753 

5455 

2 

-18 

-2 

2.0 

35 

1,7 

6160c 

157c 

8658 

5.8d 

84 

SMC 

762 

5377 

81 

-1 

18 

4.5 

39 

0,2 

1424c 

139c 

2471 

11. 7d 

85 

ALL  NIPPON  AIRWAYS 

776 

5300 

4 

-44 

-33 

5.3 

171 

0,0 

7374 

31 

9149 

3.1 

86 

MATSUSHITA  COMMUNICATION  INDUSTRIAL 

777 

5296 

28 

-11 

5 

3.1 

23 

0,4 

6234c 

229c 

3532 

13.4d 

87 

SEKISUI  HOUSE 

778 

5281 

7 

-24 

-10 

0.9 

18 

1,8 

10537c 

287c 

12915 

5.0d 

88 

CHUGOKU  ELEC  i  ^!C  POWER 

787 

5222 

14 

-20 

-5 

1.6 

27 

2.6 

7512 

197 

21252 

5.9 

89 

KAWASAKI  STEEL 

790 

5209 

2 

-45 

-35 

1.5 

91 

1.4 

8877 

58 

15504 

1.6  i 

90 

MITSUBISHI  ELECTRIC 

811 

5083 

2 

-58 

-50 

0.9 

-3 

1.2 

27424c 

-764c 

29629 

NEG  1 

91 

DAIWA  SECURITIES 

813 

5079 

4 

-48 

-39 

0.8 

-8 

1.1 

NA 

-604c 

96893 

NEG 

92 

TOYODA  AUTOMATIC  LOOM  WORKS 

822 

5005 

17 

-20 

-4 

2.4 

33 

0.7 

4133c 

148c 

4015 

7.3d 
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Customer  Relationship  iWianagement 


IVhether  your  customers  are  delighte 
r  simply  delighted  to  leave,  revolves 
round  knowing  your  customer  dat^. 


Profile  customers 


Assess  marketing  ROI, 
analyze  churn,  and  more 

Award-winning  data 
warehousing  capabilities 

Fully  Web  enabled 

Year  2000  compliant 


lat's  why  you  need  the  SAS'  Solution 

3  are  your  most  profitable  customers. .  .and  ivliy.^  How  many  customers  are  you 
ig. . .  and  why?  What  value  do  your  customers  see  in  your  products  and  services. .  or 
e  of  your  competitors?  Instead  of  just  storing  your  customer  data,  explore  all  the 
abilities  with  the  SAS  Solution  for  Customer  Relationship  Management. 

he  only  software  that  integrates  the  full  scope  of  managing  customer  relationships, 
ect  information  at  all  customer  contact  points. .  .then  analyze  data  to  better  understand 
omer  needs.  Refine  business  strategies  around  your  most  profitable  customers, 
ermine  lifetime  customer  value.  All  by  just  pointing  and  clicking. 

nd  out  more,  and  request  a  free  Guide  to  Customer  Relationship  Management  with 
>AS"  Solution,  visit  us  at  www.sas.com/crm 


SAS  Institute  Inc. 

The  Business  of  Better  Decision  Making 


www.sas.com/crm   E-mail:  bw@sas.com   Phone  919.677.8200 


SAS  IS  a  registered  trademark  of  SAS  Institute  Inc.  Copyngtit  ©  1998  by  SAS  Institute  Inc. 


THE  BUSINESS  WEEK  GLOBAL  1000 


COUNTRY 
RANK 

GLOBAL 
1000 
RANK 

MARKET 
VALUE 
U.S. 
$MIL, 

PRICE 
PER  SHARE 
U.S.  $ 

%  CHANGE 
FROM  1997 
(U.S.  $)  (LOCAL) 

PRICE/ 
BOOK 
VALUE 
RATIO 

P/E 
RATIO 

YIELD 

% 

SALES 

U.S. 
$MIL, 

PROFITS 

U.S. 
$MIL 

ASSETS 
U.S. 
$MIL 

RETURN 
ON 

EQUITY  INOU!/ 
%  COI 

93 

ASAHI  CHEMICAL  INDUSTRY 

825 

4987 

3 

-38 

-26 

1.6 

27 

1.3 

9321 

183 

9028 

5.7  2 

94 

SHISEIOO 

837 

4919 

12 

-20 

-5 

1.7 

40 

0.8 

4481c 

122c 

4403 

4. 2d  4 

95 

C  1  IfLMITrihiin  KJITTAI  IMnilCTDICC 

bUMIiUiVlU  ivItlAL  iNUUolnlto 

842 

4881 

2 

-39 

-28 

1.3 

159 

1.4 

10609c 

29c 

17582 

0.7d  2 

96 

U  Af^UI  II  lUI  DAMI/ 

852 

4807 

8 

-11 

5 

2.5 

80 

0.4 

NA 

50c* 

39960* 

3. Id  6 

97 

YAMATO  TRANSPORT 

868 

4684 

12 

-4 

15 

2.7 

40 

0.9 

5422c 

117c 

3967 

6.8d  5 

98 

JAPAN  TELECOM 

869 

4681 

10464 

-47 

-37 

2,1 

80 

0.4 

2972c 

59c 

3398* 

2.5d  5 

99 

NIKKO  dLtUKMIto 

875 

4624 

3 

-47 

-37 

0.9 

-9 

1,2 

NA 

-512c 

63872 

NEG  6. 

100 

rnUlvllot 

887 

4570 

42 

-4 

1 5 

2.7 

16 

1,1 

IMA 

281c 

7649 

16. 5d  eli 

101 

JAPAN  AIRLINES 

889 

4558 

3 

-40 

-28 

2.6 

-44 

0.0 

11310 

-104 

14799 

NEG  5 

102 

KEYENCE 

892 

4547 

120 

-16 

-1 

5.0 

47 

0.1 

425 

97 

1015 

10,5  3 

103 

NILHitl 

908 

4433 

57 

-21 

-5 

3.6 

24 

0.7 

NA 

176 

3530 

15.4  i 

104 

bUmllUIVlU  LHtMIUAL 

925 

4365 

3 

-35 

-23 

2.1 

27 

1.3 

7361c 

150c 

9802 

7.86  ; 

105 

OJI  PAPER 

926 

4353 

4 

-27 

-13 

1,3 

55 

1.7 

9743c 

79c 

12902 

2.4d  ; 

106 

SONY  MUSIC  ENTERTAINMENT 

929 

4349 

40 

-15 

1 

2,6 

17 

0,6 

1635c 

262c 

2121 

15. 6d  i 

1 07 

ORIX 

946 

4218 

65 

8 

29 

1.9 

53 

0.2 

NA 

80 

35733 

3,6  { 

108 

Kil  ATC  1  IC  UITA  l/nTHDIII/l  nCPTDHIJIPC  lUnilCTDICC 

iVlAIbUonlTA-KUIODUKI  tLt[<TRONICb  INDUolnltb 

950 

4200 

27 

-25 

-12 

2.9 

28 

0.4 

4485 

152 

2795 

10.4  i 

109 

TOYO  TRUST  &  BANKING 

966 

4116 

5 

-25 

-12 

1.4 

189 

1.0 

NA 

22c 

53551 

0.8d  e 

110 

NIPPON  PAPER  INDUSTRIES 

969 

4094 

4 

-19 

-4 

1,7 

20 

1,3 

7890 

207 

9225 

8.6  2 

111 

MAZDA  MOTOR 

970 

4093 

3 

12 

33 

1,7 

-83 

0,0 

14722c 

-49c 

10229 

NEG  i 

112 

DAIWA  HOUSE  INDUSTRY 

971 

4080 

8 

-34 

-21 

1,0 

13 

1,6 

8576 

305 

8270 

7.3  ■ 

113 

NIPPON  YUSEN 

972 

4077 

3 

-16 

-0 

2.4 

79 

0.8 

7794c 

52c 

10293 

3.0d  ; 

114 

MINEBEA 

975 

4066 

10 

5 

25 

4,5 

63 

0.5 

2186 

54 

4055 

7.2  ; 

115 

KOMATSU 

977 

4060 

4 

-45 

-34 

1.1 

29 

1,4 

7939c 

139c 

10917 

3.6d  ■ 

116 

OMRON 

995 

3953 

15 

-25 

-11 

1.7 

33 

0.6 

4289 

114 

4250 

5.1  ; 

NETHERLANDS 


COUNTRY  COMPOSITE 

523842 

61 

40 

46 

9.5 

33 

1.4 

309218 

26610 

1112829 

27.7 

1  ROYAL  DUTCH  PETROLEUM  (1) 

NR 

122312 

57 

18 

24 

3,4 

27 

2.7 

128155 

7753 

112758 

12.3 

2  INGGROEP 

43 

54084 

69 

55 

53 

2.5 

25 

1.9 

NA 

2020 

308797 

10.1 

3  UNILEVER  NV  (2) 

NR 

50918 

80 

55 

73 

7.3 

15 

14 

47084 

5435 

31960 

45,3 

4  AEGON 

74 

46499 

80 

119 

129 

5.2 

38 

1.2 

10455 

1099 

135750 

13.5 

5  PHILIPS  ELECTRONICS 

102 

34756 

95 

74 

82 

3.6 

20 

1.1 

38053 

1538 

29586 

18.2 

6  ABN  AMRO  HOLDING 

104 

34185 

24 

31 

37 

2.7 

19 

2,5 

NA 

1828 

416325 

14.4 

7  KONINKLIJKE  PTT  NEDERLAND 

148 

26420 

56 

60 

67 

3.0 

20 

2.8 

7590 

1339 

18668 

15.3 

8  KONINKLUKE  AHOLD 

232 

17612 

32 

25 

31 

5.9 

36 

1.2 

25170 

465 

9377 

19,4 

9  AKZO  NOBEL 

277 

14918 

209 

57 

64 

3.3 

18 

2.0 

11972 

804 

10681 

18,6 

10  HEINEKEN 

352 

12065 

38 

42 

49 

4.8 

32 

0.7 

6725 

379 

5603 

14.9 

11  FORTISAMEV  (4) 

NR 

11055 

50 

45 

53 

3.3 

21 

1.9 

NA 

503 

3565b 

15.7d 

12  ELSEVIER  (5) 

NR 

10391 

15 

-8 

-4 

8.4 

23 

3,0 

5572 

991 

8158 

36.7 

13  POLYGRAM 

451 

9748 

54 

15 

20 

4.7 

29 

0.9 

5522 

392 

5630 

16.4 

14  WOLTERS  KLUW/ER 

455 

9615 

141 

17 

22 

10.7 

33 

1,1 

2593 

293 

4137 

32.4 

15  BAAN 

479 

9064 

45 

59 

56 

30.7 

134 

0.0 

684 

77 

723 

23.0 

16  DORDTSCHE  PETROLEUM 

538 

8030 

54 

8 

14 

19.2 

45 

2,9 

NA 

176b 

408b 

43.2 

17  VNU 

648 

6508 

34 

52 

59 

14.8 

33 

1,0 

1951 

198 

1435 

45.0 

18  RANDSTAD  HOLDING 

599 

6010 

55 

38 

45 

17.9 

47 

0.9 

3520 

128 

1003 

38.2 

19  ASM  LITHOGRAPHY  HOLDING 

727 

5660 

41 

52 

70 

11.8 

35 

0.0 

897 

164 

728 

34.1 

20  HEINEKEN  HOLDING 

774 

5307 

34 

44 

51 

4.7 

33 

0.8 

NA 

163b 

1149b 

14,5 

21  VENDEX  INTERNATIONAL 

792 

5195 

68 

20 

25 

5.9 

15 

2.0 

4591c 

347c 

1907c 

39.2 

22  HAGEMEUER 

873 

4629 

45 

-9 

-4 

5.1 

25 

1.5 

5707 

185 

2995 

24.5 

23  GETRONICS 

907 

4449 

50 

45 

53 

29.2 

49 

0.4 

1382 

90 

510 

59.9 

24  KONINKLUKE  NUMICO 

913 

4412 

35 

13 

18 

18.4 

31 

1.1 

1594 

143 

972 

59.7 

NEW  ZEALAND 

COUNTRY  COMPOSITE 

8065 

5 

-4 

24 

9.6 

18 

4.6 

1819 

436 

2472 

52.1 

1  TELECOM  CORP.  OF  NEW  ZEALAND 

536 

8065 

5 

-4 

24 

9.6 

18 

4.6 

1819c 

436c 

2472 

52. Id 

NORWAY 

COUNTRY  COMPOSITE 

14823 

34 

-2 

3 

2.4 

15 

1.7 

16879 

969 

18724 

16.9 

1  NORSK  HYDRO 

424 

10401 

45 

-9 

-4 

2.0 

17 

2,2 

12758 

528 

13830 

11,9 

2  ORKLA 

911 

4422 

23 

4 

10 

2.9 

13 

1.2 

4112 

340 

4894 

22.0 

PORTUGAL 

COUNTRY  COMPOSITE 

36241 

37 

85 

96 

4.0 

28 

2.0 

5623 

1159 

73443 

14.6 

1  ELECTRICIDADE  DE  PORTUGAL  (EDP) 

262 

15785 

25 

NA 

NA 

2.3 

30 

2.3 

3132 

510 

13078b 

7.7  1 

2  PORTUGAL  TELECOM 

435 

9997 

53 

37 

45 

5.0 

25 

1.8 

2491b 

301b 

4785b 

19.3 

3  BANCO  COMEFtCIAL  PORTUGUES  (BCP) 

665 

6318 

33 

109 

121 

4,7 

29 

1.5 

NA 

198 

32377 

16.4 

4  BANCO  ESPIRITO  SANTO  E  COMERCIAL  LISBOA 

961 

4140 

35 

111 

123 

3.8 

25 

2.3 

NA 

150 

23202 

15.0  j 
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31  local  daily  newspapers  were  facing  fierce  new  competition  for  readers  and  ad 
revenues.  Was  there  a  breakthrough  way  to  deliver  the  news?  We  worked  with  Knight-Ridder  New  Media  to  help 
develop  an  electronic  news  clipping  service,  searchable  classified  ads,  local  sports  and  entertainment  services  -  all  of  which 
helped  them  wring  additional  revenue  from  their  papers.  What  made  it  possible?  Netscape  PublishingXpert  and 
Netscape  Enterprise  server  software.  Today,  there's  no  telling  what  business  will  break  away  from  the  competition  with  a 
Netscape  solution.  Learn  more  with  a  free  information  packet  -  call  800-945-9361  or  visit  home.netscape.com/breakaway 


NETSCAPE 


Netscape  logo,  Netscape  PublishingXpert  and  Netscape  Enterprise  Setver  are  trademarks  Netscape 
5Wie*,  Knight:Sidd«  New  Medi9„are  re^ijtered  tradei^cs  oi,l!mgj^£i^^^ 


THE  BUSINESS  WEEK  GLOBAL  1000 


MARKET  PRICE/  RETURN 


COUNTRY 
RANK 

GLOBAL 
1000 
RANK 

VALUE 
US 
$MIL 

PRICE 
PER  SHARE 
U,S  $ 

%  CHANGE 
FROM  1997 
(U  S.  $)  (LOCAL) 

BOOK 
VALUE 
RATIO 

P/E 
RATIO 

YIELD 

% 

SALES 
U.S 
$MIL 

PROFITS 
US 
$MIL 

ASSETS 
US 
$MIL 

ON 

EQUITY  INK! 
%  II 

SINGAPORE 

COUNTRY  COMPOSITE 

39000 

4 

-41 

-31 

2.2 

16 

1.6 

7566 

2355 

83257 

13.3 

1  SINGAPORE  TELECOMMUNICATIONS 

187 

21499 

1 

-22 

-9 

5.2 

19 

1.6 

2952c 

1127c 

6983c 

27.4  1 

2  SINGAPORE  AIRLINES 

500 

7125 

6 

-35 

-23 

1.1 

11  , 

1.8 

4614c 

520c 

8674 

9.9d  ^1 

3  DEVELOPMENT  BANK  OF  SINGAPORE 

744 

5555 

6 

-44 

-35 

1.3 

19 

1.1 

NA 

261 

33295b 

5.8d  ' 

4  OCBC  OVERSEAS  CHINESE  BANK 

850 

4820 

4 

-52 

-55 

1.3 

14 

1.8 

NA 

347 

34303 

9.1 

SPAIN 

COUNTRY  COMPOSITE 

210886 

48 

66 

74 

4.0 

28 

1.8 

56467 

7043 

590488 

14.7 

1  TELEFONICA 

78 

45854 

45 

59 

67 

2.9 

34 

1.5 

15617 

1256 

41135 

8.8 

2  BANCO  BILBAO  VIZCAYA 

105 

34025 

50 

1 13 

123 

6.0 

37 

1.3 

NA 

865 

139602 

16.0 

RANPn  DF  <^AMTANnrP 

o   DHnuu  uc  oHniMnuLn 

10  0 

-j-j 

OD 

R  1 
0.  i 

1  7 

7Q  1 

1  D.D 

4  ENDESA 

162 

24950 

24 

25 

32 

2.7 

22 

2.1 

8475 

1102 

25035b 

11. 8d 

5  REPSOL 

250 

16694 

56 

33 

39 

3.1 

19 

2.4 

21208 

833 

14265b 

16.3d 

6  IBERDROLA 

278 

14895 

17 

34 

41 

1.9 

22 

3.0 

5354 

670 

17738b 

8.9d 

7  BANCO  CENTRAL 

350 

12094 

33 

108 

1 18 

3.1 

39 

1.3 

NA 

284 

77575 

8.0 

8  ARGENTARIA,  CORP  BANCARIA  DE  ESPANA 

420 

10452 

85 

71 

79 

2.7 

24 

2.3 

NA 

415 

72702b 

11. Id 

9  GAS  NATURAL  SDG 

429 

10219 

58 

43 

50 

4.9 

29 

0.7 

2831 

335 

5985b 

17. Od 

10  BANCO  POPULAR  ESPANOL 

493 

8800 

79 

49 

57 

5.1 

20 

2.5 

NA 

436 

22920 

31.0 

1 1    TARAPAI PDA 

QH7 

/ 

99 

1  1  9 

1  99 

D.U 

■59 

1  .o 

9Q(39 

1  1  r> 

1  D.y 

SWEDEN 

COUNTRY  COMPOSITE 

247931 

35 

41 

43 

4.4 

48 

1.9 

140657 

12625 

574943 

21.0 

1  L.M.ERICSSON 

60 

55624 

29 

62 

54 

8.7 

35 

0.8 

21420 

1525 

18828 

24.7 

2  ASTRA 

115 

32854 

20 

24 

25 

5.9 

25 

1.1 

5734 

1303 

7953 

23.8 

3  ABBAB  (3) 

NR 

15117 

15 

19 

21 

5.2 

51 

1.7 

31255 

572 

29784 

12.3 

4  VOLVO 

297 

14071 

32 

14 

15 

1.9 

15 

2.0 

23449 

1323 

20853 

12.8 

5  HENNES  &  MAURITZ 

367 

11624 

56 

72 

74 

15,5 

54 

0.7 

2300 

216 

1141 

28.9 

6  INVESTOR 

386 

11116 

56 

12 

13 

3.2 

142 

2.3 

NA 

26 

7415b 

2. 2d 

7  FOERENINGSSPARBANKEN 

412 

10582 

30 

61 

63 

3.2 

80 

2.6 

NA 

129 

85351 

4.0 

8  SVENSKA  HANDELSBANKEN 

436 

9989 

42 

59 

61 

2.6 

12 

2.0 

NA 

767 

109753 

21.0 

9  SKANDINAVISKA  ENSKILDA  BANKEN 

444 

9803 

17 

51 

53 

2.9 

19 

2.3 

NA 

452 

85442 

15.2 

10  NORDBANKEN  HOLDING 

478 

9066 

7 

50 

52 

3.1 

13 

2.7 

NA 

1195 

108457 

24.2 

11  SANDVIK 

548 

7841 

30 

17 

19 

3.9 

22 

3.0 

4357 

348 

5116 

18.1 

12  SKANDIA  FORSAKRING 

574 

7483 

15 

107 

109 

4.3 

13 

0.7 

1933 

434 

37120 

33.1 

13  ELECTROLUX 

588 

7294 

100 

57 

59 

2.9 

27 

1.6 

14430 

228 

10170 

10.7 

14  INCENTIVE 

688 

6106 

89 

0 

2 

3.4 

4 

1.4 

2489 

1471 

4431b 

82.4d 

1 5  SVENSKA  CELLULOSA  AKTIEBOLAGET 

755 

5445 

28 

31 

33 

1.8 

13 

2.7 

7483 

352 

9029 

14.2 

16  SKANSKA 

761 

5380 

47 

19 

21 

2.7 

5 

3.0 

7004 

958 

5717 

52.3 

17  ATLAS  COPCO 

766 

5355 

29 

8 

9 

3.3 

18 

1.9 

3835 

282 

4443 

18.4 

18  STORA  K0PPAR6ERGS  BERGSLAGS 

789 

5214 

15 

9 

11 

1.4 

23 

3.0 

5578 

202 

8354 

5.3 

19  SYDKRAFT 

806 

5122 

27 

15 

18 

2.6 

12 

2.0 

1853 

442 

5373b 

22. 6d 

20  SCANIA 

830 

4961 

25 

-11 

-10 

4.2 

20 

2.8 

5072 

253 

4882 

21.4 

21  NETCOM  SYSTEMS 

996 

3950 

38 

159 

173 

9.8 

426 

0.0 

515 

5 

1109 

2.3 

22  AGA 

999 

3935 

15 

21 

23 

2.7 

25 

2.4 

1840 

140 

3213 

10.5 

SWITZERLAND 

COUNTRY  COMPOSITE 

586071 

2001 

50 

57 

4.6 

13 

1.0 

183814 

16863 

1503503 

15.1 

1  NOVARTIS 

11 

116174 

1598 

25 

30 

5.9 

33 

1.0 

21088 

3524 

35052 

20.8 

2  ROCHE  HOLDING 

15 

98901 

15570 

25 

32 

12.1 

49 

0.3 

12592 

2893 

37046 

24.4 

3  NESTLE 

27 

84399 

2145 

72 

80 

5.4 

31 

1.1 

47341 

2709 

35980 

17.4 

4  CREDIT  SUISSE  GROUP 

52 

58592 

220 

75 

83 

4.5 

219 

1.5 

NA 

259 

466365 

2.0 

5  UBS 

81 

43186 

1584 

54 

50 

3.1 

-495 

2.0 

NA 

-87 

390624 

NEG 

6  SWISS  RE 

109 

33747 

2308 

72 

80 

5.5 

24 

1.3 

9097b 

987b 

43858b 

23. 2d 

7  ZURICH  INSURANCE  GROUP 

133 

29342 

525 

70 

78 

3.3 

24 

1.0 

20935 

1208 

88553b 

13.4d 

8  SVI/ISS  BANK  CORP. 

138 

28764 

352 

54 

61 

4.2 

20 

2.2 

NA 

1428 

296867 

20.9 

9  ABB  AG  (3) 

NR 

15720 

1598 

27 

32 

6.2 

52 

1.6 

31265 

572 

29784 

11.9 

10  CLARIANT 

460 

9512 

1308 

106 

115 

5.4 

33 

0.7 

6888 

285 

7062b 

16.2d 

1 1  CIBA  SPEZIALITAETENCHEMIE  HOLDING 

463 

9474 

143 

51 

57 

3.2 

25 

1.0 

5291 

385 

6719 

13,2 

12  HOLDERBANK  FINANCIERE  GLARUS 

477 

9093 

1281 

46 

53 

3.1 

22 

1.1 

NA 

418 

1 1608h 

14.3d' 

13  ALUSUISSE-LONZA  GROUP 

514 

8397 

1345 

43 

49 

4.5 

27 

0,0 

5001 

313 

5520 

16.7 

14  COMPAGNIE  FINANCIERE  RICHEMONT 

523 

8229 

1433 

5 

10 

2.3 

14 

1.1 

7755 

494 

8184 

16.3 

15  ADECCO 

624 

6784 

413 

10 

15 

4.3 

32 

0.9 

7732 

204 

3299b 

13.6d 

16  ARES-SERONO 

692 

6081 

1623 

19 

25 

9.5 

68 

0.3 

854 

88 

1414 

14.0 

17  S.M.H. 

713 

5820 

864 

46 

53 

3.4 

26 

0.8 

2073 

223 

2333b 

13. Id 

18  BALOISE  HOLDING 

844 

5172 

2384 

121 

131 

1.5 

26 

1.2 

4793b 

129b 

25718 

5.8  1 

19  PHARMA  VISION  2000 

853 

4787 

542 

17 

22 

2.2 

NA 

0.0 

NA 

352* 

3003* 

NA  : 

20  BK  VISION 

951 

4198 

1272 

68 

75 

2.1 

NA 

0.0 

NA 

458* 

2414* 

NA  ; 
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\mcrican  Dental  Association 


Dental  Chart. 


90-95% 


Dental 
HMO 


Dental  Indemnity/  Direct 

PPO  Insured  Reimbursement 

'Source:  National  Association  of  Dental  Plans 
-Source:  Americ:in  Dental  Association 


Percentage  of  money  that  goes  to  actual  dental  care 


Clearly,  Direct  Reimbursement  offers  cost-efficient  tiental 
coverage.  Instead  of  paying  monthly  insurance  premiums, 
even  for  employees  who  don't  use  dental  benehts.  you 
pay  for  actual  treatment  received.  Complex  claim  forms 
and  administrative  overhead  typical  of  outside  insurers 
are  eliminated.  Isn't  it  time  to  give  your  company  a 
dental  benefits  checkup? 


DIRECT 

REIMBURSEMENT 


Dental 

Benefits  Plan 
Smart  Companies 


For  information  or  a  cost  estimate  of  a  Direct  Reimbursement  plan  designed  to  meet  the  company 
needs  you  specify  just  call  1-800-232-7698  ext.  520.  Or  visit  our  web  site  at  http://ivwuKada.org 
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COUNTRY 
RANK 

GLOBAL 
1000 
RANK 

MARKET 
VALUE 
US 
$MIL 

PRICE 
PER  SHARE 
US  $ 

%  CHANGE 
FROM  1997 
(U  S  SHLOCAL) 

PRICE/ 
BOOK 
VALUE 
RATIO 

P/E 
RATIO 

YIELD 

% 

SALES 
US 
$MIL, 

PROFITS 
US, 
SMIL, 

ASSETS 

u,s, 

$MIL, 

RETURN 
ON 

EQUITY  INDUS' 
%  COD, 

UNITED  STATES  ^ 

COUNTRY  COMPOSITE 

8920640 

205 

37 

37 

5.6 

28 

1.4 

4212772 

337400 

12302064 

22.4 

1  GENERAL  ELECTRIC 

1 

271638 

83 

38 

38 

7.9 

32 

1.4 

90840 

8203 

304012 

24,4  7: 

2  MICROSOFT 

2 

208984 

85 

37 

37 

20.8 

53 

.0.0 

11358 

3454 

14387 

39,4  5;! 

3  COCA-COLA 

4 

193535 

78 

14 

14 

26.5 

48 

0.8 

18868 

4129 

16940 

54.7  4: 

4  EXXON 

5 

172499 

71 

19 

19 

4.0 

21 

2,3 

120279 

8460 

95064 

18,7  1 

5  MERCK 

6 

139845 

117 

30 

30 

11.1 

30 

1,5 

23537 

4614 

25812 

37.5  4' 

6  PFIZER 

7 

133025 

105 

104 

104 

16.5 

57 

0,7 

12504 

2213 

15336 

29.0  4'- 

7  WAL-MART  STORES 

9 

123470 

55 

85 

85 

6.7 

33 

0.5 

117958c 

3526c 

45384c 

20.1  5' 

8  INTEL 

10 

12 1 1 58 

7 1 

-6 

-5 

6.0 

19 

0,2 

25070 

6945 

28880 

32.2  3' 

9  PROCTER  &  GAMBLE 

12 

112475 

84 

22 

22 

11.1 

31 

1.2 

35754 

3415 

27544 

35.4  4- 

10  INTERNATIONAL  BUSINESS  MACHINES 

13 

110791 

118 

35 

36 

5.8 

19 

0.8 

78508 

6093 

81499 

30.0  3 

11  BRISTOL-MYERS  SQUIBB 

14 

106994 

108 

47 

47 

14.8 

32 

1.5 

16701 

3205 

14977 

45.9  4 

1 2  AT&T 

15 

98873 

61 

55 

66 

4.4 

21 

2.2 

51319 

4472 

58535 

20.7  5 

13  LUCENT  TECHNOLOGIES 

19 

93068 

71 

123 

123 

25.9 

47 

0.2 

26350 

1555 

23811 

55.9  3 

14  JOHNSON  &  JOHNSON 

20 

92865 

59 

15 

15 

7.5 

27 

1.5 

22529 

3303 

21453 

27.6  4 

15  PHILIP  MORRIS 

21 

90745 

37 

-15 

-15 

5.1 

14 

4,3 

56114 

5310 

55947 

43.1  4 

16  BERKSHIRE  HATHAWAY  (8) 

22 

87739 

70700 

54 

64 

2.5 

37 

0.0 

10430 

1902 

551 1 1 

5.8  7 

17  DUPONT 

23 

87106 

77 

42 

42 

7.9 

38 

1.8 

39730 

2405 

42942 

20,7  2 

18  AMERICAN  INTERNATIONAL  GROUP  (8) 

25 

86623 

124 

37 

37 

3.5 

25 

0.2 

30489 

3332 

153970 

13.8  6 

19  CISCO  SYSTEMS 

30 

77363 

75 

57 

57 

17.7 

46 

0.0 

6440 

1414 

5452 

38.9  3 

20  WALT  DISNEY 

31 

77206 

113 

38 

38 

4.4 

41 

0.6 

22473 

1886 

37775 

10.8  5 

21  NATIONSBANK 

33 

72647 

75 

28 

28 

2.6 

19 

2.0 

N,'\ 

3077 

254562 

13,2  6 

22  SBC  COMMUNICATIONS 

34 

71485 

39 

33 

33 

7.2 

44 

2.4 

24856 

1474 

42132 

15.4  5 

23  BELL  ATLANTIC 

35 

71118 

92 

31 

31 

5.6 

28 

3.4 

30194 

2455 

53964 

20.1  5 

OA      TDAIICI  CDC  PDnilD 

35 

70440 

61 

57 

57 

3.6 

21 

0,8 

NA 

3104 

385555 

17,3  6 

25  ELI  LILLY 

37 

67968 

61 

32 

32 

14.7 

-236 

1.3 

8518 

-385 

12577 

NEG  4 

26  CITICORP 

38 

67390 

149 

30 

30 

3.5 

17 

1.5 

NA 

4147 

310897 

20.5  e 

27  GILLETTE 

41 

55790 

117 

32 

32 

13.8 

45 

0,9 

10052 

1427 

10864 

30.8  4 

28  HEWLETT-PACKARD 

42 

64310 

62 

21 

21 

4,0 

22 

1.0 

42895 

3119 

31749 

18.2  ;- 

29  BELLSOUTH 

44 

53851 

65 

42 

42 

4.2 

18 

2,2 

20551 

3270 

36301 

22.9  t 

30  AMERICAN  HOME  PRODUCTS 

45 

53415 

48 

27 

27 

7.7 

30 

1.8 

14195 

2043 

20825 

25,9  / 

31  FORD  MOTOR 

46 

52924 

52 

107 

107 

2,0 

9 

3.2 

153527 

5920 

279097 

22.9 

rANNIt  MAt 

47 

51843 

50 

37 

37 

4,9 

20 

1 ,5 

NA 

3059 

391573 

24.2  ( 

33  SCHERING-PLOUGH 

48 

51353 

84 

84 

84 

21,7 

40 

1,1 

6778 

1444 

5507 

53.8  ' 

34  MOBIL 

.  49 

50948 

78 

12 

12 

3.3 

20 

2.9 

58399 

3272 

43559 

16.5  1 

35  PEPSICO 

51 

50853 

41 

20 

20 

8.8 

35 

1.3 

20917 

1730 

20101 

25.5  ' 

36  CHASE  MANHATTAN 

53 

58008 

135 

44 

44 

2.9 

15 

2.1 

NA 

3849 

355521 

18.8  f 

37  HOME  DEPOT 

54 

57622 

79 

87 

87 

8.1 

45 

0.3 

24156c 

1150c 

11229c 

17.4 

38  ABBOTT  LABORATORIES 

55 

57257 

74 

18 

18 

11.3 

27 

1.5 

11883 

2094 

12061 

42.8  i 

39  BANKAMERICA 

56 

56451 

83 

42 

42 

3.0 

18 

1,7 

NA 

3210 

250159 

15,5  f 

40  GTE 

58 

55131 

58 

32 

32 

7.0 

20 

3,2 

23250 

2794 

42142 

34,3  i 

41  FIRST  UNION 

62 

53329 

55 

29 

29 

3.5 

19 

2,7 

NA 

2709 

205735 

18,3  f 

42  DELL  COMPUTER 


53 


52755      82     193    193    70.7  51 


0.0 


12327c 


944c 


4258  139. 9d 


43 

WARNER-LAMBERT 

64 

52294 

64 

90 

90 

18,4 

188 

1.0 

8179 

870 

8031 

9.8 

44 

CHEVRON 

65 

52242 

80 

14 

14 

3.0 

15 

3.1 

35009 

3180 

35473 

18.2 

45 

GENERAL  MOTORS 

69 

48040 

72 

32 

32 

3.1 

8 

2.8 

178174 

5698 

228888 

37.1 

46 

AMERICAN  EXPRESS 

70 

47325 

103 

48 

48 

5,0 

24 

0.9 

NA 

1991 

120003 

21.0 

47 

WORLDCOM 

71 

46960 

46 

54 

54 

3,1 

455 

0.0 

7351 

384 

22390 

0.7 

48 

MORGAN  STANLEY  DEAN  WITTER 

72 

45904 

78 

88 

88 

3,5 

17 

1,0 

NA 

2649 

302287 

20.7 

49 

AMERITECH 

73 

46565 

42 

29 

29 

6.0 

21 

2.8 

15998 

2296 

25339 

29.0 

50 

BOEING 

75 

46496 

48 

-9 

-9 

3.7 

-59 

1.2 

45800 

-178 

38024 

NEG 

51 

TIME  WARNER 

75 

45972 

78 

67 

57 

4.8 

-134 

0.5 

13294 

101 

34153 

NEG 

52 

MCDONALD'S 

79 

45113 

66 

31 

31 

5.1 

27 

0.5 

11409 

1543 

18242 

18,5 

53 

COMPAQ  COMPUTER 

82 

41583 

27 

27 

27 

4,4 

24 

0,2 

24584 

2107 

14631 

18,0 

54 

AMOCO 

85 

40124 

42 

-6 

-5 

2.5 

17 

3,6 

31910 

2720 

32489 

14,8 

55 

ALLSTATE 

86 

39515 

94 

28 

28 

2,6 

12 

1,2 

18604 

3105 

80918 

20,8 

56 

SCHLUMBERGER 

88 

38898 

78 

31 

31 

5,8 

27 

1,0 

10648 

1296 

12097 

21.1 

57 

MCI  COMMUNICATIONS 

89 

38732 

53 

39 

39 

3,3 

NM 

0,1 

19553 

149 

25510 

0.0 

58 

MINNESOTA  MINING  &  MFG. 

95 

37470 

93 

1 

1 

6,3 

18 

2,4 

15070 

2121 

13238 

35.1 

53 

BANC  ONE 

98 

35153 

55 

40 

40 

3.5 

24 

2,8 

NA 

1305 

115901 

14.2  ,1 

60 

CHRYSLER 

99 

35905 

55 

75 

75 

3.2 

13 

2,9 

51147 

2805 

50418 

24.6  : 

61 

XEROX 

107 

33757 

103 

52 

52 

6.7 

23 

1.4 

18166 

1452 

27732 

28.8 

62 

MONSANTO 

112 

33155 

55 

37 

37 

8.0 

49 

0.2 

7514 

749 

10774 

15.5 

63 

TVCO  INTERNATIONAL 

117 

32289 

55 

74 

74 

5.8 

-43 

0.2 

7588a 

-777a 

10447 

NEG 

64 

MOTOROLA 

118 

31577 

53 

-20 

-20 

2,4 

31 

0.9 

29794 

1180 

27278 

7.8 

65 

TEXACO 

120 

31249 

58 

6 

6 

2.5 

13 

3.1 

46557 

2554 

29600 

19.8 

66 

SPRINT 

121 

30945 

72 

47 

47 

3.4 

35 

1,4 

14874 

953 

18185 

9.7 

67 

MERRILL  LYNCH 

123 

30923 

89 

59 

59 

3.8 

16 

1,1 

NA 

1906 

292819 

24.4 

68 

WELLS  FARGO 

124 

30897 

362 

37 

37 

2.5 

28 

1.4 

NA 

1155 

97455 

8.7 
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Guess  how  Rolleriikicle  is  staying 
a  jump  aiiead  of  customers. 


Vhen  you're  the  leader  in  a  high-energy, 
yle-conscious  market  hke  in-hne  skating, 

takes  more  than  a  great  product  to  keep 
le  spin  fresh.  It  takes  a  connection  with  the 
istomer  that's  nothing  short  of  intimate. 

Rollerblade,  Inc.  rehes  on  enterprise 
)ftware  from  J.D.  Edwards  to  keep  the 
iformation  links  tight  throughout  its  supply 


chain — all  the  way  from  manufacturing  to 
pint  of  sale.  Says  Al  Sussman,  Rollerblade's  VP. 
of  IT,  "Enterprise  Software  from  J.D.  Edwards 
lets  us  turn  on  a  dime  when  we  have  to.  And  m  diis 
business  we  have  to  just  about  every  15  minutes." 

Software  from  J.D.  Edwards  tracks  pricing, 
planning,  profttability  and  distribution  for 
Rollerblade.  "It  saves  us  time  and  money" 


says  Sussman,  "But  most  of  all  it  helps  us 
react  quickly  to  every  move  the  customer 
makes.  And  in  this  business,  that's  the  only 
way  you  can  play" 

That's  how  enterprise  software  ought 
to  be.  It  can  be  for  you,  too.  To  find 
out  more,  call  1-800-727-5333  or  visit 
www.jdedwards.com/customer. 


IDtdwards 

Encerprise   So  Few. ire 

PI,".-,       *>'  .-  ■■    ,     ■'         t.. ,  .. 

Copynght  J.D.  Edwards  World  Source  Company,  1998,  J.D,  Edwards  is  a  registered  Irademark  of  J.D.  Edwards  6"  Company. 
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69 

FREDDIE  MAC 

125 

30877 

46 

38 

38 

5.2 

23 

1.1 

NA 

1395 

194597 

22.9  t- 

70 

NORWEST 

129 

29420 

39 

45 

45 

4.3 

21 

1.7 

NA 

1351 

88540 

20.3  e 

71 

U.  S.  BANCORP 

134 

29066 

39 

43 

43 

4.9 

33 

1.8 

NA 

839 

71295 

14.8  e 

72 

COMPUTtR  ASSOCIATES  INTERNATIONAL 

139 

28668 

53 

44 

44 

19.0 

24 

0.2 

4719c 

1190c 

6084 

78.8d  e 

73 

SARA  LEE 

141 

27858 

59 

44 

44 

6.6 

27 

1.6 

19734 

1009 

12953 

24.3  ^ 

74 

t/ikAnmi\/  fi  Ant/ 

KIMBERLY-CLARK 

142 

27613 

50 

-1 

-1 

6.7 

33 

2.0 

12547 

884 

11266 

20.0  ^ 

75 

AIRTOUCH  COMMUNICATIONS 

143 

27262 

48 

71 

71 

5.4 

50 

0,0 

3594 

448 

8970 

10.7  ' 

76 

EMERSON  ELECTRIC 

145 

26895 

61 

13 

13 

4.9 

23 

19 

12299 

1122 

11463 

21.6  ; 

77 

MEDTRONIC 

149 

26117 

56 

50 

50 

14.9 

45 

0.4 

2438 

530 

2409 

33.2  ^. 

78 

A  c*  frto  1  ATnt*  nnf*T  /^AniTAi 

ASSOCIATES  FIRST  CAPITAL 

150 

25925 

75 

58 

58 

4.1 

24 

0.5 

NA 

1032 

57233 

17,2  f 

79 

COLGATE-PALMOLIVE 

152 

25762 

87 

40 

40 

14.3 

34 

1.3 

9057 

740 

7539 

41.6  i 

80 

ATLANTIC  RICHFIELD 

158 

25309 

79 

8 

8 

2.9 

17 

3.6 

18864 

1889 

25322 

17.5  1 

81 

FIRST  CHICAGO  NBD 

161 

25111 

87 

48 

48 

3.3 

17 

2.0 

NA 

1525 

114096 

19.1  f 

82 

CAMPBELL  SOUP 

163 

24750 

55 

24 

24 

18.3 

34 

1.5 

7964 

713 

6459 

54.0  ' 

83 

1 1  f  IK r  f  T 

U  S  WEST 

164 

24611 

51 

39 

39 

5.9 

21 

4.2 

10319 

1180 

17246 

28.2  { 

84 

Ai  1  ir' nc*  If*  ki  A  1 

ALLIEUSIGNAL 

165 

24167 

43 

1 1 

1 1 

5,4 

20 

1.4 

14472 

1170 

13707 

27  2 

85 

SEARS,  ROEBUCK 

166 

24160 

62 

26 

26 

4.1 

20 

1.5 

41295 

1303 

38700 

21.0  ! 

86 

rt  rrT  rikiAki/^iAi  onmm 

FLEET  FINANCIAL  GROUP 

168 

23302 

82 

34 

34 

2.9 

17 

2.4 

NA 

1303 

85535 

17.3  ( 

87 

EASTMAN  KODAK 

170 

23032 

71 

-14 

-14 

7.3 

275 

2.5 

14538 

5 

13145 

2.7  ' 

88 

ORACLE 

171 

22998 

24 

-24 

-24 

9.8 

31 

0.0 

5684 

821 

4624 

31.4  i 

89 

BANK  OF  NEW  YORK 

172 

22977 

61 

43 

43 

4.5 

21 

1.7 

NA 

1104 

59961 

22.2  f 

90 

CBS 

173 

22800 

32 

57 

57 

2.8 

NM 

0.0 

5363 

-131 

16715 

NEC  ' 

91 

BAmiAnkir  r>nmin 

MEOIAONE  GROUP 

175 

22567 

37 

86 

86 

3.2 

-40 

0.0 

5043 

-480 

22614 

NEG  ' 

92 

PHARMACIA  &  UPJOHN 

176 

22447 

44 

28 

28 

4.3 

72 

2.4 

6586 

323 

10380 

5.9  ' 

93 

ANHEUSER-BUSCH 

177 

22322 

46 

7 

7 

5.5 

19 

2.3 

11066 

1179 

11727 

29,0  ' 

94 

NATIONAL  CITY 

178 

22274 

68 

32 

32 

3.3 

21 

2.7 

NA 

807 

54584 

15.9  ( 

95 

J.  p.  MORGAN 

180 

22158 

124 

15 

15 

2.0 

16 

3.1 

NA 

1507 

252159 

12.7  1 

96 

LOCKHEED  MARTIN 

182 

21949 

112 

20 

20 

4.2 

17 

1.4 

28069 

1300 

28351 

25.0  ..' 

97 

DOW  CHEMICAL 

183 

21809 

97 

16 

16 

2.9 

12 

3.6 

20018 

1808 

24040 

23.0  : 

98 

likiiTrn  TrrtiikifM  nt^irf- 

UNITED  TECHNOLOGIES 

185 

21574 

94 

17 

17 

5.3 

20 

1.3 

24495 

1072 

16719 

26.1  : 

99 

GAP 

192 

21271 

54 

136 

136 

13.4 

36 

0.4 

6508c 

534c 

3338 

37. Id  ! 

100 

r^iti  1 1  Ai D 1 A /ij r*  A  LIP  A  i  Ti_io  A  nr 

COLUMBIA/HCA  HEALTHCARE 

193 

21035 

33 

-10 

-10 

2.9 

25 

0.2 

18819 

1064 

22002 

11.5  ! 

101 

DUKE  ENERGY 

195 

20769 

58 

28 

28 

2.8 

23 

3.8 

16309 

974 

24029b 

12. 5d 

102 

EMC 

198 

20622 

41 

108 

108 

8.7 

36 

0.0 

2938 

539 

3490 

24.3  : 

103 

DAYTON  HUDSON 

199 

20345 

46 

93 

93 

5.7 

26 

0.8 

27757c 

802c 

13389 

22.2d 

104 

CARNIVAL 

202 

20152 

68 

78 

78 

5.6 

29 

0.9 

2448 

666 

5427 

19.0 

105 

CATERPILLAR 

203 

20140 

55 

13 

13 

4.3 

12 

1.8 

18925 

1555 

20756 

35.9  1 

106 

TPVAO  ikifTmikAr'kinr^ 

TEXAS  INSTRUMENTS 

205 

20087 

51 

15 

15 

3.4 

58 

0.7 

9750 

302 

10849 

5.8  i 

107 

HUGHES  ELECTRONICS  (8) 

208 

19795 

50 

-10 

-10 

2.4 

46 

2.0 

5128 

427 

12764 

5.1  1 

108 

VIACOM 

210 

19614 

55 

85 

85 

1.6 

57 

0.0 

13206 

375 

28289 

2.8  1 

109 

H.J.  HEINZ 

213 

19404 

53 

23 

23 

8.0 

27 

2.4 

9357 

864 

3438 

29.9  1 

1 10 

AUTOMATIC  DATA  PROCESSING 

214 

19344 

64 

30 

30 

7.0 

33 

0.8 

4112 

514 

4383 

21.2  1 

1 1 1 

GANNETT 

218 

18905 

67 

44 

44 

5.4 

25 

1.1 

4729 

713 

6890 

21.2  1 

1 12 

CENDANT 

222 

18514 

22 

-5 

-5 

7.0 

20 

0.0 

5315 

872 

2473 

34.7  1 

113 

SOUTHERN  CO. 

223 

18443 

27 

26 

26 

2.0 

18 

5,0 

12680 

972 

30292b 

10.9d  1 

1 14 

RAYTHEON 

225 

18375 

53 

NA 

NA 

1.7 

16 

1,5 

13674 

849 

28598 

11.0  1 

1 15 

WASHINGTON  MUTUAL 

226 

18226 

71 

27 

27 

3.5 

33 

1,7 

NA 

482 

96981 

10.8  1 

116 

J.  C.  PENNEY 

228 

18109 

72 

39 

39 

2.9 

22 

3.0 

30546c 

839c 

23493 

13. 5d  1 

117 

AMERICA  ONLINE 

229 

18012 

83 

202 

202 

130.2 

29 

0.0 

1685 

-17 

847 

454.7  1 

1 18 

TELE-COMMUNICATIONS 

230 

17923 

34 

127 

127 

-38.4 

-118 

0.0 

6429 

-495 

23671 

NA  1 

1 19 

ELECTRONIC  DATA  SYSTEMS 

231 

17885 

36 

-3 

-3 

3.4 

25 

1.7 

15236 

731 

11174 

13.5  1 

120 

MELLON  BANK 

234 

17548 

67 

54 

54 

4.7 

22 

2.1 

NA 

771 

44892 

1 

121 

SAFEWAY 

235 

17512 

36 

62 

62 

8.1 

26 

0.0 

22484 

622 

8494 

31.5 

122 

WALGREEN 

237 

17476 

35 

51 

51 

7.3 

37 

0.7 

13353 

435 

4207 

19.8 

123 

PNC  BANK 

239 

17370 

58 

38 

38 

3.2 

17 

2,7 

NA 

1052 

75120 

19.0 

124 

AMERICAN  GENERAL 

242 

17028 

67 

52 

52 

2.5 

29 

2,2 

3362b 

542b 

80620b 

8.4d 

125 

KELLOGG 

243 

16905 

41 

12 

12 

17.0 

30 

2.2 

6830 

564 

4878 

57.6 

126 

GENERAL  RE 

245 

16823 

220 

25 

25 

2.1 

18 

1.1 

6607 

968 

41459 

11.7 

127 

KEYCORP 

249 

16695 

38 

40 

40 

3.2 

18 

2.5 

NA 

919 

73599 

18.1 

128 

SUNTRUST  BANKS 

251 

16677 

79 

48 

48 

5.3 

24 

1.3 

NA 

667 

57983 

21.9 

129 

WACHOVIA 

252 

16503 

80 

32 

32 

3.2 

27 

2.2 

NA 

593 

55397 

11.8  II 

130 

ILLINOIS  TOOL  WORKS 

253 

16493 

66 

33 

33 

5.9 

27 

0.7 

5220 

587 

5395 

21.9  1 

131 

TRAVELERS  PROPERTY  CASUALTY  (8) 

254 

16368 

42 

8 

8 

2.0 

13 

1.0 

9911 

1236 

50682 

16.2  ■ 

132 

BESTFOODS 

256 

16298 

56 

41 

41 

9.4 

28 

1,6 

8400 

585 

6100 

33.9  1 

133 

BAXTER  INTERNATIONAL 

258 

16252 

57 

8 

8 

6.1 

51 

2.0 

6138 

300 

8707 

12.0  1 

134 

MBNA 

261 

15881 

32 

40 

40 

8.1 

25 

1.1 

NA 

623 

21306 

32.1  1 

135 

BURLINGTON  NORTHERN  SANTA  FE 

263 

15680 

100 

20 

20 

2.6 

15 

1.2 

8413 

885 

21336b 

16.1d  1 

136 

ENRON 

264 

15620 

50 

23 

23 

2.6 

557 

1.9 

20273 

105 

23422 

0.5  " 

137 

BANKBOSTON 

267 

15474 

105 

44 

44 

3.5 

17 

2,2 

NA 

879 

69268 

20.3 

138 

AMGEN 

269 

15371 

61 

-10 

-10 

7.3 

24 

0,0 

2401 

644 

3110 

30.1 

139 

EQUITABLE 

271 

15330 

69 

119 

119 

3.2 

17 

0.3 

602 

735 

151438 

18.9 

140 

SUN  MICROSYSTEMS 

273 

15176 

40 

24 

24 

5.4 

22 

0.0 

8598 

762 

4697 

24.9 
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tough  customer. 


From  boulevards  to  back  roads .  For  legions  of  motorcycle 
enthusiasts  nothing  evokes  the  rugged  spirit  of  America  like 
the  thunder  of  a  Har ley-Davidson*.  '^^^  Rockwell  automation 
systems  help  ensure  the  uncompromising  standards 
of  the  Harley  engines  whose  sound  now  excites  the 
imagination  of    a    new    generation    of    riders  .  Just  as 

the  successes  of  so  many  other  equally  demanding 
customers   resonate   with   innovative   answers    from  Rockwell. 

Whether  it's  the  semiconductor  chip  that  lets  a 
digital  cellular  user  finish  a  long  day's  business 
on  a   single   battery  charge. 


The  avionics   that  guide 


an  airliner  to  a  fog-shrouded  island  using  satellite  and 
microwave  technology.  rjOlj  ^-"^  the  call  center  technology 
that  helps  a  small  manufacturing  firm  handle  customer 
inquiries    as    efficiently    as    a    Fortune    500  company. 

Bold    ideas    for    those    who    refuse    to    conform  to 
the    status    quo.  Because     whatever    your  business, 


the   bottom   line    is    this.  You  succeed.     We  succeed. 


Rockwell 

Electronic  Controls  and  Communications 
www . rockwell . com 
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COUNTRY 
RANK 

GLOBAL 
1000 
RANK 

MARKET 
VALUE 
US 
$  MIL, 

PRICE 
PER  SHARE 
U.S.  $ 

%  CHANGE 
FROM  1997 
(U.S,  $)  (LOCAL) 

PRICE/ 
BOOK 
VALUE 
RATIO 

P/E 
RATIO 

YIELD 
% 

SALES 
US, 
$  MIL, 

PROFITS 

US, 
$  MIL. 

ASSETS 
US, 
$  MIL. 

RETURN 

ON 
EQUITY 

% 

NDusn 

CODE 

141 

MARSH  &  Mclennan 

276 

14981 

88 

33 

33 

4.7 

33 

1.8 

NA 

399 

7914 

14.2 

63 

142 

MAY  DEPARTMENT  STORES 

280 

14876 

64 

37 

37 

3.9 

19 

2.0 

12352c 

779c 

9930c 

20.2 

54 

143 

FIRST  DATA 

281 

14845 

33 

-17 

-17 

4.1 

41 

0.2 

NA 

357 

15315 

9.9 

144 

WASTE  MANAGEMENT 

282 

14807 

33 

2 

2 

1 1.0 

-12 

0.1 

9189 

-1269 

13589 

NEG 

145 

CIGNA 

283 

14752 

69 

18 

18 

2.1 

12 

1.7 

14935 

1086 

108199b 

18. 2d 

63 

146 

COCA-COLA  ENTERPRISES 

289 

14526 

38 

78 

78 

8.2 

94 

0.3 

11278 

171 

17487 

8.7 

43 

147 

HOUSEHOLD  INTERNATIONAL 

290 

14523 

135 

38 

38 

3.2 

20 

0.4 

NA 

687 

30303 

16.2 

52 

148 

INTERNATIONAL  PAPER 

296 

14144 

46 

-4 

-A 

1  6 

4 1 

2  2 

9m  nn 

ZU  iUU 

9Q9 

zy  Z 

cJO  1  \JH 

149 

AMR 

300 

14035 

154 

55 

55 

2.1 

12 

0.0 

18570 

985 

20915 

17.6 

f\ 

150 

LOWE'S 

301 

13904 

79 

101 

101 

5.3 

36 

0.3 

10137c 

357c 

5219c 

14.7 

54  } 

151 

WILLIAMS 

303 

13752 

32 

47 

47 

3.3 

26 

1.9 

6843b 

493b 

15633 

12.8 

1! 

152 

CVS 

309 

13489 

70 

47 

47 

5.4 

206 

0.6 

12738 

-37 

5757b 

2  6d 

54 

153 

CONAGRA 

310 

13391 

29 

-3 

-3 

5.3 

21 

2.1 

24002 

615 

11277 

25.7 

44 

154 

CHUBB 

31 1 

13373 

80 

30 

30 

2.4 

18 

1.6 

5157 

770 

19616 

13.5 

63 

155 

NIKE 

314 

13235 

46 

-20 

-20 

4.2 

22 

1.0 

9187 

796 

5361 

19.0 

46 

156 

PHILLIPS  PETROLEUM 

o  1  / 

17 

17 

9  7 

lo 

O  7 

1  e;9 1  n 
I  uZ  iU 

1 3860 

20.3 

1 1 

157 

HARTFORD  FINANCIAL  SERVICES  GROUP 

318 

12970 

110 

41 

41 

2.1 

13 

1.5 

10323 

964 

131743 

16.9 

63 

158 

PPG  INDUSTRIES 

320 

12925 

73 

25 

25 

5.2 

18 

2.0 

7379 

714 

6868 

29.3 

22 

159 

DEERE 

322 

12868 

52 

1 

1 

3.1 

13 

1.7 

11082 

960 

16320 

24.9 

38 

160 

PITNEY  BOWES 

323 

12858 

47 

34 

34 

7.0 

25 

1  9 

4100 

526 

7893 

28  0 

00 

161 

COMCAST 

325 

12620 

34 

94 

94 

11.0 

-48 

0.3 

4913 

-209 

12804 

NEG 

51 

162 

TELLABS 

329 

12521 

69 

37 

37 

13,4 

44 

0.0 

1204 

264 

1183 

30.4 

34 

163 

HALLIBURTON 

332 

12492 

48 

23 

23 

4,8 

25 

1.1 

8819 

454 

5603 

19.3 

36 

164 

COSTCO 

333 

1 248 1 

DO 

71 

71 

9  1  R7A 

oiZ 

1  yl  Q 

165 

HBO  &  CO. 

337 

12399 

58 

80 

80 

13.6 

54 

0.1 

1203 

201 

1313 

25.1 

52 

166 

BOSTON  SCIENTIFIC 

338 

12369 

64 

19 

19 

12.5 

83 

0.0 

1872 

160 

1968 

15.1 

45j 

167 

FRANKLIN  RESOURCES  (8) 

339 

12364 

49 

51 

51 

5.8 

25 

0.4 

2194 

434 

3095 

23.3 

62 

168 

UNITED  HEALTHCARE 

340 

12333 

64 

13 

13 

2  7 

27 

0  1 

1 1 794 

460 

/  DZo 

1  n  1 

169 

NABISCO  HOLDINGS  (8) 

341 

12326 

47 

17 

17 

2,9 

29 

1.5 

8734 

431 

12127 

10.1 

170 

TEXTRON 

346 

12138 

74 

25 

25 

3,8 

21 

1.5 

8333 

558 

18610 

17.7 

171 

BANKERS  TRUST 

349 

12101 

124 

46 

46 

2.4 

15 

3.2 

NA 

866 

140102 

16.1 

172 

PG&E 

354 

12002 

32 

36 

36 

1  Q 

o.o 

1  D'f  uu 

7  1 
/  iD 

ow03  / 

7  Q 

1 

1 . 

173 

UNION  PACIFIC 

355 

11963 

48 

-29 

-29 

1.5 

23 

1.7 

11079 

432 

28764 

6.2 

174 

RALSTON  PURINA  GROUP 

356 

11928 

111 

35 

35 

12.4 

27 

1.1 

4904 

383 

4742 

45.9 

% 

175 

NORFOLK  SOUTHERN 

357 

11907 

31 

-3 

-3 

2.2 

17 

2.5 

4223 

699 

17350 

12.9 

176 

CLEAR  CHANNEL  COMMUNICATIONS  (8) 

359 

1 1884 

zJO 

81 

81 

1  A  1 

u.u 

O'+oD 

0  .D 

% 

177 

COX  COMMUNICATIONS  (8)  ' 

360 

11851 

44 

100 

100 

5.0 

-59 

0.0 

1610 

-137 

6557 

NEG 

178 

LIBERTY  MEDIA 

362 

11808 

33 

127 

127 

5.1 

29 

0.0 

374 

125 

3059b 

17, 9d 

179 

APPLIED  MATERIALS 

364 

11721 

32 

-2 

-2 

4.0 

28 

0.0 

4074 

498 

5071 

14.2 

180 

ALUMINUM  CO.  OF  AMERICA 

ODD 

i  i  DOZ 

-6 

-6 

9  9 

loo  iy 

JioU/  i 

1  Q  9 

' 

181 

FIFTH  THIRD  BANCORP  (8) 

370 

11482 

49 

43 

43 

4.9 

28 

1.4 

1918 

401 

21375 

17.8 

6 

182 

ALBERTSON'S 

373 

11383 

46 

38 

38 

4.7 

21 

1.5 

14690c 

517c 

5219c 

22.0 

5 

183 

AETNA 

374 

11374 

78 

-23 

-23 

1.1 

19 

1.0 

12592 

793 

96001 

6.0 

5 

184 

HEALTHSOUTH 

375 

1 1 368 

28 

25 

25 

o  .D 

28 

7 

^A9 

■  54Q 1 

12  9 

51 

185 

GOODYEAR  TIRE  &  RUBBER 

378 

11302 

72 

23 

23 

3.3 

18 

1.7 

13155 

559 

9917 

18.2 

3 

186 

REPUBLIC  INDUSTRIES 

381 

11224 

25 

3 

3 

3.1 

43 

0.0 

10306 

200 

10527 

7.2 

5 

187 

WM.  WRIGLEY  JR.  (8) 

384 

11156 

96 

62 

62 

10.8 

39 

1,3 

1937 

272 

1343 

27.5 

4 

188 

MATTEL 

385 

11117 

38 

27 

27 

6. 1 

39 

0.8 

4835 

290 

3804 

15.7 

4 

189 

STATE  STREET 

387 

11115 

69 

54 

54 

5.6 

28 

0.7 

NA 

380 

37975 

20.1 

6 

190 

KROGER 

392 

10994 

43 

66 

66 

-14.0 

24 

0.0 

26567 

444 

6301 

NA 

5 

191 

FEDERATED  DEPARTMENT  STORES 

396 

10912 

52 

40 

40 

2.3 

19 

0.0 

15668c 

575c 

14264 

12. 2d 

192 

ROCKWELL  INTERNATIONAL 

399 

10808 

55 

-2 

-2 

2  4 

24 

1  9 

7752 

586 

7971 

9  9 

3 

193 

ARCHER  DANIELS  MIDLAND 

400 

10805 

19 

-1 

-1 

1.8 

23 

1.1 

13853 

377 

11354 

7.7 

4 

194 

AON 

401 

10804 

64 

31 

31 

3,8 

37 

1.8 

5214 

299 

18691b 

lO.ld 

6 

195 

TENET  HEALTHCARE 

402 

10789 

35 

27 

27 

3.3 

NM 

0.0 

8691 

-73 

11705 

0.3 

5 

196 

AVON  PRODUCTS 

403 

10778 

82 

28 

28 

37.8 

3 1 

1.7 

5079 

339 

2273 

.22.6 

4 

197 

GENERAL  MILLS 

404 

10756 

68 

8 

8 

22.1 

22 

3.1 

5892 

475 

3902 

101.2 

4 

198 

EDISON  INTERNATIONAL 

408 

10640 

29 

26 

26 

2.0 

16 

3.5 

9235 

700 

25101 

12.2 

1 

199 

FPL  GROUP 

409 

10603 

61 

32 

32 

2.2 

17 

3.3 

6369 

618 

12449 

12.9 

1 

200 

HONEYWELL 

410 

15 

15 

4  4 

22 

1  3 

ouzo 

47 1 

641 1 

20  4 

3 

201 

FORT  JAMES 

413 

10580 

48 

36 

36 

43.2 

112 

1.3 

7259 

105 

7733 

38.7 

4 

202 

SERVICE  CORP.  INTERNATIONAL 

417 

10464 

41 

16 

16 

3.8 

26 

0.9 

2648 

375 

10307 

14.8 

203 

CSX 

418 

10462 

48 

-10 

-10 

1.8 

12 

2.5 

10621 

896 

19957 

14.9 

204 

LOEWS 

42 1 

10436 

91 

-7 

-7 

1.1 

1 1 

1.1 

19648 

916 

59577 

9,5 

^\ 

205 

ST.  PAUL 

422 

10410 

44 

24 

24 

1.6 

10 

2.3 

4616 

773 

21501 

16.4 

°m 

206 

COMERICA 

426 

10297 

66 

58 

58 

4.1 

29 

2.0 

NA 

530 

36292 

14.4 

207 

USA  WASTE  SERVICES  (8) 

427 

10276 

47 

30 

30 

3.9 

31 

0.0 

2614 

273 

6623 

12.8 

208 

USX-MARATHON  GROUP 

432 

10122 

35 

17 

17 

2.8 

28 

2.4 

15754 

456 

10565 

9.8 

209 

WEYERHAEUSER 

433 

10110 

51 

2 

2 

2.2 

26 

3.2 

11210 

342 

13075 

8.3 

210 

CONSOLIDATED  EDISON 

434 

10082 

43 

47 

47 

1.8 

15 

5.0 

7121 

713 

14723b 

12. Id 

211 

PROGRESSIVE  (8 

437 

9982 

138 

74 

74 

4.3 

22 

0.2 

4598 

400 

7560 

19.3 

212 

PEOPLESOFT 

438 

9902 

44 

69 

69 

23,4 

78 

0.0 

816 

108 

898 

30.0 
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In  a  world  bent  on 
niracle  cures,  we  now 

offer  an  ultra-high 
capacity  Private  Line 
?rvice  that  heals  itself 
rthin  100  milliseconds.  ; 


Perhaps  MCI's  new  SONET  Private  Line  service  can't 
prevent  hair  loss,  but  it  can  help  with  your  bandwidth  needs 
Because  the  product  is  based  on  SONET  self-healing  ring 
technology,  it  can  fully  restore  itself  within  0.1  seconds 
And  not  only  does  it  transmit  data  100  times  faster  than  a 
standard  T-1,  but  it  also  provides  more  service  coverage 
(2, 200  city  pairs)  than  any  other  carrier.  While  the  others 
are  only  talking  about  it,  we're  delivering.  When  considering 
availability,  quality  and  capacity,  nothing  comes  close.  In 
fact,  this  may  be  the  best  remedy  on  the  market  without 
FDA  approval.  To  further  learn  how  MCI  can  manage  your 
bandwidth  needs,  visit  www.mci.com. 


data 


MCI 


THE  BUSINESS  WEEK  GLOBAL  1000 


COUNTRY 
RANK 

GLOBAL 
1000 
RANK 

MARKET 
VALUE 

US, 
SMIL 

PRICE 
PER  SHARE 
U.S.S, 

%  CHANGE 
FROM  1997 
(U.S.  $)  (LOCAL) 

PRICE/ 
BOOK 
VALUE 
RATIO 

P/E 
RATIO 

YIELD 

% 

SALES 
U.S. 
SMIL 

r nun 1 o 

U.S. 
SMIL 

ASSETS 
U.S. 
SMIL 

RETURN 

ON  1 
EQUITY  INDUST^ 

%  COOB 

213 

HERSHEY  FOODS 

439 

9895 

69 

23 

23 

11.6 

30 

1.3 

4302 

336 

3291 

39.0  44' 

214 

CARDINAL  HEALTH  5 

441 

9863 

89 

53 

53 

6.4 

41 

0.1 

10968 

185 

3092 

15.6  54. 

215 

TELEPORT  COMMUNICATIONS  GROUP  S) 

449 

9776 

56 

85 

85 

9.5 

-40 

0.0 

494 

-223 

2456 

NEC  55 

216 

GUIDANT 

452 

9718 

64 

66 

66 

16.7 

46 

0.1 

1328 

150 

1225 

36.3 

217 

TEXAS  UTILITIES 

453 

9690 

40 

15 

15 

1.4 

14 

5.6 

7946 

660 

24874 

10.2  :: 

218 

OCCIDENTAL  PETROLEUM 

454 

9641 

28 

19 

19 

3.0 

15 

3.6 

8016 

691 

15282 

20.6     - : 

219 

MASCO 

458 

9562 

56 

45 

45 

4.2 

22 

1.5 

3760 

382 

4334 

18.8 

220 

SUNAMERICA 

461 

9499 

49 

54 

54 

4.1 

22 

0.8 

NA 

379 

35637 

18.5  i: 

221 

KMART 

462 

9497 

19 

38 

38 

1.7 

26 

0.0 

32183c 

330c 

13558c 

6.7  5- 

222 

BMC  SOFTWARE 

464 

9468 

46 

70 

70 

16.9 

62 

0.0 

563 

171 

844 

27.1  52 

223 

FDX 

466 

9435 

64 

22 

22 

2.7 

39 

0.0 

14256 

151 

9278 

6.8  52 

224 

BB&T  S 

467 

9377 

66 

65 

65 

3.8 

24 

1.9 

2518 

360 

29178 

16.0  c. 

225 

CNA  FINANCIAL 

468 

9347 

151 

48 

48 

1.1 

9 

0.0 

13362 

996 

61269 

12.2 

226 

AIR  PRODUCTS  &  CHEMICALS 

470 

9319 

87 

12 

12 

3.6 

19 

1.6 

4638 

429 

7244 

NA  2; 

227 

RITE  AID 

473 

9251 

36 

54 

54 

3.5 

28 

1.2 

11375c 

316c 

6417 

12.4d 

228 

RJR  NABISCO  HOLDINGS 

475 

9154 

28 

-13 

-13 

1.0 

28 

7.3 

17057 

402 

30678 

3.6 

229 

CORNING 

476 

9153 

39 

-22 

-22 

7.3 

21 

1.8 

4090 

440 

4811 

35.6     ; ; 

230 

LINCOLN  NATIONAL 

480 

9028 

90 

48 

48 

1.8 

19 

2.3 

1329 

441 

77175 

9.6  i\ 

231 

3COM 

481 

9024 

25 

-48 

-48 

4.4 

127 

0.0 

5604 

598 

3238 

3.5d 

232 

MARRIOn  INTERNATIONAL 

488 

8884 

35 

NA 

NA 

3.4 

26 

0.6 

9046 

324 

5557 

13.1  : 

233 

CHARLES  SCHWAB 

489 

8859 

33 

23 

23 

7.7 

32 

0.5 

NA 

270 

16482 

23.9 

234 

SUMMIT  BANCORPORATION  '8' 

490 

8852 

50 

52 

52 

3.4 

21 

2.2 

2280 

371 

29964 

16.1 

235 

STARWOOD  HOTELS  &  RESORTS  TRUST 

491 

8830 

47 

27 

27 

2.1 

52 

4.4 

934 

42 

3009 

4.0     e ; 

236 

DELTA  AIR  LINES 

495 

8711 

115 

23 

23 

2.8 

9 

0.2 

1359C 

854 

12741 

30.5 

237 

BECTON,  DICKINSON 

496 

8709 

71 

44 

44 

6.5 

29 

0.8 

2811 

300 

3080 

22.3  - 

238 

CONSECO  8) 

497 

8709 

47 

17 

17 

2.3 

14 

1.1 

5568 

574 

35915 

16.2 

239 

CLOROX 

498 

8687 

84 

32 

32 

8.3 

32 

1.5 

2533 

249 

2778 

26.4 

240 

COGNIZANT 

499 

8672 

53 

44 

44 

10.8 

28 

0.2 

1418 

302 

1580 

38.6 

241 

AMERICAN  ELECTRIC  POWER 

502 

8641 

45 

12 

12 

1.9 

14 

5.3 

6161 

620 

16615b 

13.0d  . 

242 

GENENTECH 

503 

8636 

69 

18 

18 

4.2 

62 

0.0 

1017 

129 

2508 

6.9  - 

243 

UNOCAL 

507 

8569 

36 

-17 

-17 

3.6 

18 

2.3 

6064 

669 

7530 

20.3 

244 

AFLAC 

508 

8550 

64 

25 

25 

2.5 

22 

0.8 

5874 

374 

29454 

11.4 

245 

LEHMAN  BROTHERS  HOLDINGS 

513 

8409 

71 

73 

73 

2.1 

14 

0.4 

NA 

647 

151705 

14.5 

246 

H.  F  AHMANSON 

515 

8367 

76 

87 

87 

1.7 

18 

1.2 

NA 

414 

46678 

9.3  ; 

247 

DOVER 

516 

8362 

38 

31 

31 

5.7 

20 

1.0 

4548 

405 

2993b 

28.3d  ' 

248 

AMP 

517 

8338 

38 

-7 

-7 

2.8 

18 

2.8 

5745 

458 

4848 

15.6  ; 

249 

ASCEND  COMMUNICATIONS 

518 

8329 

43 

-23 

-23 

8.5 

88 

0.0 

1167 

-124 

1138 

9.7  3 

250 

AES  5 

519 

8314 

48 

33 

33 

5.6 

38 

0.0 

1411 

188 

8909 

14.6  1 

251 

PARAMETRIC  TECHNOLOGY 

520 

8294 

31 

37 

37 

12.1 

32 

0.0 

809 

219 

832 

38.0  5 

252 

COMPUWARE  5 

521 

8232 

46 

98 

98 

11.6 

42 

0.0 

813 

97 

755 

27.8  5 

253 

DRESSER  INDUSTRIES 

527 

8171 

47 

36 

36 

4.7 

23 

1.6 

7419 

318 

5099 

20.7  3 

254 

TRIBUNE 

528 

8165 

67 

55 

55 

5.4 

22 

1.0 

2720 

394 

4778 

24.6  5 

255 

PANAMSAT  8 

529 

8147 

55 

91 

91 

3.1 

64 

0.0 

630 

133 

5682 

4.9  3 

256 

HOUSTON  INDUSTRIES 

530 

8131 

29 

38 

38 

1.7 

17 

5.2 

4251 

421 

18415 

10.4  1 

257 

DIGITAL  EQUIPMENTt 

531 

8127 

55 

54 

54 

2.4 

17 

0.0 

13047 

141 

9693 

14.2  3 

258 

COMPUTER  SCIENCES 

533 

8097 

52 

34 

34 

4.8 

29 

0.0 

6661c 

274c 

3581 

16.2d  5 

259 

INTERPUBLIC  GROUP 

534 

8089 

59 

49 

49 

7.0 

30 

1.0 

3126 

239 

5703 

23.8  5 

260 

QUAKER  OATS 

542 

7993 

58 

40 

40 

38.7 

-9 

2.0 

5016 

-931 

2697 

NEG  4 

261 

OMNICOM  GROUP  ;8j 

543 

7969 

47 

61 

61 

7.8 

32 

1.1 

3125 

222 

4966 

24.2  5 

262 

SYSCO 

545 

7870 

23 

34 

34 

5.7 

25 

1.5 

14455 

303 

3437 

23.1  5 

263 

NORTHERN  TRUST  ;8) 

547 

7866 

71 

44 

44 

4.7 

25 

1.2 

2022 

309 

25315 

19.0  6 

264 

PRAXAIR 

550 

7782 

49 

-6 

-6 

3.7 

18 

1.0 

4735 

422 

7810 

19.8  2 

265 

McGRAW-HILL 

551 

7780 

78 

43 

43 

5.4 

26 

2.0 

3534 

291 

3724 

20.7  9 

266 

COOPER  INDUSTRIES 

552 

7772 

64 

26 

26 

3.0 

19 

2.1 

5289 

395 

6053 

16.0  af 

267 

DOMINION  RESOURCES 

553 

7764 

40 

15 

15 

1.4 

20 

6.5 

7436 

399 

14906b 

7.0d  1| 

268 

HILTON  HOTELS 

554 

7759 

31 

11 

11 

2.3 

32 

1.0 

5316 

250 

7826 

73  A 

269 

NEWELL 

559 

7688 

48 

26 

26 

4.5 

19 

1.5 

3234 

290 

3944 

23.5  m 

270 

PUBLIC  SERVICE  ENTERPRISE  GROUP 

560 

7684 

33 

34 

34 

1.5 

13 

6.5 

6370 

560 

17943 

11.8  fl 

271 

UNUM 

561 

7682 

56 

40 

40 

3.2 

20 

1.1 

3120b 

238b 

13200 

15.8  S 

272 

ESTEE  LAUDER  (8) 

567 

7557 

64 

23 

23 

11.2 

37 

0.5 

3382 

198 

1873 

30.6  ■ 

273 

LIMITED 

568 

7554 

33 

65 

65 

4.4 

26 

1.6 

9189c 

341c 

4301c 

17.1  1 

274 

PIONEER  HI-BRED  INTERNATIONAL 

570 

7509 

38 

64 

64 

8.2 

41 

0.9 

1784 

243 

1603 

19.8  B 

275 

KOHL'S  :S; 

572 

7503 

48 

77 

77 

7.6 

49 

0.0 

3060 

141 

1620 

15.7  m 

276 

COASTAL 

573 

7489 

71 

41 

41 

2.3 

19 

0.6 

9653 

392 

11625 

12.1 

£.11 

TIY 

576 

7466 

47 

95 

95 

7.6 

23 

0.5 

7389c 

307c 

2561 

32.6d  •: 

278 

BURLIf.'flTON  RESOURCES 

577 

7460 

42 

-9 

-9 

2.5 

32 

1.3 

2000 

319 

5821 

7.8  < 

279 

lNGEPi:.iLL-RAND 

578 

7458 

45 

24 

24 

3.2 

18 

1.3 

7103 

381 

8416 

17.3  |t 

280 

UNICO.'.' 

579 

7456 

34 

51 

51 

1.2 

-30 

4.7 

7083 

445 

23388b 

NEG  :!i 

281 

TOYS  R'  US 

582 

7395 

27 

-15 

-15 

1.8 

16 

0.0 

11038c 

490c 

8023 

11. 6d  i 

282 

LEVEL3C0MML  .  NATIONS  (8) 

583 

7369 

50 

NA 

NA 

3.6 

105 

0.0 

332 

83 

2779 

3.4 

283 

TCI  VENTURES  GROUP 

584 

7354 

17 

NA 

NA 

2.9 

-28 

0.0 

969 

-601 

3864 

NEG 

284 

BENEFICIAL 

585 

7330 

134 

109 

109 

4.3 

31 

1.7 

NA 

254 

17645 

14.0  f 
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You're  In  Busi 
Outrun  Competition... 


You're  In  Business. 


Nothing  outpaces  Toshiba  technology  when  it  comes  to  ptitting  your 
business  ahead  ot  the  pack.  And  when  it  comes  to  taking  the  laurels, 
Toshiba  is  miles  ahead.  The  Business  Technology  Association  rect>gnized 
Toshiba  Copiers  and  Fax  as  Manufacturer  of  the  Year  for  three  consecuti\-e 
years.  That  means  consistently  high  performance  that  you  can  depend  on. 
Contact  your  authorized  Toshiba  dealer  and  let  us  put  you  in  the  dru  er's 
seat  on  the  road  to  success.  Call  1-800-GO-TOSHlBA  or  visit  our 
Website:  http://copier.toshiba.com  or  http://fax.toshiba.com 

In  Touch  with  Tomorrow 

TOSHIBA 

COPIERS  ♦  FAX 


Business  Intelligence 


Has  it  crossed  the  chasm? 


Over  the  past  several  years,  an  innovative  business  approach  has  gained  an  itKreasingly 
high  profile.  Business  intelligence  gives  companies  the  ability  to  extract  greater  value  from 
corporate  information  to  enable  everyone  across  the  enterprise  to  make  better  decisions  that 
directly  impact  the  bottom  Une.  Leading  organizations  worldwide  are  already  achieving 
significant  competitive  advantage  with  business  intelligence.  But  has  it  reached  a  critical 
mass?  Is  it  moving  beyond  being  the  "invisible"  advantage  of  Fortune  1000  companies  to 
become  an  essential  component  of  mainstream  business  success? 


Passing  the  Mainstream  Test 

To  answer  these  questions,  consider 
what  mainstream  decision  makers 
demand  from  a  husiness  approach. 
First,  a  record  of  proven,  bottom-Une 
results.  Second,  mature  products  and 
professional  services  to  address  the 
complete  range  of  enterprise  needs. 
Third,  the  security  of  dealing  with  an 
established  market  leader  offering 
best-of'breed  products  and  global  sup- 
port. And  fourth,  fast  and  easy  deploy- 
ment using  an  organization's  existing 
IT  infrastructure  —  often  this  is  the 
single  most  important  determinant  of 
whether  a  technology  achieves  main- 
stream acceptance. 

As  the  worldwide  business  intelli- 
gence market  leader,  Cognos  Corp- 
oration of  Burlington,  Mass.,  is 
uniquely  positioned  to  address  all  of 
these  criteria.  Through  developing 
products  that  solve  customers'  specific 
business  problems,  Cognos  has  discov- 
ered effective  ways  to  use  business 
intelligence  in  every  department  of 
every  enterprise,  and  in  every  industry. 
Today,  organizations  like  Domino's 
Pizza,  Ford,  Johnson  &  Johnson  and  the 
National  Association  of  Security 
Dealers  (NASD)  are  cutting  costs, 
increasing  efficiency  and  enabling  new 
strategic  capabilities  by  adopting 
Cognos'  award-winning  business  intel- 
ligence software.  This  market  leader- 
ship is  evident  in  Cognos'  strategic 


technology  partnerships  with  other 
industry  leaders  such  as  IBM,  Microsoft, 
PeopleSoft,  Oracle  and  SAP.  And 
Cognos  business  intelligence  software 
deploys  easily  and  quickly  across  the 
enterprise,  typically  delivering  return 
on  investment  within  30  to  90  days. 

Setting  the  Agenda 

The  cornerstone  of  Cognos'  success 
has  been  enduring 


easily  access  corporate  data  and 
it  from  any  angle,  in  any  combina 
They  expect  that  creating  reports 
not  be  complex  or  time  consur 
They  expect  to  be  able  to  automa' 
ly  uncover  hidden  factors  impa 
their  business.  In  other  words, 
ness  intelligence  has  become  int 
to  how  they  achieve  and  sustain 
petitive  advantage. 

The  Power  of  the  Web 

As  business  intelligence  enters 
mainstream,  Cognos  has  devel 
products  that  leverage  the  ^ 
Wide  Web,  which  has  emerge 
a  mainstream  computing  plati 
Through  the  Web,  business  iri 
gence  capabilities  can  be  distril 
to  an  entire  organization.  As  a  r 
every  department 


customer  relation- 
ships. As  technolo- 
gies and  business 
needs  have  evol- 
ved, Cognos  has 
responded  with 
new  products  that 
extend  business 
intelligence  capa- 
bilities. Thanks  to 
these  pioneering 
efforts,  a  paradigm 
shift  has  occurred 

within  many  leading-edge  companies: 
managers  now  expect  to  be  able  to 


<  Organizations  like  Domino's 
Pizza,  Ford,  Johnson  &  Johnson 
and  the  National  Association 
of  Security  Dealers  (NASD) 
are  cutting  costs,  increasing 
efficiency  and  enabling  new 
strategic  capabilities  by  adopt- 
ing Cognos'  award-winning  busi- 
ness intelligence  software.  > 


a  broader  perspe 
of  their  impact  o 
organization,  ano 
impact  of  other  d( 
ments  on  theirs, 
can  plan  bettei 
coordinate  the 
of  information  j 
the  organization, 
can  better  align  d 
mental  goals 
long-range  corp 
goals.  The  resi 
better  decisions,  every  day  —  by  t 
one  in  the  organization. 


Learn  how  other  companies  have  used  business  intelligence  to  cross  the  chasm  to  increased  competitiveness. 
Order  your  free  copy  of  The  Multidimensional  Manager  book  at  www.cognos.com/chasm. 


act 


Knowing  wKat  is  driving  business  ^ives  you 
power  to  iniluence  where  it  ^oes.  Co  ^nos  puts  tkat 
power  in  tke  liands  of  every  manager  witliin  your 
entire  organization.  Our  world-leading  Business 
Intelligence  software  lets  managers  access  and 
analyze  multidimensional  corporate  data  wKenever 
tKev  need  it.  To  reveal  Kidden  relationship!  ..To  spot 
key  trends  and  opportunities. 


To  plan  more  effective  strategies.  To  make  more 
informed,  kctter  decisions,  every  day.  Find  out 
now  Co  enos  Bu  smess  Intelli  gence  can  impact  your 
kottom  line  witkin  90  days  ky  asking  for  a  free 
copy  of  tke  Multidimensiona  I  Manager,  tke 
autkoritative  guide  to  implementing  Bu  .smess 
Intelligence  in  your  organization.  Call  1-800-426-4667 
ext.  2267  or  visit  our  wek  site. 


www.cog'nos.com/g'aiii 


Cognos,  Ihe  Cogrtos  k>go,  and  Better  De>civions  Every  Day  a 


Better  Decisions  Ei/ery  Dafp 


THE  BUSINESS  WEEK  GLOBAL  1000 


COUNTRY 
RANK 

GLOBAL 
1000 
RANK 

IViAKftt  1 
VALUE 

us. 

$MIL 

PRICE 
PER  SHARE 
US  $ 

%  CHANGE 
FROM  1997 
(U  S,  $)  (LOCAL) 

PRICE/ 
BOOK 
VALUE 
RATIO 

P/E 
RATIO 

YIELD 

% 

SALES 
US, 
SMIL 

PROFITS 
US 
SMIL 

ASSETS 
US, 
SMIL 

iETURN 
ON 

EQUITY  INOUST 
%  CODf 

285 

CADENCE  DESIGN  SYSTEMS  (8) 

586 

7320 

35 

112 

1 12 

9.8 

59 

0.0 

916 

182 

1024 

16.5  52 

MBIA 

589 

7279 

75 

or 

2.2 

18 

1.1 

297 

374 

9811 

12.5  63 

/ 

ALLTEL 

590 

7269 

39 

9n 

3.3 

14 

2.9 

3264 

508 

5633 

24.2  55 

288 

MORTHRnP  HRIIMMAM 
nuninnur  unuiviivinn 

591 

7255 

107 

97 

01 

2.7 

23 

1.5 

9153 

407 

9677 

11.9  31 

289 

INTIMATE  BRANDS  (8) 

592 

7246 

29 

35 

35 

12.9 

25 

2'.0 

3618 

289 

1348 

52.7  54 

TPAN^AMPPirA 
1  nHnoHivicniuM 

595 

7238 

115 

01 

97 

1.5 

13 

1.7 

NA 

532 

51173 

11.7  62 

1 

iviLrvcooun 

596 

7232 

78 

i  Uo 

108 

5.6 

47 

0.6 

12887 

115 

5173 

11.9  45 

riMn  1  runu  Lire  loj 

597 

7209 

52 

D4 

3.4 

22 

0.7 

4699 

306 

100980 

15.5  63 

293 

US  AIRWAYS  GROUP 

601 

7062 

70 

101 

101 

8.8 

6 

0,0 

8514 

1025 

8372 

141.9  56 

1  cnnruu 

602 

7061 

42 

7 
—  / 

7 

—  1 

2.8 

20 

2,9 

7220 

361 

8332 

14.2  71 

STAPLES 

603 

7057 

25 

7  1 

1 1 

6.6 

44 

0.0 

5181c 

131c 

2455c 

14.9  54 

HATPWAY  9nnn 

607 

7012 

45 

7.5 

59 

0.0 

6294 

110 

2039 

12.6  33 

297 

CINCINNATI  FINANCIAL  (8) 

608 

7004 

42 

61 

61 

1.4 

22 

1.5 

1942 

299 

9493 

6.2  62 

PPPIIRt  IP  NPW  vnpk 

612 

6949 

128 

9Q 

2.4 

16 

1.6 

NA 

449 

55638 

15.2  61 

9QQ 

PODiTY  nppipp  PPnppPTip<v  tpii<:t 

613 

6933 

28 

M  A 

1.3 

NA 

4.7 

508b 

73b 

11752 

NA  64 

300 

nWP^T  rriMMMNirATinKI^  INTPPUATinMAI 

615 

6867 

33 

M 

InM 

INM 

16.9 

551 

0.0 

697 

15 

1398 

3.1  34 

301 

PACIFICORP 

616 

6855 

23 

16 

16 

1.6 

43 

4.7 

6278 

301 

13880 

3.7  12 

302 

iviulu  in V Lo  1  iviLn  1  \Oi 

617 

6842 

60 

"3"=. 

4.3 

20 

0.2 

871 

324 

2618 

21.4  62 

ouo 

CI  M  uni  niMR 

618 

6840 

40 

1  Pi 

i  D 

1  c; 
i  D 

10.2 

13 

1.4 

NA 

511 

39909 

77.2  52 

AMPPIPAN  ^THRP^ 

619 

6825 

25 

1  u 

3.0 

24 

1,4 

19139c 

281c 

8536c 

12.1  54 

305 

MERCANTILE  BANCORPORATION 

620 

6811 

51 

30 

30 

2.8 

13 

2.4 

NA 

337 

29955 

21.4  61 

306 

IINinN  PARRinP 
uniun  UHnDiut 

623 

6801 

50 

y 

2.9 

10 

1.8 

6502 

676 

6964 

28.5  22 

OU  / 

NPW  VnPk  TIMP^ 
new  TUr\r\  IIIVICo 

625 

6726 

71 

Do 

Do 

3.9 

25 

1.1 

2865 

262 

3639 

16.0  51 

ouo 

PRHM  £.  MAA<: 
nuniVI  nHMO 

629 

6665 

110 

9  7 

3.7 

17 

1.8 

3999 

394 

3900 

21.5  22 

309 

DIAMOND  OFFSHORE  DRILLING  (8) 

630 

6662 

48 

34 

34 

4.2 

22 

1.0 

956 

279 

2299 

19.0  3f 

310 

PHRTMNP  RRAMflQ 
runiunc  onHnud 

632 

6648 

38 

1.8 

110 

2.2 

4845 

42 

9504b 

1.6d  4f 

O  1  1 

PIPQTPMPPrv 

637 

6604 

30 

1.6 

15 

5.1 

2821 

306 

18081 

10.6  i; 

11  9 

PRPn  MPYPR 

640 

6577 

43 

H7 

537 

4.9 

28 

0.0 

5481 

103 

4431 

17.4  5' 

313 

TRW 

642 

6569 

54 

0 

0 

4.0 

13 

2,3 

10831 

499 

6410 

31.2  3' 

314 

SAFECO 

643 

6565 

47 

7 
1 

1.2 

14 

3,0 

3107 

430 

29468 

8.4  6: 

O  1  3 

RPnWMIMn  PPPRIQ  IMniKTRIPQ 

Dnu wninu'rLnnio  inuuoiniLo 

644 

6549 

36 

7 

7 

2.7 

19 

2.1 

5783 

332 

5678 

14.4  5: 

11  K 

PAPITAI  flNP  PINAMPIAI  (9.\ 

646 

6534 

100 

9  1  1 

civ 

911 

5.6 

31 

0.3 

1787 

189 

7078 

21.4  6: 

317 

SOUTHTRUST  (8) 

649 

6508 

41 

57 

57 

2.6 

19 

1.9 

2414 

307 

30906 

13.7  6 

lift 

UP 

vr 

653 

6494 

53 

"3  7 

"3  7 

3.5 

19 

1.5 

5222 

351 

3323 

18,5  4 

HQ 
O  1  i3 

PMTPPRY 

cn  1  liau  t 

654 

6483 

26 

— U 

— U 

1.0 

13 

6.8 

9562 

595 

27001 

7.3  1 

i9n 

POnWM  PllPlf  9  QPAI 
OnUVVri  UUnfV  «  oCAL 

655 

6455 

52 

1  1 

-i  i 

-1 1 

2.2 

21 

1.9 

8494 

350 

12306 

10.7  2 

321 

CRESTAR  FINANCIAL  (8) 

656 

6429 

57 

51 

51 

3.0 

20 

2.3 

1776 

310 

24929 

15.3  6 

199 

LH 1  un 

658 

6413 

90 

1  "3 

3.2 

17 

2.0 

7553 

395 

5465 

19.1  3 

191 

P  P   nOMNPI  1  PY  ft.  ^nuQ 

660 

6385 

45 

Z  1 

9  1 

4.1 

25 

1.8 

4850 

249 

4134 

16.2  5 

194 
OZ*+ 

PYPI 

661 

6371 

75 

70 

70 

2.6 

9 

2.1 

541 

677 

6088 

28,8  6 

325 

OWENS-ILLINOIS 

664 

6326 

45 

46 

46 

4.8 

21 

0.0 

4659 

272 

6845 

23,0  2 

19fi 

MIIMTINnTOM  RAMP^UAPPC 

nunimulun  DHnuoriMnco  Ko} 

666 

6298 

33 

9  7 

Z  / 

3.0 

20 

2.4 

2246 

293 

26731 

15.3  6 

197 

pppn  PfjppQV 

667 

6287 

28 

49 

49 

2.3 

19 

3.5 

4618 

337 

12355 

11.8  1 

19ft 

PAPni  IMA  PnVA/PP      1  lAUT 

673 

6205 

41 

18 

1  Q 

2.3 

15 

4.7 

3024 

388 

8369b 

15. 2d  1 

329 

SERVICEMASTER  (8) 

675 

6188 

33 

51 

51 

11.3 

20 

1.5 

3962 

329 

2475 

57.6  5 

iin 

Pni  nPM  WPCT  PIMAMPIAI 
uULULn  WLoI  rinAnUIAL 

676 

6186 

108 

59 

59 

2,3 

16 

0.5 

NA 

354 

39590 

13.9  6 

111 

1 IMKY^ 

677 

6175 

25 

257 

-68.2 

-5 

0.0 

6636 

-854 

5591 

NA  ; 

119 

PPPinUC  PIMAMPIAI  (Q\ 
KLulUno  ririArilflAL  voj 

679 

6160 

41 

38 

38 

2,9 

18 

2.2 

1880 

300 

23034 

15.9  e 

333 

BAY  NETWORKS 

682 

6143 

28 

12 

12 

4.7 

22 

0.0 

2093 

119 

1766 

21.2  ; 

114 

DPAD  CTTADMC 

683 

6136 

54 

67 

67 

2.3 

12 

1.1 

NA 

613 

121434 

18.7  f 

im 

RAl^PD  UIIPUPC 

687 

6110 

36 

-4 

-4 

2.3 

17 

1.3 

3685 

278 

4756 

13.4  ; 

lie 

IPCCCDCnU  DM  nT 

JtrrtKoUri-rlLU  1 

691 

6084 

57 

35 

35 

2.2 

16 

2.1 

1135 

396 

23131 

13.7  f 

337 

GENUINE  PARTS 

693 

6074 

34 

1 

1 

3.3 

18 

3.0 

6005 

342 

2754 

18.6  i 

lift 

winn-uiAit  oiUKto 

695 

6044 

41 

5 

6 

4.5 

28 

2.5 

13219 

204 

2921 

16.3  i 

11Q 

DPflV/iniAU  CIMAMPIAI  lO\ 

rKUVIUIAN  rirtArlUIAL  (oj 

696 

6038 

64 

NA 

NA 

9.4 

30 

0,3 

1216 

191 

4449 

31.9  ( 

IMPPAM  MIPDH  /Q\ 
iriuKAIVI  iVIIbnU  (o) 

697 

6027 

44 

85 

85 

5.4 

29 

0,0 

16582 

194 

4932 

18.9  ! 

341 

TORCHMARK 

698 

6013 

43 

30 

30 

3.1 

17 

1.4 

1678 

338 

10967 

18.2  f 

149 

PAIMPUUPDQTD  PDnilD 

rAintVVtDDtn  uKUUr 

700 

5986 

43 

81 

81 

3.1 

15 

1.0 

NA 

415 

57065 

21.2  f 

141 

cnilTUWPCT  AIDIiMPC 
oUUInWtol  AInLINto 

701 

5955 

27 

55 

55 

2.9 

17 

0.2 

3817 

318 

4246 

16.9  1 

144 

MPVTPi  pnn/iMi  luip ATinuc 
ntAlLL  LUlVliViUNILAI  lUno 

702 

5953 

24 

60 

60 

2.1 

-3 

0.0 

739 

-1568 

6472b 

NEG  1 

345 

CHANCELLOR  MEDIA  (8) 

703 

5945 

42 

115 

115 

3.0 

-48 

0.0 

582 

-27 

4961 

NEG 

14R 

oTriUVUo  rlnANLIAL  (o) 

705 

5901 

22 

31 

31 

6.4 

34 

1.3 

1149 

165 

9260 

18.7 

147 

PCnDPIA  DAf^lCIP  PDnilD 

utUnulA-rAUIrll/  uKUUr 

707 

5893 

64 

2 

2 

1.7 

-102 

1.6 

12968 

-86 

11779 

NEG 

148 

rATUMtA  (o) 

709 

5872 

36 

47 

47 

18.9 

62 

0.7 

735 

75 

1201 

30.4 

349 

STAR  BANC  (8) 

711 

5830 

61 

48 

48 

4.1 

26 

1.5 

975 

195 

10959 

16.1 

350 

ACE  !R 

714 

5795 

36 

68 

68 

2,1 

10 

0.9 

1011 

461 

5002 

21.3 

351 

DUN  &  Bi  -DSTREET 

715 

5794 

34 

29 

29 

-13.4 

18 

2.6 

2154 

311 

2294b 

NA 

352 

SHERWIN-  'UIAMS 

717 

5769 

33 

11 

11 

3.6 

22 

1.4 

4881 

261 

4036 

16.5 

353 

DTE  ENERGY 

718 

5740 

40 

49 

49 

1.6 

12 

5.2 

3764 

417 

11223 

13.0 

354 

TIMES  MIRROR 

725 

5679 

64 

14 

14 

6,7 

26 

1.1 

3319 

250 

3530b 

25.5d 

355 

SEAGATE  TECHNOLOGY 

728 

5651 

23 

-43 

-43 

1.6 

-10 

0.0 

8940 

658 

6723 

NEG 

356 

ROYAL  CARIBBEAN  CRUISES  (8) 

731 

5638 

70 

100 

100 

3,1 

25 

0.9 

1939 

183 

5340 

12.4 
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You  Have  Our  Attention. 

No  matter  which  corner  office  of  the  world  you're  ii 


Royal  & 


Cliarlotte  NC  28273  •  www.royalsunalliance.com 
Royal  &  Sun  Alliance  Insurance  Group  pic 


SUNALLIANCE 


Providing  commercial  property  and  casualty] 
personal  and  specialty  insurance  coverages  ' 


THE  BUSINESS  WEEK  GLOBAL  1000 


COUNTRY 
RANK 

GLOBAL 
1000 
RANK 

MARKET 
VALUE 
U  S 
SMIL 

PRICE 
PER  SHARE 
US,$ 

%  CHANGE 
FROM  1997 
(U  S  $)  (LOCAL) 

PRICE/ 
BOOK 
VALUE 
RATIO 

P/E 
RATIO 

YIELD 

% 

SALES 
U  S 
SMIL, 

PROFITS 
U  S 
SMIL 

ASSETS 
U  S 
$MIL 

RETURN 
ON 

FnillTY  IND' 

LUUI 1  I  IllUt 

%  cc 

OCT 

utNtKAL  UYNAMILo 

736 

5616 

44 

19 

19 

2.9 

17 

2.0 

4062 

316 

4091 

17.1  ■ 

358 

CENTRAL  &  SOUTH  WEST 

737 

5612 

26 

24 

24 

1.5 

15 

6.6 

5268 

155 

13332b 

9.5d 

359 

THERMO  ELECTRON 

739 

5591 

35 

2 

2 

2.8 

22 

0.0 

3558 

239 

5796 

13.0  : 

360 

NATIONWIDE  FINANCIAL  SERVICES  (8) 

741 

5582 

43 

55 

55 

2.5 

20 

0.6 

2255 

265 

59893 

12.9  f 

361 

BLACK  &  DECKER 

747 

5545 

58 

68 

68 

3.1 

24 

0.8 

4941 

227 

5361 

12.9  ^ 

362 

DANA 

749 

5516 

52 

44 

44 

3.2 

14 

2.2 

8291 

369 

7119 

22.6  ; 

363 

MARSHALL  &  ILSLEY  (8) 

750 

5483 

54 

35 

35 

2.9 

20 

1.6 

1222 

245 

19478 

14.2  e 

364 

WASHINGTON  POST 

751 

5469 

542 

41 

41 

4.6 

21 

0.9 

1956 

282 

2077 

22.5  E 

365 

HAKLtT-UAVIUbUN 

756 

5444 

36 

60 

60 

5.6 

31 

0.5 

1763 

174 

1599 

21.6  i 

366 

ARCO  CHEMICAL 

757 

5421 

56 

21 

21 

3.0 

35 

5.0 

3995 

111 

4116 

8.6  ; 

367 

CONSOLIDATED  NATURAL  GAS 

758 

5419 

57 

6 

6 

2.3 

19 

3.4 

5710 

311 

6314 

11.9 

368 

GREEN  TREE  FINANCIAL  (8) 

760 

5399 

40 

14 

14 

4.0 

20 

0.9 

1708 

301 

4867 

19.9  i 

369 

DOLLAR  GENERAL  (8) 

763 

5371 

38 

77 

77 

9,0 

36 

0.4 

2527 

145 

915 

24.8  ! 

370 

AMEREN 

764 

5369 

39 

7 

7 

1.8 

14 

6.5 

3327 

387 

8828 

12.6 

371 

UNIONBANCAL  (8) 

765 

5364 

98 

47 

47 

2.1 

14 

1.7 

2338 

387 

30585 

14.9  ( 

372 

NORDSTROM 

767 

5355 

72 

50 

50 

3.7 

30 

0.8 

4852c 

186c 

2865c 

12,5 

373 

LINlAK  ItLHNULUbT  (oj 

768 

5350 

70 

40 

40 

7.7 

32 

0.3 

379 

134 

680 

24.0 

374 

FIRSTAR  (8) 

773 

5324 

37 

23 

23 

3.1 

18 

2.5 

1842 

295 

19844 

17.0 

375 

EASTMAN  CHEMICAL 

775 

5301 

67 

13 

13 

3.0 

18 

2.6 

4678 

286 

5778 

16.4 

376 

AVERY  DENNISON 

779 

5281 

52 

38 

38 

6.3 

25 

1.6 

3346 

205 

2047 

25.2 

377 

CIENA  (8) 

788 

5215 

52 

11 

11 

11.4 

43 

0.0 

374 

113 

447 

26.8 

378 

FRONTIER  (8) 

791 

5201 

30 

66 

66 

5.4 

50 

2.9 

2353 

55 

2475 

10.9 

379 

INTERNATIONAL  FLAVORS  &  FRAGRANCES 

795 

5173 

48 

8 

8 

5.2 

24 

3.1 

1427 

218 

1422 

21.8 

380 

HUMANA 

797 

5170 

31 

37 

37 

3.4 

28 

0.0 

7880 

173 

5413 

12.2 

381 

WHIKLrUUL 

798 

5161 

68 

37 

37 

2.9 

19 

2.0 

8617 

238 

8270 

15.0 

382 

W.  W.  GRAINGER 

799 

5159 

106 

32 

32 

4.0 

22 

1.0 

4137 

232 

1998 

17.9 

383 

DONALDSON,  LUFKIN  &  JENRETTE  (8) 

800 

5152 

44 

57 

67 

2.5 

11 

0.6 

7500 

408 

70506 

22.8 

384 

CIT  GROUP  18) 

801 

5140 

32 

NA 

NA 

2.1 

16 

0.3 

2073 

310 

20464 

12.8 

385 

EQUIFAX  (8) 

802 

5139 

36 

16 

16 

15.8 

27 

1.0 

1366 

186 

1177 

58.0 

386 

NEW  CENTURY  ENERGIES 

807 

5106 

46 

14 

14 

2.2 

18 

5.0 

3343 

261 

7310 

11.9 

387 

CINERGY 

808 

5098 

32 

-8 

-8 

2.0 

14 

5.6 

4353 

563 

8858 

13.9 

388 

LQRAL  SPACE  &  COMMUNICATIONS  iP.) 

809 

5097 

25 

52 

52 

4.1 

^23 

0.0 

1313 

40 

3005 

NEC 

389 

IIUIAU  OAf^lCIP  DrcniiDPCc  PDnilD 

UNION  PAUIrlC  nt^UUntto  tiKOUr 

810 

5084 

20 

-30 

-30 

3.3 

20 

1.0 

1925 

333 

3549b 

16,3d 

390 

HASBRO 

812 

5082 

38 

32 

32 

2.8 

42 

0.8 

3189 

135 

2900 

5.6 

391 

AUTOZONE 

814 

5073 

33 

42 

42 

4.7 

24 

0.0 

2691 

195 

1884 

19.4 

392 

JOHNSON  CONTROLS 

816 

5034 

60 

40 

40 

3.2 

16 

1.6 

11145 

261 

6049 

20.2 

393 

COUNTRYWIDE  CREDIT  INDUSTRIES 

818 

5020 

46 

72 

72 

3.0 

14 

0.7 

NA 

345c 

8089 

21. Id 

394 

MICRON  TECHNOLOGY 

819 

5013 

24 

-44 

-44 

1.7 

262 

0.0 

3516 

225 

4851 

0.7 

395 

PROVIDENT  (R) 

824 

4991 

37 

37 

37 

1.6 

19 

1.1 

3553 

247 

23178 

8.3 

396 

HERTZ  iR) 

(ILIA  1  L    \(J  r 

828 

4967 

46 

34 

34 

4.4 

23 

0.4 

3891 

202 

7436 

19.2 

397 

TOSCO  (8) 

829 

4964 

32 

-3 

-3 

2.5 

20 

0.8 

13282 

213 

5975 

12.8 

398 

UST 

831 

4942 

27 

_7 

_7 

11.2 

11 

6.1 

1375 

439 

827 

103.0 

399 

AUFRADA  HESS 

832 

4941 

54 

1.5 

-98 

1.1 

8340 

24 

7784b 

NEG 

400 

1  FfifiFTT  A  PI  ATT  (R) 

833 

4930 

50 

33 

33 

3.8 

26 

1.3 

2909 

208 

2106 

14.9 

401 

YAHOO!  (8) 

834 

4929 

110 

409 

409 

38.9 

-242 

0.0 

67 

-23 

142 

NEG 

402 

TRANSOCEAN  OFFSHORE  IR) 

835 

4927 

49 

43 

43 

3.0 

26 

0.2 

892 

142 

2755 

11.8 

403 

GPU 

836 

4923 

39 

10 

10 

1.5 

15 

5.2 

4143 

335 

12925 

10.0 

404 

UNION  PLANTERS  (8) 

838 

4906 

59 

24 

24 

2.8 

22 

3.4 

1652 

209 

18105 

12.6 

405 

TYSON  FOODS  (8) 

840 

4893 

21 

3 

3 

2.4 

29 

0.5 

6356 

186 

4411 

8.4 

406 

RUBBERMAID 

841 

4887 

33 

17 

17 

4.7 

45 

2.0 

2400 

133 

1924 

10.3 

407 

HFAITH  MANAGFMFNT  ASSOCIATES  IR) 

843 

4879 

30 

53 

53 

8.3 

41 

0.0 

895 

108 

728 

20.3 

408 

EQUITY  RESIDENTIAL  PROPERTIES  TRUST 

854 

4782 

49 

4 

4 

2.1 

29 

5.5 

NA 

177 

7095b 

7.4d 

409 

SOLECTRON  (8) 

856 

4758 

41 

32 

32 

4.6 

26 

0.0 

3694 

158 

1852 

17.5 

410 

MAYTAG 

857 

4745 

50 

89 

89 

7.8 

22 

1.3 

3408 

183 

2514 

35.1 

41 1 

WESTERN  ATLAS 

858 

4744 

87 

51 

51 

5.3 

50 

0.0 

1658 

92 

2331 

10.6 

41 2 

TRirnNntfiRAi  rf^taiirant^  (R) 

859 

4721 

31 

NA 

NA 

-2.9 

-43 

0,0 

9681 

-111 

5098 

NM 

413 

R&B  FALCON  (8) 

860 

4714 

29 

13 

13 

5.7 

26 

0.0 

942 

156 

1928 

22.0 

414 

pnpiiiAR  IR) 

864 

4698 

59 

88 

88 

3.2 

23 

1.3 

1684 

210 

19301 

14.3 

41 5 

865 

4695 

30 

7 1 

71 

3.5 

25 

0.0 

6718 

168 

2981 

13.8 

416 

rni  IIMBIA  FNFRRY  RRdllP 

867 

4685 

84 

31 

31 

2.6 

18 

1.4 

5036 

273 

6612 

14.4 

417 

DOW  JONES 

870 

4675 

48 

24 

24 

6.0 

-6 

2.0 

2573 

-802 

1920 

NEG  1 

41 8 

n  pa<\n  natiirai  ha^  ir) 

872 

4655 

39 

30 

30 

2.3 

23 

2.0 

5638 

211 

9532 

10.2  ■ 

41 S 

PHfiMPinN  INTrPNATIDNAI 

877 

4617 

48 

_3 

_3 

1.4 

76 

0.4 

5736 

4 

9111 

1.9 

420 

RHRFRT  HAI  F  IMTPPNATinNAI  IR\ 

878 

4617 

51 

77 

77 

11.0 

45 

0.0 

1303 

94 

561 

24.4 

421 

H&R  BLOCK 

880 

4612 

44 

33 

33 

4.6 

133 

1.8 

1930 

48 

1906 

3.4 

422 

SABRE  GROUP  HOLDINGS  (8) 

882 

4585 

35 

26 

26 

6.1 

22 

0.0 

1784 

200 

1524 

27.1 

423 

KANSAS  CITY  SOUTHERN  INDUSTRIES  (8) 

883 

4580 

42 

132 

132 

6.6 

NM 

0.4 

1058 

-14 

2434 

0.5 

424 

UAL 

884 

4578 

79 

2 

2 

2.0 

6 

0.0 

17378 

958 

15803 

34.7 

425 

STEELC/OE  '8; 

885 

4572 

30 

NA 

NA 

3.1 

21 

0.3 

2408 

28 

1922 

14.6 

426 

ALLEGHEUY  TELEDYNE 

886 

4572 

23 

-10 

-10 

4.1 

14 

2.8 

3745 

298 

2605 

29.1 

427 

WELLPOINT  HEALTH  NETWORKS  (8) 

890 

4554 

65 

36 

36 

3.5 

19 

0.0 

5826 

227 

4533 

18.2 

428 

FOOD  LION  (8) 

893 

4545 

10 

45 

45 

3.3 

24 

1.5 

10194 

172 

3459 

13.7 
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K.  E    A    R  I  C  K 

I 


Lj  jahoe 

irdies.  Not  to  mention  wildebeestSj 
.......  ,  erizz  ies..aod.Malle 


I  he  (2Jr\evij"  "Jalioe  is  certamlL)  n^ht  at  home  at  the  countrtj  club. 
£)ut  it's  ecjuallt)  comfortable  racme^  across  the  plains,  exploring,  the  backwoods  or  just 
being  parlced  next  to  a  placid  fishing  hole.  |t's  big,  powerful  and  willing  to  go 
just  about  anywhere  ljou  want  to  take  it.  Nothing  against  foursomes,  but  sometimes  it's 
just  more  fun  to  strike  out  on  your  own.  (^^hevtj  T^ahoe. 
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COUNTRY 
RANK 


MARKET  PRICE/ 

GLOBAL         VALUE  PRICE       %  CHANGE  BOOK  SALES  PROFITS 

1000           U  S  PER  SHARE    FROM  1997  VALUE  P/E       YIELD          U.S.  U  S 

RANK          SMIL  US$     (US  $)  (LOCAL)  RATIO  RATIO       %          $  MIL  $  MIL 


RETURN 
ASSETS  ON 
U.S.  EQUITY  INOl 

$  MIL.  %  C( 


429 

PARKER  HANNIFIN 

894 

4540 

41 

17 

17 

3.0 

14 

1.5 

4091 

274 

2999 

21.2 

430 

NUCOR 

895 

4535 

52 

-13 

-13 

2.4 

15 

0.9 

4185 

294 

2984 

15.7 

431 

DILLARD'S 

896 

4528 

42 

25 

25 

1.8 

18 

0.4 

6632c 

258c 

5060 

9.7d 

432 

BALTIMORE  GAS  &  ELECTRIC 

899 

4501 

30 

15 

15 

1.6 

13 

5.5 

3308 

283 

8773 

11,7 

433 

STORAGE  TECHNOLOGY 

900 

4500 

84 

106 

105 

4.0 

21 

0.0 

2145 

232 

1740 

19.1 

434 

TANDY 

902 

4481 

44 

64 

64 

4.7 

24 

0.9 

5372 

187 

2318 

19,4 

435 

CINTAS  (8) 

903 

4481 

46 

47 

47 

7.8 

42 

0.4 

840 

91 

762 

18,5 

436 

KNI6HT-RIDDER 

904 

4473 

57 

32 

32 

3.6 

12 

1.4 

2877 

397 

4355 

29,6 

437 

SEALED  AIR 

905 

4455 

54 

17 

17 

8.9 

28 

0.0 

843 

80 

498 

31,1 

438 

NORTHWEST  AIRLINES 

910 

4423 

45 

9 

9 

47.4 

7 

0.0 

10226 

606 

8512b  633.7d 

439 

CMS  ENERGY 

912 

4415 

44 

30 

30 

2.4 

17 

2.8 

4787 

268 

9793b 

14, Od 

440 

CHARTER  ONE  FINANCIAL  (8) 

919 

4389 

34 

53 

53 

3.1 

23 

1.5 

1492 

151 

iy /ou 

io.4 

441 

AMSOUTH  BANCORPORATION  (8) 

920 

4388 

38 

47 

47 

3.1 

20 

2.1 

1538 

226 

18622 

15,4 

442 

MAXIM  INTEGRATED  PRODUCTS  (8) 

921 

4377 

33 

24 

24 

7.2 

27 

0.0 

434 

137 

555 

25,9 

443 

SOUTHERN  NEW  ENGLAND  TELECOMMUNICATIONS 

922 

4377 

64 

65 

65 

7.2 

21 

2.7 

2022 

198 

2771 

35,0 

444 

MOLEX  (8) 

923 

4369 

28 

-11 

-11 

3.5 

24 

0.2 

1540 

157 

1537 

14,5 

445 

in  INDUSTRIES 

924 

4368 

37 

49 

49 

5.3 

36 

1.6 

8777 

114 

5221 

14,8 

446 

VASTAR  RESOURCES  (8) 

927 

4354 

45 

29 

29 

8.5 

19 

0,7 

3307 

241 

1925 

44,7 

447 

NEWMONT  GOLD 

928 

4351 

26 

-34 

-34 

2.6 

59 

0.5 

1573 

73 

3614 

4,3 

448 

CINCINNATI  BELL  (8) 

930 

4342 

32 

3 

3 

7.3 

27 

1.3 

1757 

194 

1  A  QO 

449 

CASE 

934 

4318 

58 

-2 

-2 

2.0 

11 

0.4 

5796 

403 

5981 

18,4 

450 

SONAT 

935 

4313 

39 

-32 

-32 

2.1 

22 

2.8 

4175 

175 

4432 

9,3 

451 

PACCAR  (8) 

936 

4313 

55 

22 

22 

2.7 

11 

3.8 

6752 

345 

5599 

24,5 

452 

NETWORK  ASSOCIATES  (8) 

939 

4283 

61 

-7 

-7 

9.2 

557 

0.0 

612 

-28 

502 

1,7 

453 

E.  W.  SCRIPPS  (8) 

940 

4263 

53 

39 

39 

4.1 

28 

1.0 

1242 

158 

2281 

14,6 

454 

NORTHERN  STATES  POWER 

941 

4258 

57 

16 

16 

1.8 

19 

5.0 

2734 

237 

7144 

9,6 

455 

DANAHER  (8) 

943 

4234 

72 

49 

49 

4.4 

26 

0.1 

2051 

155 

1880 

16,8 

456 

HILLENBRAND  INDUSTRIES  (8) 

945 

4231 

62 

31 

31 

4.8 

26 

1.2 

1776 

157 

IRA 

457 

T.  ROWE  PRICE  ASSOCIATES  (8) 

948 

4207 

35 

44 

44 

7.9 

26 

1.0 

755 

144 

646 

29,8 

458 

STANLEY  WORKS 

949 

4205 

47 

16 

16 

5.4 

-101 

1.7 

2570 

-42 

1660b 

NEG 

459 

CIRCUIT  CITY  STORES 

952 

4184 

42 

7 

7 

2.7 

34 

0.3 

7154 

137 

3008 

8,0 

460 

HERCULES 

953 

4182 

44 

-6 

-6 

5.1 

15 

2.5 

1855 

324 

241 1 

40,5 

461 

ALZA 

954 

4181 

48 

68 

68 

13.7 

39 

0.0 

454 

108 

1369 

35,5 

462 

REYNOLDS  METALS 

957 

4176 

58 

-15 

-15 

1.6 

28 

2.4 

6881 

136 

7226 

5  6 

463 

STARBUCKS  (8) 

959 

4147 

48 

52 

52 

5.8 

57 

0.0 

957 

57 

851 

10,1 

464 

CABLEVISION  SYSTEMS  (8) 

960 

4146 

55 

239 

239 

-1.9 

37 

0.0 

1949 

137 

5625 

NEG 

465 

GALILEO  INTERNATIONAL  (8) 

963 

4126 

39 

NA 

NA 

5.0 

26 

0.8 

1255 

162 

1269 

23,5 

466 

AT  HOME  (8) 

964 

4121 

35 

NA 

NA 

34.6 

-12 

0.0 

7 

-219 

161 

NEG 

467 

CONSOLIDATED  STORES  (8) 

965 

4116 

38 

23 

23 

3.9 

43 

0.0 

4055 

86 

1746 

8,9 

468 

CRESCENT  REAL  ESTATE  EQUITIES 

967 

4113 

34 

26 

26 

1.8 

25 

4.4 

NA 

117 

4180 

7,4 

469 

FIRST  TENNESSEE  NATIONAL  (8) 

973 

4070 

32 

41 

41 

4.2 

20 

2.1 

1450 

197 

14388 

20,9 

470 

TOTAL  SYSTEM  SERVICES  (8) 

978 

4050 

21 

33 

33 

18.3 

82 

0.1 

362 

47 

297 

22,2 

471 

CENTURY  TELEPHONE  ENTERPRISES  (8) 

979 

4037 

44 

120 

120 

3.1 

15 

0.6 

902 

255 

4709 

20,3 

472 

ANALOG  DEVICES 

981 

4016 

25 

-7 

-7 

3.7 

22 

0.0 

1243 

178 

1764 

16.4 

473 

SANTA  FE  INTERNATIONAL  (8) 

982 

4008 

35 

NA 

NA 

4.8 

24 

0.4 

579 

155 

1000 

19.8 

474 

FIRST  SECURITY  (8) 

983 

4005 

23 

39 

39 

2.8 

18 

2.3 

1371 

205 

17307 

15,5 

475 

FLORIDA  PROGRESS  (8) 

984 

4003 

41 

40 

40 

2.3 

53 

5.2 

3315 

56 

5760 

3.6 

476 

ECOLAB  (8) 

986 

3973 

31 

47 

47 

7.3 

29 

1.2 

1640 

134 

1416 

25.5 

477 

BROWN-FORMAN  (8) 

989 

3967 

58 

13 

13 

5.1 

22 

1.9 

1584 

169 

1428 

23.7 

478 

ANADARKO  PETROLEUM 

992 

3961 

66 

5 

5 

3.5 

49 

0.6 

673 

107 

2992 

7,2 

479 

OLD  REPUBLIC  INTERNATIONAL  (8) 

998 

3936 

29 

42 

42 

1.8 

12 

1.2 

1953 

298 

6923 

14,4 

480 

HOST  MARRIOn 

1000 

3932 

19 

9 

9 

3.3 

55 

0.0 

NA 

47 

6526 

5,9 

KEY  TO  INDUSTRY  CODES  Left-hand  digit  represents  broad  economic  sector  as  defined  by  Morgan  Stanley  Capital  International.  Rigfit-hand  digit  is  industry  classification  o 

within  each  economic  sector 


1.  ENERGY 

1 1 ,  Energy  sources 

12.  Utilities-electrical  &  gas 

2.  MATERIALS 

21,  Building  materials  &  compo- 
nents 

22,  Cher:.,cals 

23,  Forest  I'loducts  &  paper 

24,  Metals-rcnferrous 

25,  Metals-steel 

26,  Misc,  materials  cS<  commodities 

3.  CAPITAL  EQUIPMENT 

31,  Aerospace  &  military  technology 


32,  Construction  &  housing 

33,  Data  processing  &  reproduction 

34,  Electrical  &  electronics 

35,  Electronic  components  & 
instruments 

36,  Energy  equipment  &  services 

37,  Industrial  components 

38,  Machinery  &  engineering 
4.  CONSUMER  GOODS 

41.  Appliances  &  household 
durables 

42.  Automobiles 

43.  Beverages  &  tobacco 


44.  Food  &  household  products 

45.  Health  &  personal  care 

46.  Recreation,  other  consumer 
goods 

47.  Textiles  &  apparel 
5.  SERVICES 

51.  Broadcasting  &  publishing 

52.  Business  &  public  services 

53.  Leisure  &  tourism 

54.  Merchandising 

55.  Telecommunications 
55.  TransDortation-airllnes 


57.  Transportation-road  &  rail 

58.  Transportation-shipping 

59.  Wholesale  &  international 
trade 

6.  FINANCE 

61,  Banking 

62,  Financial  services 
53,  Insurance 

64,  Real  estate 

7.  OTHER 

71,  Multi-industry 
81,  Gold  mines 
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IT  CHARMS  ITS  PREY. 
STRIKES  QUICKLiy, 
AND  DISAPPEARS. 


IT  S  YOUR 
PICAL  BUSINESS 
SOFTWA 


mm 
^1 


(Smoothus  Talkus  Reptilius) 


I't  make  any  sudden  moves.  Keep  your  ears  open. 
1  trust  your  instincts.  That's 
best  advice  we  can  give  • 
omeone  looking  for  a  new  N^'^'^^'^l^f 
mess  management  system.   ffjSK''''  " 
awson  Software,  we  encourage  \|;.v^  -"~  ■:=^^< 
to  take  your  tmie.  Talk  to  the  ^fe,— 
"ent  customers  of  every  software  "* 
ider  you're  considering.  Find  out  whether 
e  features  you  saw  in  the  demo  are 
ally  up  and  runnmg  elsewhere.  Ask 
It  service  and  support.  And,  of  course, 
ibout  the  products.  Are  they  fully 
;rated?  Process  oriented?  Web  accessible? 


The  answers  may  surprise  you.  Lawson  Software's 
enterprise  fmancials,  human  resources,  procurement 


and  supply  chain  process  suites 
lead  the  industry  in  providing 
innovative  ways  to  gather,  process  and 
access  vital  information.  We  were  the 


first  to  utilize  web  technology,  enabling 


I'M'  I 


our  customers  to  share  information  more  freely 
and  cost-etfectively  Our  Self-Evident  Apphcations™ 
practically  eliminate  training  costs.  And  our 
people  are  known  for  their  accessibility  and 
straightforwardness.  In  other  words, 
we  don't  bite.  Visit  Lawson  Software  at 


www.lawson.com/guide  or  call  1-800-477-1357. 


ADING    EDGE    TECHNOLOGY    WITHOUT    THE  ATTITUDE 
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ALPHABETICAL  LIST  OF  COMPANIES 

The  number  preceding  each  company  is  its  Global  1000  rank.  The  code  following  each  company  shows  its  nationality  and  rank 
within  that  nation.  To  find  the  statistics  for  a  company,  turn  to  the  country  listing  and  look  for  the  company  by  its  rank. 


724  Aachener  und  Muenchenet  (GE-34) 
m  ABB  AB  (SWE-3) 
m  ABB  AG  (SWI-9) 

126  ABB  Asea  Brown  Boveti  (SWEySWI-NR) 
159  Abbey  Nalional  (BR-19) 

55  Abbott  Uboialones  (US-38) 
104  ABN  AMRO  Holding  (NE-6) 
443  Accoi  (FR-26) 
714  ACE  (US-350) 
652  Acom  (JA-70) 
624  Adecco  (SWI-15) 
540  Adidas- Salomon  (GE-26) 
605  Advantest  (JA-73) 

74  Aegon  (NE4) 
519  AES  (US-250) 
374  Aetna  (US- 183) 
508  AFLAC  (US-244) 
999  AGA  (SWE-22) 
377  AGE  (FR-22) 
515  Ahmanson  (H  E  )  (US-246) 
291  Air  Uquide  (L')  (FR-18) 
470  Air  Products  &  Criemicals  (US-226) 
143  AirTouch  Communications  (US-75) 
752  Ajinomoto  (JA-82) 
277  Akzo  Nobei  (NE-9) 
373  Albertson's  (US-182) 
651  Alcan  Aluminium  (CA-15) 
101  Alcatel  (FR4) 
738  Alitalia  (IT-21) 
776  All  Nippon  Ainwys  (JA-85) 
440  Alleanza  Assicurazioni  (IT-13) 
886  Allegheny  Teledyne  (US425) 
546  Alliance  &  Leicester  (BR-68) 

29  Allianz  (GE-1) 
425  Allied  Domecq  (BR-54) 
376  Allied  Irish  Banl<s  (IR-1) 
165  AlliedSignal  (US-84) 

85  Allstate  (US-55) 
590  Alltel  (US-287) 
598  Almanii  (BE-8) 

366  Aluminum  Co.  of  America  (US-180) 

514  Alusuisse-Lonza  Group  (SWI-13) 

954  Alza  (US-461) 

832  Amerada  Hess  (US-399) 

764  Ameren  (US-370) 

229  America  Online  (US-117) 

502  American  Electric  Power  (US-241) 

70  American  Express  (US46) 
242  Amencan  General  (US-124) 

45  American  Home  Products  (US-30) 

25  American  International  Group  {US-18) 
619  Amencan  Stores  (US-304) 

73  Ameritech  (US49) 
269  Amgen  (US-138) 

85  Amoco  (US-54) 

517  AMP  (US-248) 
300  AMR  (US-149) 

920  AmSouth  Bancorporation  (US-44!) 

659  Amvescap  (BR-83) 

992  Anadarko  Petroleum  (US-478) 

981  Analog  Devices  (US-472) 

177  Anheuser-Busch  (US-93) 

401  Aon(US-194) 

364  Applied  Materials  (US-179) 

400  Archer  Daniels  Midland  (US-193) 

757  Arco  Chemical  (US-366) 

692  Ares-Serono(SWI-16) 

420  ArgenlarB,  Corp  Bancana  de  Espana  (SP-81 

487  Asahi  Bank  (JA-47) 

694  Asahi  Breweries  (JA-74) 

825  Asahi  Chemical  Industry  (JA-93) 

663  Asahi  Glass  (JA-71) 

518  Ascend  Communications  (US-249) 
486  ASDA  Group  (BR-59) 

727  ASM  Uhography  Holding  (NE-19) 

114  Assicurazioni  Generali  (IT-4) 

522  Associated  British  Foods  (BR-64) 
150  Associates  First  Capital  (US-78) 

115  Astra  (SWE-2) 

964  At  Home  (US-4661 

16  AT8,T(US-12) 
158  Atlantic  Richfield  (US«)) 
766  Atlas  Copc.o(SWE-17) 
398  Australia  4  New  Zealand  Banking  (AS-7) 
214  Automatic  Data  Processing  (US-llO) 
827  Autostrade  (IT-22) 
814  AutoZone  IUS-391) 
779  Avery  Denmson  (iJS-376) 
403  Avon  Product-.  (US- 196) 
985  Axa  Cxalonia  Kcnzern  (GE-46) 

94  Axa-UAP  (FR-3; 


140  B.AT,  Industries  (BR-1-') 

324  BAA  (BR-39) 

479  Baan  (NE-15) 

687  Baker  Hughes  (US-335) 

844  Baloise  Holding  (SWI-18) 

899  Baltimore  Gas  &  Electric  (US-432! 

98  Banc  One  (US-59) 

411  Banca  Commerciale  Italiana  (IT-U) 


394  Banca  di  Roma  (IT-10) 

721  Banca  Fideuram  (IT-20) 

353  Banca  Intesa  (IT-9) 

105  Banco  Bilbao  Vizcaya  (SP-2) 

350  Banco  Central  (SP-7) 

665  Banco  Comercial  Porlugues  (PO-3) 

135  Banco  de  Santander  (SP-3) 

961  Banco  Espirito  Santo  (PO-4) 

493  Banco  Popular  Espariol  (SP-10) 
457  Bank  Austria  (AT-1) 

474  Bank  of  Ireland  (IR-2) 
284  Bank  of  Montreal  (CA-6) 
172  Bank  of  New  York  (US-89) 
315  Bank  of  t^ova  Scotia  (CA-9) 
295  Bank  of  Scotfand  (BR-34) 
68  Bank  of  Tokyo-Mitsubishi  (JA-3) 
56  BankAmerica  (US-39) 
267  BankBoston(US-137) 
349  Bankers  Trust  (US-171) 
771  Bankgesellschaft  Berlin  (GE-36) 
227  BanqueNationalede  Paris  (FR-15) 
83  Barclays  Bank  (BR-8) 
593  Bamck  Gold  (CA-14) 
137  BASF  (GE-14) 
288  Bass  (BR-31) 
258  Baxter  International  (US-133) 

682  Bay  Netv/orks  (US-333) 
10O  Bayer  (GE-9) 

247  B3yenscheHyfottTeken-undWechsel(GE-I9) 

155  Bayerische  Vereinsbank  (GE-16) 

467  BB&T  (US-224) 

876  BC  Telecom  (CA-27) 

130  BCE  (Bell  Canada  Enterpnses)  (CA-2) 

683  Bear  Stearns  (US-334) 

496  Becton.  Dickinson  (US-237) 
803  Beiersdorf  (GE-39) 
35  Bell  Atlantic  (US-23) 
44  BellSouth  (US-29) 
585  Beneficial  (US-284) 
716  Benelux  Panbas  (Compagnie)  (8E-12) 
991  Benetton  Group  (IT-23) 
22  Berkshire  Hathavray  (US-16) 
783  Berliner  Kraft  &  Uchl  (GE-38) 
256  Bestfoods  (US-132) 
201  BG(BR-21) 
942  BIC  (FR47) 
786  Billiton  (BR-92) 
951  BK  Vision  (SWI-20) 
747  Black  &  Decker  (US-361) 
880  Block  (H&R)(US421) 
847  Blue  Circle  Industnes  (BR-%) 
464  BMC  Software  (US-222) 
160  BMW  (GE-17) 
556  BOC  Group  (BR-69) 
75  Boeing  (US- 50) 

494  Bombardier  (CA-U) 
306  Boots  (BR-37) 

338  Boston  Scientific  (US-166) 
863  Bouygues  (FR45) 
891  Brambles  Industries  (AS-11) 
221  Bridgestone  (JA-19) 
14  Bnslol-Myers  Squibb  (US- 11) 

988  Bnlannic  Assurance  (BR-1 12) 
260  British  Aerospace  (BR-27) 
393  British  Airways  (BR-48) 

636  British  Energy  (BR-82) 
732  British  Land  (BR-88) 

26  British  Petroleum  (BR-2) 
351  British  Sky  Broadcasting  Group  (BR43) 
817  British  Steel  (BR-93) 

40  Bntish  Telecommunicatrons  (BR-6) 
236  Broken  Hill  Proprietary  (AS4) 

989  Brown-Forman  (US477) 

644  Browning-Ferns  Industries  (US-315) 
395  BTR  (BR49) 

263  Burlington  Northern  Santa  Fe  (US-135) 
577  Burlington  Resources  (US-278) 
944  BurmahCaslrol(BR-108) 


154  Cable  &  Wireless  (BR-17) 

371  Cable  &  Wireless  Commons,  (BR45) 

960  Cablevision  Systems  (US-464) 

268  Cadbury  Schweppes  (BR-28) 

586  Cadence  Design  Systems  (US-285) 

163  Campbell  Soup  (US-82) 

298  Canadian  Imperial  Bank  (CA-7) 

815  Canadian  National  Railway  (CA-19) 

446  Canadian  Pacific  (CA-10) 

722  Canal  Plus  (FR-37) 

197  Canon  (JA16) 

430  Cap  Gemini  (FR-25) 

646  Capital  One  Financial  (US-316) 

441  Cardinal  Health  (US-214) 

906  Carlsberg(DE-7) 

845  Carlton  Communications  (BR-95) 

202  Carnival  (US-104) 

673  Carolina  Power  &  Light  (US-328) 
167  Carrefour  (FR-8) 
934  Case  (US449) 

690  Casino,  Guichard-Perrachon  (FR-35) 

203  Caterpillar  (US-105) 


173  CBS(US-90) 
222  Cendant  (US-1 12) 
737  Central  &  South  West  (US-358) 
525  Central  Japan  Railway  (JA-51) 
599  Centrica  (BR-73) 
979  Century  Telephone  (US-471) 
877  Champion  international  (US419) 
703  Chancellor  Media  (US-345) 
489  Charles  Schwab  (US-233) 
919  Charter  One  Financial  (US-440) 

53  Chase  (Manhattan  (US-36) 
336  Cheung  Kong  Holdings  (HK4) 
823  Cheung  Kong  Infrastructure  (HK-12) 

65  Chevron  (US-44) 
710  Chnstian  Dior  (FR-36) 

99  Chrysler  (US-60) 
311  Chubb  (US-154) 
391  Chubu  Electric  Power  (JA-40) 

787  Chugoku  Electric  Power  (JA-88) 
463  Ciba  Spezialitaetenchemie  (SWI-U) 

788  Ciena  IUS-377) 
283  Cigna  (US- 145) 
930  Cincinnati  Bell  (US-448) 
608  Cincinnati  Financial  (US-297) 
808  ClNergy  (US-387) 
903  Cintas  (US-435) 

952  Circuit  City  Stores  (US459) 

30  Cisco  Systems  (US-19) 
801  CIT  Group  (US-384) 
793  CITIC  Pacific  (HK-11) 

38  Citicorp  (US-26) 
460  ClarianI  (SWl-10) 

359  Clear  Channel  Communications  (US-175) 

498  Clorox  (US-239) 

406  CLP  Holdings  (HK-6) 
912  CMS  Energy  (US439) 
468  CNA  Financial  (US-225) 
573  Coastal  (US-276) 
4  Coca-Cola  (US-3) 
670  Cxa-Cola  Amatil  (AS-8) 
289  Coca-Cola  Enterpnses  (US-146) 

499  Ciignizant  (US-240) 
796  Gules  Myer  (AS-10) 

152  Colgate-Palmolive  (US-79) 
867  Columbia  Energy  Group  (US-416) 
193  Columbia/HCA  Healthcare  (US- 100) 
325  Comcast  (US-161) 
426  Comenca  (US-206) 
330  Commercial  Union  Assurance  (BR41) 
220  Commerzbank(GE-18) 
397  Commonwealth  Bank  of  Australia  (AS-6) 
82  Compaq  Computer  (US-53) 
614  Compass  Group  (BR-76) 
139  Computer  Associates  Intematonal  (US-72) 
533  Computer  Sciences  (US-258) 
521  Compuware  (US-252) 
310  ConAgra  IUS-153) 
497  Conseco  (US-238) 
434  Consolidated  Edison  (US-210) 
758  Consolidated  Natural  Gas  (US-367) 
965  Consolidated  Stores  (US467) 
552  Cooper  Industries  (US-266) 
476  Corning  (US-229) 
333  Costco  (US-154) 
818  Countrywide  Credit  (US-393) 

360  Cox  Communications  (US-177) 

745  CrftJit  Commercial  de  France  (FR-39) 
KR  Credit  CommunaVDexia  Belgium  (BE-13) 

805  Credit  Lyonnais  (FR42) 
52  Credit  Suisse  Group  (SWI4) 

259  Credito  Italiano  (lT-6) 

967  Crescent  Real  Estate  (US468) 

656  Crestar  Financial  (US-321) 

748  CRH  (IR4) 

655  Crown  Cork  &  Seal  (US-320) 
418  CSX  (US-203) 
309  CVS  (US-152) 


331  Dai  Nippon  Printing  (JA-31) 
211  Dai-lchi  Kangyo  Bank  (JA-17) 
861  Daily  Mail  &  General  Trust  (BR-98) 

66  Daimler-Benz  (GE4) 
971  Daiwa  House  Industry  (JA-1 12) 
813  Daiwa  Securities  (JA-91) 
442  DampskibsselskabetAU912(DE-3) 
450  Dampskibsselskabet  Svenborg  (DE4) 
749  Dana  (US-362) 
943  Danaher  (US-455) 
781  Dassault  Systemes(FR41) 
199  Dayton  Hudson  (US-103) 
647  DDI  (JA-69) 
322  Deere  (US-159) 
708  Degussa  (GE-32) 

83  Dell  Computer  (US42) 
435  Delta  Air  Lines  (US-236) 
639  Den  Oanske  Bank  (DE-5) 
272  Dense  (JA-24) 

77  Deutsche  Bank  (GE-5) 
459  Deutsche  Lufthansa  (GE-24) 

32  Deutsche  Telekom  (GE-2) 
744  Development  Bank  of  Singapore  (SI-3) 


416  Dexia  (FR/BE-NR) 
m  Dexia  France  (FR43) 
84  Diageo(BR-9) 

630  Diamond  Offshore  Dniling  (US-309) 
531  Digital  Equipment  (US-257) 
896  Dillard's  (US431) 
976  Dixons  Group  (BR-Ul) 
763  Dollar  General  (US-369) 
553  Dominion  Resources  (US-267) 
800  Donaldson.  Lufkln  &  Jenrette  (US-383) 
660  Donnelley  &  Sons  (R,R.)  (US-323) 
538  Dordtsche  Petroleum  (NE-15) 
516  Dover  (US-247) 
183  Dow  Chemical  (US-97) 
870  Dow  Jones  (US417) 
136  Dresdner  Bank  (GE-13) 
527  Dresser  Industnes  (US-253) 
718  DTE  Energy  (US-353) 
195  Duke  Energy  (US-101) 
715  Dun  &  Btadstreet  (US-351) 
23  DuPont  (US-17) 


217  East  Japan  Railway  (JA-18) 
775  Eastman  Chemical  (US-375) 
170  Eastman  Kodak  (US-87) 
658  Eaton  (US-322) 
986  Ecolab  (US475) 
689  Edison  (lT-19) 
408  Edison  International  (US- 198) 
872  El  Paso  Natural  Gas  (US418) 
594  Elan  (IR-3) 
305  Electrabel  (BE-1) 
804  Electrafina  (BE-i5) 
262  Electricidadede  Portugal  (PO-1) 
993  ElectrKomponenls(BR-114) 
588  Eledrolux  (SWE-13) 
231  Electronic  Data  Systems  (US-119) 
91  Elf  Aquilaine  (FR-2) 
37  Ell  Lilly  (US-25) 
NR  Elsevier  (NE-12) 
914  EMAP(BR-105) 
198  EMC  (US-102) 
145  Emerson  Electric  (US-75) 
634  EMI  Group  (BR-80) 
162  Endesa  (SP4) 
57  ENl  (IT-1) 
264  Enron  (US-136) 
654  Entergy  (US-319) 
881  Enterprise  Oil  (BR-101) 
802  Equifax  (US-385) 
271  Equitable  (US-139) 
613  Equity  Office  Properties  (US-299) 
854  Equity  Residential  Properties  (US408) 
308  Ergo  Versicherungsgruppe  (GE-22) 
60  Ericsson  (LM  )(SWE-1) 
723  Eridania  Beghin-Say  (FR-38) 
947  Essilor  international  (FR-48) 
567  Estee  Lauder  (US-272) 
661  EXEL(US-324) 
5  Exxon  (US-4) 


866  Fairfax  Financial  Holdings  (CA-24) 
47  Fannie  Mae  (US- 32) 
492  Fanuc  (JA48) 
466  FDX  (US-223) 

125  Federal  Home  Loan  Mortgage  (US-69) 
396  Federated  Department  Stores  (US-191) 
191  Fiat  Group  (lT-5) 
370  Fifth  Third  Bancorp  (US-181) 
523  FinanciereRK;hemont(Comp3gne)(SV\/l-14; 
161  First  Chicago  NBD(US-81) 
281  First  Data  (US- 143) 

983  First  Security  (UM74) 
973  First  Tennessee  Natl.  (US469) 

62  First  Union  (US41) 
773  Firstar  (US-374) 
637  FirstEnergy  (US-311) 

168  Fleet  Financial  Group  (US-86) 

984  Flonda  Progress  (US475) 

412  Foereningssparbanken  (SWE-7) 
893  Food  Don  (US428) 
46  Ford  Motor  (US-31) 

413  Fort  James  (US-201) 

169  Fortis  (NE/BE-NR) 

HR  Fortis  AG  (BE4) 

NR  Fortis  AMEV(N£-11) 
632  Fortune  Brands  (US-310) 
409  FPL  Group  (US-199) 

59  France  Telecom  (FR-1) 
339  Franklin  Resources  (US- 157) 
937  Fresenius  (GE45) 
782  Fresenius  Medical  Care  (GE-37) 
791  Frontier  (US-378) 
287  Fu|i  Bank  (JA-26) 
238  Fu|i  Photo  Film  (JA-20) 
190  Fujitsu  (JAM) 


963  Galileo  IntI  (US465) 
218  Gannett  (US-111) 
192  Gap  (US-99) 


429  Gas  Natural  SDG  (SP-9) 
607  Gateway  2000  (US-296) 
503  Genentech  (US-242) 
389  General  Accident  (BR47) 
736  General  Dynamics  (US-357) 

1  General  Electnc  (US-1) 
179  General  Electric  Co.  (BR-20) 
404  General  Mills  (US-197) 

69  General  Motors  (US45) 
245  General  Re  (US-125) 
348  Generate  de  Banque  (BE-3) 
693  Genuine  Parts  (US-337) 
855  George  Weston  (CA-23) 
707  Georgia-Pacific  Group  (05-347) 
907  Getronics  (NE-23) 

41  Gillette  (US-27) 
407  GKN  (BR-51) 

17  Glaxo  Wellcome  (BR-1) 
676  Golden  West  Financial  (US-330) 
378  Goodyear  Tire  &  Rubber  (US-185) 
836  GPU  (US-403) 
799  Grainger  (W  W.)  (US-382) 
244  Granada  Group  (BR-24) 
292  Great  Universal  Stores  (BR-32) 

768  Green  Tree  Financial  (US-358) 

769  Gioupe  Bruxelles  Lambert  (BE- 14) 
209  Groupe  Danone  (FR-U) 

319  Groupe  Schneider  (FR-19! 
611  Groupe  UCB  (BE-9) 
58  GTE  (US40) 

743  Guardian  Royal  Exchange  (8R-90! 
452  Guidant  (US-215) 


852  Hachijuni  Bank  (JA-96) 
873  Hagemeiier  (NE-22) 
93  Halifax  (BR-1 1) 
332  Halliburton  (US-153) 
293  Hang  Seng  Bank  (HK-3) 
756  Harley-Davidson  (US-365) 
318  Hartford  Financial  Sennces  Group  (US-15 
597  Hartford  Life  (US-292) 
812  Hasbro  (US-390) 
657  Havas (FR-33) 
558  Hays  (BR-70) 
337  HBO  &  Co.  (US- 165) 
843  Health  Management  Assocs.  (US407 
375  Healthsoulh  (US-184) 
671  Heidelberger  Druckmaschinen  (GE-3C 
846  Heidelbeiger  Zement  (GE-40) 
352  Heineken  INE-IO) 
774  Heineken  Holding  (NE-20) 
213  Heinz  (H  J.)  (US-109) 
686  Henderson  Land  Development  (HK-7) 
347  Henkel  (GE-23) 
367  Hennes  &  Mauntz  (SWE-5) 
953  Hercules  (US460) 
439  Hershey  Foods  (US-213) 
828  Hertz  (US-396) 

42  Hewlett-Packard  (US-28) 
945  Hillenbrand  (US455) 
554  Hillon  Hotels  (US-258) 
181  Hitachi  Ltd  (JA-12) 
132  Hoechsl  (GE-12) 
477  Holderbank  Financiere  Glariis  (SWI-1 

54  Home  Depot  (US-37) 
111  Honda  Motor  (JA5i 
410  Honeywell  (US-200) 
188  Hong  Kong  Telecommunications  (HK 
726  Hong  Kong  &  China  Gas  (HK-10) 
704  Hongkong  Electric  Holdings  (HK-8) 
1000  Host  Marriott  (US-480) 
290  Household  International  (US-147! 
530  Houston  Industries  (US-256) 

39  HSBC  Holdings  (BR-5) 
208  Hughes  Electronics  (US-107) 
797  Humana  (US-380) 
666  Huntington  Bancshares  (US-326) 
200  Hutchison  Whampoa  (HK-2) 


278  Iberdrola  (SP-6) 
253  Illinois  Tool  Works  (US-130) 
512  Imasco  (CA-12) 
304  Imperial  Chemical  Industries  (BR-36 
524  Imperial  Oil  (CA 13) 
990  Imperial  Tobacco  Group  (BR-113) 
688  Incentive  (SWE-14) 
265  Industrial  Bank  of  Japan  (JA-22) 

43  ING  Groep  (NE-2) 
578  Ingersoll-Rand  (US-279) 
697  Ingram  Micro  (US-340) 

10  Intel  (US-8) 

13  International  Business  Machines  W 
795  International  Flavors  &  Fragrances  (US 
296  International  Paper  (US-148) 
534  Irilerpublic  Group  (US-259) 
592  Intimate  Brands  (US-289) 
386  Investor  (SWE-5) 
321  IstitutoBancario  San  Paolo  OiTonnoff 
428  Istituto  Mobiliare  Italiano  (lT-12) 
334  1st  Nazionale  delle  Assicurazioni  111 
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465  Mitiubishi  Corp  (JA-44) 

811  Mitsubishi  Electric  (JA-90) 

372  Mitsubishi  Estate  (JA-36) 

363  Mitsubishi  Heavy  Industries  (JA-33) 

368  Mitsubishi  Trust  &  Banking  (JA-35) 

532  Mitsui  &  Co.  (JA-52) 

641  Milsui  Fudosan  (JA-67) 

49  Mobil  (US-34) 

923  Molex(US-444) 

112  Monsanto  (US-62) 

566  Montedison  (IT- 17) 

12  Morgan  Stanley  Dean  Witter  (US-48i 

180  Morgan  (J  PJ  (US-95) 

118  Motorola  (US-64) 

96  Muenchener  Rueck  (GE-7) 

610  Murata  Mtg  (JA-63) 


341  Nabisco  Holdings  (US-169) 

207  National  Australia  Bank  (AS-3) 

178  National  City  (US-94) 

484  National  Grid  Group  (BR-58) 

379  National  Power  (BR45) 

119  National  Westminster  Bank  (BR-14) 

33  NationsBank  (US-21) 

741  Nationwide  Financial  Svcs  (US-360) 

257  NEC  (JA-21) 

27  Nestle  (SWI-3) 

996  NetCom  Systems  (SWE-21) 

939  Network  Associates  (US-452) 

807  New  Century  Energies  (US-386) 

897  New  World  Development  (HK-13) 

625  New  York  Times  (US-307) 

826  Newbridge  Networks  (CA-22) 

559  Newell  (US-269) 

928  Newmont  Gold  (US^7) 

184  News  Corp.  (AS-2) 

702  Nextel  Communications  (US-344) 

908  Nichie.(JA-103) 

314  Nike  (US-165) 

875  Nikko  Securities  (JA-99) 

313  Nintendo  (JA-29) 

706  Nippon  Express  (JA-75) 

969  Nippon  Paper  Industries  (JA-llO) 

365  Nippon  Steel  (JA-34) 

8  Nippon  Telegraph  &  Telephone  (JA-!) 

972  Nippon  Yusen(JA-l  13) 

563  Nissan  Motor  (JA-55) 

87  Nokia  (FH) 

189  Nomura  Securities  (JA-13) 

932  Noranda  (CA-29) 

478  Nordbanken  Holding  (SWE-10) 

767  Nordstrom  (US-372) 

357  Norfolk  Southern  (US-175) 

424  Norsk  Hydro  (N04) 

915  Northern  Rock  (BR-106) 

941  Northern  States  (US-454) 

106  Northern  Telecom  (CA-1) 

547  Northern  Trust  (US-263) 

591  Northrop  Grumman  (US-288) 

910  Northwest  Airlines  (US-438) 

129  Nonwest  (US-70) 

294  Norwich  Union  (BR-33) 

759  Nova  Corp  (CA-16) 

11  Novartis(SWI-l) 

361  Novo-Nordisk  (DE-2) 

431  NnData(JA42) 


895 

Nucor  (US430) 

248 

Royal  and  Sun  Alliance  Insurance  (BR-25) 

219 

Royal  Bank  of  Canada  (CA-3) 

d 

286 

Royal  Bank  of  Scotland  Group  (BR-30) 

850 

OCBC  Overseas  Chines*  Bank  (Sl-4) 

731 

Royal  Caribbean  Cruises  (US-356) 

454 

Occidental  Petroleum  (US-218) 

NR 

Royal  Dutch  Petroleum  (NE-1) 

865 

Office  Depot  (US-415) 

3 

Royal  Dutch/Shell  Group  (NE/BR-NR) 

926 

0)1  Paper  (JA-105) 

674 

Royale  Beige  (BE- 10) 

998 

Old  Republic  Intl.  (US-479) 

841 

Rubbermaid  (US^tOS) 

994 

Olivetti  (IT-24) 

146 

RWE  (GE-15) 

543 

Omnicom  Group  (US-251) 

995 

Omron  (JA-116) 

171 

Oracle  (US-88) 

713 

SMH  (SWI-17) 

482 

Orange  (BR-56) 

882 

SABRE  Group  Holdings  (US-422) 

110 

Oreal  (L')  (FR-5) 

643 

Safeco  (US-314) 

946 

OrixOA-107) 

235 

Safeway  (US-121) 

911 

Orkia  (NO-2) 

635 

Safeway  PLC(BR-81) 

753 

Osaka  Gas (JA-83) 

275 

Sainsbury  (J )  (BR-29) 

664 

Owens-lllinois  (US-325) 

233 

Saint-Gobain  (Compagnie  de)  (FR-16) 

388 

Sakura  Bank  (JA-38) 

548 

Sandvik  (SWE-11) 

936 

Paccar (US-451) 

390 

Sankyo  (JA-39) 

616 

PacifiCorp{US-301) 

335 

Sanofi  (FR-21) 

700 

PaineWebber  Group  (US-342) 

962 

Santa  Fe  International  (US473) 

529 

PanAmSat  (US-255) 

156 

Sanwa  Bank  (JA-10) 

980 

Pancanadian  Petroleum  (CA-3i) 

740 

Sanyo  Electric  (JA-80) 

520 

Parametric  Technology  (US-251) 

81 

SAP  (GE-3) 

255 

Panbas (FR-17) 

141 

Sara  Lee  (US-73) 

894 

Parker  Hannifin  (US429) 

34 

SBC  Communications  (US-22) 

709 

Paychex  (US-348) 

830 

Scania  (SWE-20) 

415 

Pearson  (BR-52) 

541 

Schering  (GE-27) 

958 

Pechiney  (FR-50) 

48 

Schering-Plough  (US-33) 

667 

PECO  Energy  (US-327) 

88 

Schlumberger  (US-56) 

505 

Peninsular  &  Oriental  Steam  Nav  (BR-621 

504 

Schroders  (BR-61) 

228 

Penney  0,C.)(US-115) 

500 

Scottish  &  Newcastle  Breweries  iBR-60) 

438 

PeopleSolt  (US-212) 

405 

S(  olfish  Power  (BR-50) 

51 

PepsiCo  (US-35) 

940 

Scripps  (E  W.)  (US-453) 

955 

Pernod  Ricard  (FR-49) 

728 

Seagate  Technology  (US-355) 

874 

Petro-Canada  (CA-26) 

274 

Seagram  (CA-5) 

455 

Petrolma  (BE-7) 

S05 

Sealed  Air  (US-437) 

445 

Peugeot (FR-27) 

166 

Sears.  Roebuck  (US-85) 

7 

Pfizer  (US-6) 

638 

i.ecom  (JA-66) 

354 

PG&E  (US-172) 

898 

securicor  (BR-103) 

853 

Pharma  Vision  2000  (SWI-19) 

316 

Snibu  Railway  (JA-30) 

176 

Pharmacia  8,  Upjohn  (US-92) 

7J8 

Sekisui  House  lJA-87) 

21  Philip  Morris  (US-15) 
102  Philips  Electronics  (NE-5) 
317  Phillips  Petroleum  (US-156) 
215  Pinault-Printemps-Redoute  (FR-13) 
570  Pioneer  Hi-Bred  International  (US-274) 
662  Pirelli  (IT-18) 
323  Pitney  Bowes  (US-160) 
239  PNC  Bank  (US-123) 
451  Polygram  (NE- 13) 
864  Popular  (US-414) 
851  Porsche  (GE-41) 
435  Portugal  Telecom  (PO-2) 
871  Potash  Corp  of  Saskatchewan  (CA-25) 
931  Power  Corp.  of  Canada  (CA-28) 
535  PowerGen  (BR-66) 
320  PPG  Industries  (US-158) 
550  Praxair  (US-264) 
742  Preussag  (GE-35) 
948  Price  (T.  Rowe)  (US-457) 

12  Procters  Gamble  (US-9) 
437  Progressive  (US-211) 
887  Promise  (JA-100) 
469  Promodte  Group  (FR-28) 
824  Provident  (US-395) 
956  Provident  Financial  (BR-109) 
696  Providian  Financial  (US-339) 
153  Prudential  (BR-16) 
560  Public  Sen/ice  Enterprise  Group  (US-270) 


R&B  Falcon  (US413) 

448  Railtrack  Group  (BR-55) 

356  Ralston  Punna  Group  (US-1741 

699  Randsfad  Holding  (NE-18) 

916  Rank  Group  (BR-107) 

506  RAS(IT-14) 

784  Ratin  (OE-5) 

225  Raytheon  (US-114) 

526  Reckitt  &  Colman  (BR-65) 

194  Reed  Elsevier  (NE/BR-NR) 

NR  Reed  International  (BR-53) 

679  Regions  Financial  (US-332) 

329  Renault  (FR-20) 

206  Rentokil  Initial  (BR-22] 

250  Repsol  (SP-5) 

381  Republic  Industries  (US-186) 

612  Republic  New  York  (US-298) 

246  Reuters  Group  (BR-25) 

957  Reynolds  Metals  (US462) 

204  Rhdne-Poulenc  (FR-10) 

575  Ricoh  (JA-59) 

240  Rio  Tinto  (AS/8R-NR) 

NR  Rio  Tinto  Ltd.  (AS-12) 

NR  Rio  Tinto  PLC  (BR-38) 

473  Rite  Aid  (US-227) 

475  RJR  Nabisco  Holdings  (US-228) 

839  RMC  Group  (BR-94) 

878  Robert  Half  Infernalional  (US-420) 

15  Roche  Holding  (SWI-2) 

399  Rockwell  International  (US-192) 

345  Rohm  (JA-32) 

629  Rohm  &  Haas  (US-308) 

605  Rolls-Royce  (BR-75) 


901  Sema  Group  (BR- 104) 

417  Sen/ice  Corp  International  (US-202) 

675  ServiceMaster  (US-329) 

147  Seven-Eleven  Japan  (JA-8) 

754  Severn  Trent  (BR-91) 
510  Sharp  (JA-50) 

821  Shell  Canada  (CA-21) 
NR  Shell  Transport  &  Trading  (8R-4) 
717  Shera/in-Williams  (US-352) 
587  Shin-Etsu  Chemical  (JA-60) 
837  Shiseido  (JA-94) 
501  Shizuoka  Bank  (JA-49) 

326  Sietje  (BR-40) 
97  Siemens  (GE-81 

600  Singapore  Airlines  (SI-2) 

187  Singapore  Telecommunications  (SI-1) 

574  Skandia  Forsakring  (SWE-12) 

444  Skandinaviska  Enskilda  Banken  (SWE-9) 

761  Skanska(SWE-16) 
618  SLM  Holding  (US-303) 

762  SMC  (JA-84) 

50  SmithKline  Beecham  (BR-7) 
848  Smiths  Industries  (BR-97)  ■ 
918  Soci«6  Centrale  du  GAN  (FR-46) 
212  Societe  Generate  (FR-12) 

327  Societe  Generate  de  Belgique  (BE-2) 
681  Sodexho  Alliance  (FR-34) 

856  Solectron  (US-409) 
678  Solvay(BE-ll) 
935  Sonat  (US450) 
103  Sony  (JA-4) 

929  Sony  Music  Entertainment  (JA-106) 

223  Southern  Co  (US-113) 

962  Southern  Electric  (BR-1 10) 

922  Southern  New  Eng  Tel.  (US443) 

649  SouthTrust  (US-317) 

701  Southwest  Airlines  (US-343) 

121  Sprint  (US-66) 

730  Stagecoach  Holdings  (BR-87) 

342  Standard  Chartered  (BR-42) 

949  Stanley  Works  (US458) 

603  Staples  (US-295) 

711  Star  Banc  (US-349) 

959  Starl5ucks  (US-463) 

491  StanKOod  Hotels  i  Resorts  (US-235) 

387  State  Street  (US-189) 

885  Steelcase  (US-425) 

382  STMicroelectronics  (FR-23) 

789  Stora  Kopparbergs  Bergslags  (SWE-18) 

900  Storage  Technology  (US-433) 

422  St  Paul  (US-205) 

186  Suez  Lyonnaise  des  Eaux  (FR-9) 

131  Sumitomo  Bank  (JA-7) 

925  Sumitomo  Chemical  (JA-104) 

733  Sumitomo  Corp  (JA-78) 

565  Sumitomo  Electric  Industnes  (JA-56) 

842  Sumitomo  Metal  Industries  (JA-95) 

645  Sumitomo  Trust  &  Banking  (JA-68) 

490  Summit  Bancorporation  (US-234) 

369  Sun  Hung  Kai  Properties  (HK-5) 

580  Sun  Life  and  Provincial  Holdings  (BR-71) 

273  Sun  Microsystems  (US-140) 

461  SunAmerica  (US-2201 

251  SunTrust  Banks  (US-128) 

755  Svenska  Cellulosa  Aktiebolaget  (SWE-i5) 
436  Svenska  Handelsbanken  (SWE-8) 

719  Swire  Pacific  (HK-9) 

138  Swiss  Bank  Corp  (SWI-8) 

109  Swiss  Re  (SWI-6) 

806  Sydkraft(SWE-19) 

705  Synovus  Financial  (US-346) 

539  SynlhSlabo  (FR-30) 

545  Sysco  (US-262) 


Tabacalera(SP-ll) 

633  Taisho  Pharmaceutical  (JA-65) 

174  Takeda  Chemical  Industries  (JA-lli 

902  Tandy (US-434) 

584  TCI  Ventures  (US-283) 

419  TDK  (JA-41) 

343  TeleDanmark  (DE-1) 

536  Telecom  Corp.  of  New  Zealand  (NZ-1) 

67  Telecom  Italia  (IT-2) 

230  Tele-Communicalions(US-118) 

78  Telefonica  (SP-1) 

449  Teleport  Communications  Group  (US-215) 

329  Tellabs  (US- 162) 

128  Telstra  (AS-1) 

402  Tenet  Healthcare  (US-1951 

602  Tenneco  (US-294) 

216  Tesco  (BR-23) 

120  Texaco  (US-65) 

205  Texas  Instruments  (US-106) 

453  Texas  Utilities  (US-217) 

346  Textron  (US-170) 

680  Thames  Water  (BR-85) 

739  Thermo  Electron  (US-359) 

241  Thomson  (CA-4) 

849  Thomson-CSF  (FR-44) 

481  3Com  (US-231) 

684  3i  Group  (BR-86) 

485  Thyssen  (GE-25) 

879  Tl  Group  (BR-100) 

80  TIM  (IT-3) 

76  Time  Warner  (US-51) 

725  Times  Mirror  (US-354) 

576  TJX  (US-277) 

622  Tohoku  Electnc  Power  (JA-54) 

380  Tokai  Bank  (JA-37) 


285  Tokio  Marine  &  Fire  (JA-25) 

151  Tokyo  Electric  Power  (JA-9) 

748  Tokyo  Oectton  (JA-81) 

712  Tokyo  Gas  (JA-76) 

621  Tomkins 'BR-77) 

562  Toppan  Printing  (JA-54) 

609  Toray  Industries  (JA-62) 

698  Torchmark  (US-341) 

312  Toronto-Dominion  Bank  (CA-8) 

829  Tosco  (US-397) 

307  Toshiba  (JA-28) 

127  TOTAL  (FR-6) 

978  Total  System  Services  (US470) 

966  Toyo  Trust  &  Banking  (JA-109) 

822  Toyoda  Automatic  Loom  Works  (JA-92) 

18  Toyota  Motor  (JA-2) 

582  Toys'R'  Us(US-281) 

383  Tracfebel  (BE-6) 

595  Transamerica  (US-290) 

794  TransCanada  PipeLines  (CA-18) 

835  Transxean  Offshore  (US402) 

36  Traveters  Group  (US-24) 

254  Travelers  Property  Casualty  (US-131) 

528  Tribune  (US-254) 

859  Tricon  Global  Restaurants  (US-412) 

642  TRW  (US-313) 

117  Tyco  International  (US-53) 

840  Tyson  Foods  (US405) 


134  U  S  Bancorp  (US-71) 

884  UAL(US424) 

81  UBS(SWI-5) 

579  Unicom  (US-280) 

938  Unidanmark  (DE-8) 

24  Unilever  (NE/BR-NR) 

NR  Unilever  NV  (NE-3) 

NR  Unilever  PLC  (BR-12) 

623  Union  Carbide  (US- 306) 

355  Union  Pacific  (US-173) 

810  Union  Pacific  Resources  Group  (US-389) 

838  Union  Planters  (US-404) 

765  UnionBanCal  (US-371) 

677  Unisys  (US-331) 

340  United  Healthcare  (US-168) 

604  United  News  &  Media  (BR-74) 

185  United  Technologies  (US-98) 

581  United  Utilities  (BR-72) 

507  Unocal  (US-243) 

561  UNUM(US-271) 

537  UPM-Kymmene  (FI-2) 

601  US  Amays  Group  (US-293) 

164  U  S  West  (US-83) 

427  USA  Waste  Services  (US-207) 

974  Usinor  (FR-51) 

831  UST(US-398) 

432  USX-Marathon  Group  (US-208) 


631  Valeo(FR-32) 

927  Vastar  Resources  (US446) 

116  VEBA(GE-IO) 

792  Vendex  International  (NE-21) 

650  VEW  (GE-29) 

653  VF  (US-318) 

210  Viacom  (US- 108) 

279  VIAG  (GE-21) 

144  Vivendi  (FR-7) 

648  VNU  (NE-17) 

108  Vodafone  Group  (BR-13) 

122  Volkswagen  (GE-11) 

297  Volvo  (SWE-4) 


252  Wachovia  (US-129) 

9  Wal-Mart  Stores  (US-7) 
237  Walgreen  (US-122) 
31  Walt  Disney  (US-20) 
64  Warner-Lambert  (US43) 
226  Washmgoh  Mutual  (US-115) 
751  Washington  Post  (US-364) 
282  Waste  Management  (US-144) 
890  WellPoint  Health  (US-427) 
124  Wells  Fargo  (US-68) 
571  West  Japan  Railway  UA-58) 
858  Western  Atlas  (US411) 
344  Westpac  Banking  (AS-5) 
433  Weyerhaeuser  (US-209) 
798  Whirlpool  (US-381) 
544  Whitbread  (BR-57) 
303  Williams  (US-151) 
735  Williams  (BR-89) 
695  Winn-Dixie  Stores  (US-338) 
997  Wolseley(BR-115) 
456  WoltersKluwer(NE-14) 
483  Wootaich  (BR-57) 
71  WorldCom  (US47) 
862  WPP  Group  (BR-99) 
384  Wngley(Wm)Ji  (US- 187) 


107  Xerox  (US-51) 
834  Yahoo' (US-401) 
589  Yamanouchi  Pharmaceutical  (JA-57) 
868  Yamato  Transport  (JA-97) 
90  ZenecaGroup(BR-lO) 
133  Zurich  Insurance  Group  (SWl-7) 
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THE  WINNERS 
IN  A  LOSING  YEAR 

Crises  in  emerging  markets  reshuffled  the  deck  dramatically 


From  Moscow  to  Manila  to  Medel- 
hn,  emerging  markets  this  year 
have  been  united  under  one  law: 
Murphy's.  Anything  that  could  go 
wTong,  did.  Currencies  have  been  de- 
valued, banks  have  gone  bust,  and  com- 
modity pnces  have  plunged  to  record 
lows.  And  just  when  it  seemed  the 
worst  was  over,  economic  crises  in  Rus- 
sia and  Japan  have  investors  wondering 
if  emerging  markets  will  stay  sub- 
merged indefinitely.  Heavily  indebted 
Russia  is  dipping  into  its  foreign  ex- 
change reserves  to  suppoit  the  shaky 
nible.  And  Japan's  economic  slumj)  could 
drag  douTi  all  of  Asia. 

Indeed,  these  are  trying  times  for 
even  the  biggest  and  best-managed  op- 
erations, as  reflected  in  business  week's 
1998  rankings  of  the  worid's  top  100 
emerging-market  companies.  Morgan 
Stanley  Capital  International  ranks  com- 
panies by  market  capitalization 
as  of  May  29.  This  year's  No.  1 
com- 
pany, Gazprom,  the  world's 
largest  natural  gas  producer, 
has  seen  its  market  value 
plunge  by  23%  since  last  year. 
Rocked  by  financial  crisis,  many 
Southeast  Asian  companies  have 
fallen  off  the  business  week 
list,  or  dropped  shaiply  in  value. 
Korea  Electric  Power  Coip.,  for 
instance,  moves  from  No.  5  to 
No.  o2.  And  while  Brazil's  Tele- 
bras  and  South  Aft-ica's  Anglo 
American  Coip.  once  again  rank 
among  the  world's  top  emerg- 
ing-market groups,  their  mar- 
ket capitalizations  ai'e  also  down 
from  last  year. 

This  year,  in  fact,  it's  the 
smaller  economies  and  markets 
that  apjjear  as  relative  winners 
in  the  business  week  emerg- 

ENGiNE<  RiNG  MIGHT 

Asustek  worker  in  Taiwan. 
The  world 's  No.  2  maker  of 
motherboards  focuses  on 
e.rpansion  overseas 


ing-mai'ket  100.  Sevei'al  companies  from 
Greece,  Turkey,  Israel,  and  the  Czech 
Republic  have  vaulted  onto  the  list  for 
the  fii-st  time,  or  moved  upward.  That's 
because  their  markets,  thanks  to  their 
proximity  to  Europe,  have  managed  to 
hold  on  to  or  even  attr-act  investors  who 
have  fled  Asia.  Indeed,  the  Athens 
Stock  Exchange  is  up  61%  since  Jan. 
1.  With  a  market  capitalization  of  $4.8 
billion,  Hellenic  Bottling  Co.,  a  distribu- 
tor in  Russia  and  Nigeria  as  well  as 
Greece,  catapulted  onto  the  list  at 
No.  51. 

TELECOM  TITANS.  The  Istanbul  Stock 
Exchange  has  also  risen  33%  this  year. 
"Central  Europe  and  the  Middle  East 
have  limited  financial  and  trade  link- 
ages to  Asia,  high  levels  of  foreign  ex- 
change reserves,  and  strong  macroeco- 
nomic  policies,"  says  Mohamed  El  Erian, 
the  European  head  of  emerging  mar- 


1 


kets  reseai'ch  for  Salomon  Smith  Ban 
in  London. 

With  other  markets  in  turmoil,  h( 
ever,  the  companies  best  insulated  fr 
deflationaiy  winds  seem  to  be  thosf 
high-gi'owth  industries  such  as  telec( 
munications.  Telecom  companies  fi- 
Greece,  Mexico,  China,  and  Brazil  dc 
inate  the  top  10  in  business  week's  1 
Making  its  appearance  for  the  fii'st  ti 
is  Cliina  Telecom  (Hong  Kong),  No. 3 
provider  of  cellular  services  in  th: 
Chinese  provinces,  the  company  w 
public  last  fall. 

A  number  of  Taiwanese  technok 
companies  stand  out  as  well — desj, 
the  slump  in  the  Taiwan  Stock  Inc 
which  is  dowTi  25%  from  last  Augu 
high.  Asustek  Computer  Inc.,  wh 
went  public  in  1996,  joined  the  Bt 
NESS  WEEK  hst  for  the  first  time  mt. 
market  value  of  $6  billion.  Thanks 
its  expansion  in  Eui'ope,  Lij 
America,  the  U.  S.,  and  Chi 
Asustek  is  the  world's  N(i 
maker  of  computer  moth 
boards,  after  Intel  Corp.  'ji 
company  earned  $212  inilhorlj 
$650  million  in  sales  in  1!^ 
and  sales  are  expected  to  \ 
$1   billion   this  year. 
Asustek  is  pushing  into  hjj 
end  notebook  computers  I 
servers.  "We  are  focusindj 
products  where  we  can  leveii 
our  [engineering]  strengtl 
says  Asustek  ceo  Jonney  Si 
All    these,    however,  I 
bright  spots  against  a  geneii 
dark  picture  in  Asia  and  o| 
markets.  Analysts  are  not 
gTiine  about  prospects  for  R| 
ian  oil  stocks  such  as  Lull 
No.  25,  hurt  by  plungingl 
prices  and  the  nearly  50%  f 
lapse  in  Russia's  mai'ket 
year.  While  they  haven't  Ij 
hit  as  hard,  Brazil's  Bovi 
has  fallen  10%.  and  Mex 
stock  index  has  dropped 
in  dollar  tenns  since  Jan.  ] 
In  Brazil,  financial-sei 
companies  faced  a  difficult 
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')•  the  guveniment  jackeil  up  interest 
last  October  to  43%  to  support 
real.  Although  rates  have  since  fall- 
jack  to  21%,  the  economy  is  expect- 
to  grow  just  1.5%  this  year.  One 
idout  in  the  finai:cial  sector,  however, 
;anco  Itau,  which  rose  from  No.  39  to 
19  on  BUSINESS  week's  list  and  lift- 
ts  market  cap  by  16%,  to  $7.7  billion. 


Itaii,  whose  shares  are  up  10%-  so  far 
this  year,  is  one  of  the  few  bright  spots 
on  the  Sao  Paulo  Stock  Exchange. 

In  Mexico,  meanwhile,  consumer 
spending  has  been  fueling  growth — 
notwithstanding  the  slump  in  the  stock 
market.  Although  the  government  is 
keeping  a  tight  rein  on  money  and 
spending  to  compensate  for  collapsing  oil 


BUBBLING  EXPORTS 

Corona  beer,  made  by  Mexico's 
Grupo  Modelo,  overtook  Heinekm 
last  year  to  become  the  leading 
import  in  the  U.S.  beer  market 

revenues,  gross  domestic  product 
gTowth  is  expected  to  reach  a  healthy 
5%'  this  yeai'.  The  most  spectacular  per- 
formance has  come  from  Grupo  Modelo, 
which  produces  Corona  been  Not  only 
are  Corona  sales  rising  in  Mexico,  the 
brand  also  overtook  Heineken  last  year 
to  become  the  leading  import  in  the 
U.  S.  beer  market. 

Will  companies  such  as  Grupo  Mode- 
lo, Hellenic  Bottling,  and  China  Tele- 
com (Hong  Kong)  remain  winners  if  the 
crisis  in  emerging  mai-kets  is  prolonged? 
Asian,  Russian,  and  Latin  markets  are 
continuing  to  witness  an  exodus  of  in- 
vestors. Still,  the  BUSINESS  WEEK  list  of 
the  world's  top  100  emerging-markets 
companies  shows  that  even  in  turbu- 
lent times,  there  are  always  companies 
that  manage  to  sm"vive,  and  even  tluive. 

By  Kerry  Capell  in  London,  with 
Elisabeth  Malkin  in  Mexico  City, 
Jonathan  Moore  in  Taipei,  Ian  Katz  in 
Sao  Paulo,  and  bureau  repoHs 


le  Top  100  Emerging-Market  Companies 


MARKET 
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RETURN 

VATUE 

PRICE 

XCHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

ANK 

US 

PER  SHARE 

FROM  1997 

VALUE 

P/E 

YIELD 

US. 

US. 

US 

EQUITY 

INDUSTRY 

1997 

COUNTRY 

$MIL 

US  $ 

(U  S  $)  (LOCAL) 

RATIO 

RATIO 

% 

$MIL 

SMIL 

SMIL, 

% 

CODE 

2 

GAZPROM 

Russia 

32906 

14 

-23 

-23 

0.4 

23 

0.2 

20462a 

1456a 

NA 

1.9 

12 

1 

TELEBRAS 

Brazil 

32759 

106 

-23 

-17 

1.2 

10 

1.6 

13739 

3390 

41373 

12.2 

55 

NR 

CHINA  TELECOM  (HONG  KONG) 

China 

20676 

2 

NA 

NA 

2.6 

35 

0.0 

1871 

599 

NA 

7.6c 

55 

7 

TELEFONOS  DE  MEXICO  (TELMEX) 

Mexico 

19999 

2 

8 

20 

1.9 

13 

3.3 

6873 

1455 

14396 

14.5 

55 

3 

ELETROBRAS 

Brazil 

18101 

33 

-29 

-24 

0.4 

6 

2.5 

5297 

2936 

84393 

5.5 

12 

4 

PETROBRAS 

Brazil 

17871 

193 

-19 

-13 

1.1 

15 

2.7 

16910 

1313 

33208 

7.6 

11 

16 

TAIWAN  SEMICONDUCTOR  MFG. 

Taiwan 

14595 

4 

25 

53 

7.1 

23 

0.0 

1293 

529 

NA 

31.5 

34 

19 

HELLENIC  TELECOMMUNICATIONS  ORGANIZATION 

Greece 

13334 

29 

19 

33 

4.5 

21 

2.0 

2662 

649 

NA 

21.9 

55 

8 

CATHAY  LIFE  INSURANCE 

Taiwan 

12748 

4 

-20 

-3 

6.2 

21 

2.0 

NA 

543 

NA 

29.6 

63 

6 

TELECOMUNICACOES  OE  SAO  PAULO  (TELESP) 

Brazil 

12257 

214 

-11 

-4 

1.3 

12 

4.7 

3979* 

992* 

12328* 

10.8 

55 

12 

ANGLO  AMERICAN 

South  Africa 

11317 

48 

-18 

-6 

1.5 

7 

2.9 

NA 

1378 

8921 

21.0 

81 

18 

YPF 

Argentina 

10983 

31 

4 

4 

1.6 

14 

2.8 

6147 

877 

10146a* 

11.3 

11 

NR 

FIRSTRAND 

South  Africa 

10614 

2 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

62 

23 

SOUTH  AFRICAN  BREWERIES 

South  Africa 

9843 

28 

0 

16 

6.0 

24 

2.3 

7164 

377 

4644 

24.6 

43 

44 

BANCO  DO  BRASIL 

Brazil 

8967 

13 

43 

53 

1.7 

18 

0.0 

NA 

499 

NA 

9.6 

61 

25 

VALE  DO  RIO  DOCE 

Brazil 

8072 

21 

-6 

1 

1.0 

10 

5.6 

4568 

657 

14822 

9.7 

25 

30 

BANCO  BRADESCO 

Brazil 

7945 

8 

3 

11 

1.6 

11 

7.2 

NA 

722 

53650 

14.0 

61 

14 

DE  BEERS  CONSOLIDATED  MINES 

South  Africa 

7920 

21 

-41 

-31 

0.9 

7 

4.7 

NA 

1087 

NA 

12.0 

26 

39 

BANCO  ITAU 

Brazil 

7724 

595 

16 

25 

1.9 

11 

2.7 

NA 

627 

NA 

17.1 

61 

26 

TELEFONICA  DE  ARGENTINA 

Argentina 

7712 

3 

-9 

-9 

2.0 

14 

3.4 

2997 

474 

6327 

13.9 

55 

45 

HINDUSTAN  LEVER 

India 

7513 

38 

23 

43 

25.2 

55 

1.1 

1876* 

139* 

846* 

46.0 

44 

13 

UNIFIED  ENERGY  SYSTEM 

Russia 

7589 

0.2 

-44 

-44 

0.6 

5 

0.5 

15764a 

1405a 

NA 

10.7 

12 

55 

GRUPO  MODELO 

Mexico 

7564 

9 

49 

66 

3.9 

40 

0.4 

1757 

190 

NA 

9.8 

43 

36 

LIBERTY  LIFE  ASSOCIATION  OF  AFRICA 

South  Africa 

7354 

28 

-1 

15 

2.2 

20 

2.7 

1849 

369 

15998a 

11.0 

63 

20 

LUKOIL  HOLDING 

Russia 

7294 

10 

-31 

-31 

0.9 

13 

0.4 

7134a 

623a 

NA 

6.8 

11 

28 

UNITED  MICROELECTRONICS 

Taiwan 

7058 

2 

-18 

-0 

4.2 

25 

0.0 

738* 

287* 

NA 

17.2 

35 

56 

CIFRA 

Mexico 

6943 

1 

-5 

6 

2.7 

31 

1.8 

3725 

223 

3461 

8.7 

54 

10 

TELEKOM  MALAYSIA 

Malaysia 

6871 

2 

-54 

-29 

2.3 

14 

1.4 

1866 

477 

6303 

16.1 

55 

37 

CHINA  DEVELOPMENT 

Taiwan 

6840 

3 

-12 

7 

3.5 

32 

0.0 

NA 

213* 

NA 

10.8 

62 

17 

FIRST  COMMERCIAL  BANK 

Taiwan 

6405 

2 

-48 

-37 

3.2 

30 

1.4 

NA 

174* 

NA 

10.7 

61 

55 

STANDARD  BANK  INVESTMENT 

South  Africa 

6314 

5 

17 

35 

3.2 

16 

1.8 

NA 

388 

NA 

19.7 

61 

5 

KOREA  ELECTRIC  POWER  (KEPCO) 

Korea 

6293 

10 

-68 

-49 

0.5 

17 

3.2 

9319* 

350* 

25339a* 

3.1 

12 

id  on  nonconsolidated  results,  a)  Based  on  1996  data,  b)  Based  on  1998  data,  c)  Difference  between  earnings  and  bool<  ualue  between  12  and  18  months.  LOSS  =  Negative  ratio.  NA  =  Not 
ible.  NEG  =  Negative  return.  NM=  Not  meaningful.  tData  for  this  company  provided  by  Standard  &  Poors  Compustat.  Data:  Morgan  Stanley  Capital  International 
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Special  Editorial  Report 
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PROFIT  FROM 

Invest  in  Business  Week's  August  Double  Issue 

Business  Week  helped  define  The  \e\\'  Economv  when  other  magazine?  were 
at  a  loss  for  words.  Our  a\\'ard-winnine;  co\'er  stories  shook  the  business 
communit\"  and  woke  up  the  \\'orld  to  an  economic  c\"cle  fueled  bv 
technology  and  globalization. 

Xow  Business  Week  spells  out  the  future  in  our  August  24-31,  1998  double 
issue.  From  changes  in  growth  expectations  to  challenges  for  productivity, 
markets,  jobs  and  culture,  we  tell  readers  ■what  The  Xew  Econom\'  will  bring 
as  well  as  \vhat  it  will  take  to  thri\-e. 

This  special  report  will  speak  \"olumes  to  more  than  ti  million'^  readers 
seeking  sound  ad\"ice.  It's  an  inwiluable  opportunity  to  reach  leaders  in 
business  and  politics  who  regularh'  look  to  Business  Week  before  making 
crucial  decisions. 

Our  i^roundbreakine:  co\'erai:e  of  The  Xeu"  Economy  has  alread\"  had  a 
tremendous  impact  on  our  readers.  Our  upcoming  double-issue  is  sure  to 
leaye  an  equally  lasting  impression.  Shouldn't  vour  ad  do  the  same!'  In\-est 
in  Busijwss  Week's  August  special  report  and  profit  from  our  expertise. 

Ad  Closing  Date:  July  27    Double  Issue  Date:  August  24-31 


To  advertise,  call  Bill  Kupper  at  212-512-6945 
or  e-mail  sales@businessweek.com 


*199S  Spring  MRI.  Business  Week  estimate  tor  international 
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MARKET  PRICE/  RETURN 

VALUE       PRICE         %CHANGE        BOOK  SALES       PROFITS       ASSETS  ON 


m 

U.S. 

PER  SHARE 

FROM  1997 

VALUE 

P/E 

YIELD 

US 

US 

US 

EQUITY 

NOUSTRY 

1997 

COUNTRY 

$MIL 

U.S.$ 

(U.S.  $)  (LOCAL) 

RATIO 

RATIO 

% 

SMIL. 

SMIL. 

SMIL 

% 

CODE 

78 

NEDCOR 

South  Africa 

6170 

27 

37 

59 

4.5 

22 

1.6 

NA 

277 

NA 

20.7 

61 

62 

TELECOM  ARGENTINA 

Argentina 

6106 

6 

16 

16 

2.4 

17 

4.2 

2585 

307 

5795 

14.3 

55 

76 

GRUPOTEIEVISA 

Mexico 

6058 

20 

37 

53 

3.5 

9 

0.0 

1603 

675 

3485 

38.5 

51 

22 

CHANG  HWA  COMMERCIAL  BANK 

Taiwan 

6054 

2 

-46 

-34 

3.6 

32 

1,3 

NA 

157* 

NA 

11.2 

61 

NR 

ASUSTEK  COMPUTER 

Taiwan 

6008 

19 

NA 

NA 

15.5 

29 

0,0 

NA 

207 

NA 

53.3c 

33 

NR 

MATAV 

Hungary 

5912 

6 

NA 

NA 

6.7 

46 

0,6 

1186 

168 

NA 

14.3 

55 

21 

NUA  NAN  BANK 

Taiwan 

5886 

2 

-47 

-36 

4.9 

24 

1.4 

NA 

190* 

NA 

20.5 

51 

71 

KIMBERLY-CLARK  DE  MEXICO 

Mexico 

5747 

4 

20 

34 

4.7 

24 

2.7 

1167 

244 

1704 

20.0 

45 

68 

CEMEX 

Mexico 

5647 

4 

11 

24 

1.7 

7 

0.0 

3461 

695 

9139 

23.4 

21 

NR 

TELESP  CELULAR 

Brazil 

5282 

92 

NA 

NA 

5.0 

NA 

NA 

NA 

NA 

NA 

NA 

55 

101 

TURKIYE  IS  BANKASI 

Turkey 

5261 

0.04 

55 

183 

5,4 

14 

1.6 

NA 

314* 

NA 

39.5 

51 

51 

CEMIG 

Brazil 

5252 

33 

-12 

-5 

0.8 

17 

5.5 

1912' 

270* 

9743* 

4.5 

12 

11 

TENAGA  NASIONAL 

Malaysia 

5126 

2 

-64 

-45 

1.2 

-7 

0.8 

2608 

-37 

9946 

NEC 

12 

24 

SAMSUNG  ELECTRONICS 

Korea 

5035 

38 

-48 

-18 

1.3 

54 

0.9 

13119' 

88- 

11253a* 

2.3c 

41 

50 

TELEFONICA  DEL  PERU 

Peru 

5021 

2 

-16 

-10 

2,7 

13 

2.8 

1356 

380 

2446a 

21.8 

55 

85 

ABSA  GROUP 

South  Africa 

4991 

8 

27 

47 

2.7 

19 

1.9 

NA 

256 

NA 

14.4 

52 

29 

CHINA  STEEL 

Taiwan 

4946 

1 

-37 

-23 

1,5 

11 

5.4 

2590* 

398* 

NA 

13.5 

25 

32 

SASOl 

South  Africa 

4812 

8 

-35 

-25 

2.0 

10 

3.6 

3066 

505 

4071 

19.9 

22 

NR 

HELLENIC  BOmiNG 

Greece 

4788 

34 

77 

98 

17.2 

61 

0.7 

470a 

57a 

NA 

28.2 

43 

^8 

COMPANHIA  SANEAMENTO  BASICO  SAO  PAULO  (SABESP)  Brazil 

4720 

170 

-21 

-15 

0.7 

14 

2.0 

2523* 

243* 

NA 

4.8 

52 

54 

GRUPO  CARSO 

Mexico 

4697 

5 

-9 

1 

2.6 

8 

2,2 

NA 

597 

4184 

33,2 

71 

35 

NAN  YA  PLASTICS 

Taiwan 

4666 

2 

-37 

-24 

2.3 

25 

1.7 

3322 

184 

NA 

9,0 

22 

42 

PEREZ  COMPANC 

Argentina 

4640 

6 

-28 

-28 

2.1 

13 

2,2 

1622 

361 

4516 

15.9 

11 

38 

TELECOMUNICACIONES  DE  CHILE  (CTC) 

Chile 

4638 

5 

-34 

-28 

2.1 

15 

3,0 

1385 

364 

4110a 

13,6 

55 

60 

NACIONAL  TELEFONOS  DE  VENEZUELA (CANTV) 

Venezuela 

4424 

4 

-16 

-6 

1.7 

10 

5.2 

2014 

494 

NA 

17.1c 

55 

58 

SHIN  KONG  LIFE  INSURANCE 

Taiwan 

4405 

2 

-17 

1 

5.3 

25 

1,8 

NA 

175a 

NA 

21.5 

63 

178 

NATIONAL  BANK  OF  GREECE 

Greece 

4334 

144 

35 

50 

4.1 

51 

2,5 

NA 

53a 

NA 

8.0 

51 

61 

REMBRANDT  GROUP 

South  Africa 

4298 

8 

-18 

-6 

1.9 

11 

2,1 

NA 

359 

2759 

17.9 

43 

57 

CERVEJARIA  BRAHMA 

Brazil 

4273 

582 

-20 

-14 

3.4 

11 

2,9 

2416 

397 

NA 

30.9 

43 

53 

ENOESA 

Chile 

4214 

1 

-29 

-23 

1.6 

19 

5,0 

1408 

258 

5758a 

8.3 

12 

114 

ADVANCED  SEMICONDUCTOR  ENGINEERING  (ASE 

Taiwan 

4191 

2 

34 

64 

8.3 

19 

0,0 

379 

218 

NA 

43.8 

35 

183 

TUPRAS-TURKIYE  PETROL  RAFINERILER! 

Turkey 

4167 

0.1 

91 

250 

29.0 

533 

0,0 

2358* 

-113* 

NA 

5.4 

11 

119 

SPT  TELECOM 

Czech  Republic 

4142 

129 

39 

41 

1.6 

22 

0,0 

1213 

183 

NA 

7.1 

55 

121 

ALPHA  CREDIT  BANK 

Greece 

4135 

104 

41 

58 

5.0 

24 

2,4 

NA 

155a 

NA 

25.0 

51 

Foreign  Intelligence. 
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*  Price  comparisons  based  on  published  prices  for  flat-rate  envelopes  for  countries  serviced  by 
S8.9S  (Pacific  Rim  &  Soutti  America)  vs.  FedEx  International  Piioritf  up  to  8  oz.  from  S25.50  to  S 

jlobal  Priority  Mail 
«5  and  UPS*  World 

excluding  Canada  &  IVIexico).  Global  Priority  M 
wide  Express  (letter)  from  S27.50  to  $40.75.  < 

ail  up  to  4  lbs.  $6,95  and  . 
51998  U.S.  Postal  Service 

l-800-THE-USPS  ext.  1349 

1 

:/  UNITED  STATES 
J  POSTAL  SERVICES 

^  ^ 

We  deliver. 

www.usps.com 
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Reach  these  Business  Week  advertisers  on  the  Web: 


3Coin 

wv,-\v.3com.com 
3M 

\\-\\^\.^mxom 
Aetna 

www.aecna.com 
AMD 

v\-\\T,v.amd.com 
American  Century 
www.americancentury.Loni 
American  Express  Financial 
Advisors 

www.americanexpress.com/ 

advisors/ 
The  American  Institute 
of  Architects 
Nuuv.aiaonline.Lom 
American  Isuzu  Motors,  Inc. 
wAV'w.isuzu.com 
American  Power  Conversion 
vunv.apcc.com 
Andersen  Consulting 
w%s'w.ac.com 
AT&T 
www.att.com 
Aurum  Software 
wAuv.aur  um.com 
Bell  Atlantic 
uvw.hell-atl.com 
Chrysler 

wvv-w.c  hn'slercorp.com/ 
Cisco 

wvwv.cisco.com 

The  CIT  Group 

wvuv.citgroup.com 
Clarify 

vTO-\v.clarih-.com 

CNF  Transportation  Inc. 

wvuv.cnt.com 
Comdisco 

u^w.comdisco.con: 


Compaq 

www.compaq.com 
Computer  Associates 

www.cai.com 

Compuware  Corporation 

w\\-w.  c  0  m  p  u  ware .  CO  ni 
Continental  Airlines 
www.tlycontmental.com 
Dale  Carnegie  Training 
www.dale-carnegie.com 
Delta  Air  Lines 
w^uv.delta-air.com 
Digital  PC 

\u\  W.Windows. digital. com 
Diners  Club  International 

www.dinersclub.com 
EMC 

www.emc.com 

Energ)'  Cost  Savings  Council 

www.plug-in.org 

Equitable/AXA 

www.equitable.com 

Ericsson 

www.ericsson.se 

E'TRADE 

www.etrade.com 

Federal  Express 

w\\-w.fede.x.com 

Flesilnternational  Software 

www.flexi.com 

Ford 

www.tord.com/ 
France  Telecom 
\\"\\-iv.  trancetelecom .  fr 
Fujitsu 

wvuv.fujitsu.com 
Fujitsu  PC  Corporation 
www.  tujitsu-pc.com 
Gateway  2000 
www.gateway.com 
General  Motors 
\\w.s;m.com 


GTE 

VTO-w.gte.com 
Hewlett-Packard 
www.hp.com 
Honda 

www.honda.com 

Hyatt  Hotels  Corporation 

wiuv.hvatt.com 

Hyperion  Software 

www.hysotr.com 

IBM 

\™-w.  ibm.com 
Infiniti 

w\'v"w.intmiti-usa.com 
International  Paper 
www.ipaper.com 
Iomega 

\TO-w.  iomega.com 

JBA  International 

www.ihaintl.com 

J.D.  Edwards  &  Company 

www.jdedwards.com 

Lawson  Software 

wwiv.Lawson.com 

Lexus 

www.lexus.com 
Lincoln-Mercury 

w\v-w.lincolnmercury.com 
Lotus 

www.lotus.com 
Lucent  Technologies 

w\s-w.lucent.com 
MCI 

www.mci.com 

Mercedes-Benz 

www.usa.mercedes-benz.com 

Merrill  Lynch 

www.ml.com/ 

Microsoft 

ww%v.  microsolT.com/ 
Mississippi  Power 

www.mspower.com/ecode\' 
MITA 

www.mita.com 
Mitsubishi  Electronics 
America,  Inc. /Electronic 
Device  Group 

www.mitsubishichips.com 
Mitsubishi  Motor  Sales 
of  America 

vnuv.mitsucars.com 


MOVADO 

The  Museum  Watch 

\\A\w.nio\'ado.com 
National  Business  Aviation 
Association,  Inc. 

w-ww.nbaa.org/nonmemher/ 

librar\'/re'alworld/welcome.htm 
Nortel 

www.nortel.com 
Northwest  Airlines 
w\s-w.nwa.com 
Novartis 

www.novartis.com 
Novell 

www.noN'ell.com 
Okidata 

wwwokidata.com 
OPEL 

www.opel.com 

The  Panasonic  Personal 

Computer  Companv 

www.panasonic.com/ruggedpc 
PeopIeSoft 
vTO'w.peoplesoft.com 
Praxair 

www.praxair.com 

The  Principal  Financial 

Group 

ww^v.  principal.com 

QAD  Inc. 

w\\v\'.Q,\D.com 
QUALCOMM 
www.qu.ilcomm.com/cdma 
Republic  National  Bank 
wwv.  rnh.com 
Ricoh  Corporation 
wvuv.ricoh.com 
Roberts  Express,  Inc. 
www.roberts.com 
Royal  &  SunAlliance 
www.rovalsunalliance.com 
SAP 

wttw.sap.com 

SAS  Institute 

www.sas.com/ 


Savin 

www.salesy  savin.com 
Charles  Schwab 
www.schwab.com 
Seagate 

www.seagate.com 
Siemens  Corporation 
www.siemens.com 
Siemens  Microelectronic 
www.smi.siemens.com 
Sprint 

www.sprint.com 

Sun  Microsystems 

ww\v.sun.coni 

Symbios  Logic 

www.svmhios.com/bw.htn 

TIBCO 

www.tihco.com 

Tivoli 

www.tivoli.com 
Toshiba  America 
Information  Systems 
www.co.Tiputers.toshiba.cc 
Toyota  in  America 
www.  toyota.com/ usa 
Toyota  Motor  Corporate 
Services 

wvvAv  tovota.com/usa 
Toyota  Motors 
vv^vw.toyota.com 
T.  Rowe  Price 
www.froweprice.com 
United  Technologies 
www.utc.com 
UPS 

www.ups.com 
US  Airways 

wwNv.usairways.com 

UUNET  Technologies 

www.  uu.net 
Visio 

www.visio.com 
Vizio 

www.vizio.com 
Xerox 

www.xerox.com 
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e  Top  100  Emerging-Market  Companies 


COUMTRY 


MARKET 

VALUE  - 

U.S-  m  l-.-r 

iWL  \iS.% 


RATIO 


YIEU) 


SALES  PROFTTS 

U.S.  U.S. 
$MIL  SMIL 


Assns 

US, 
SWIIL 


CODE 


4! 

pfTRONAS  CAS 

4110 

2 

-37 

17 

1.7 

38ib 

245b 

1642 

27.3c 

12 

54 

FORMOSA  PLASTICS 

Taiwan 

4093 

2 

-28 

-12 

3.4 

30 

1.3 

NA 

149 

NA 

11.2 

22 

116 

ITC 

India 

4051 

17 

35 

58 

13.1 

32 

0.7 

738b' 

125b* 

754' 

40.8c 

43 

9S 

GRUPO  FIKANCIERO  BANACCI 

Medco 

4035 

2 

15 

29 

1.4 

13 

0.0 

NA 

252 

2024a 

10.5 

61 

Nfi 

OIMENSION  DATA  H0LDINS3 

South  Africa 

3789 

7 

101 

132 

44.9 

108 

0.0 

324 

30 

NA 

41.7 

52 

BAMK  HAPOALIM 

Israel 

3785 

3 

35 

46 

1.5 

14 

2.2 

NA 

286 

NA 

10.5 

61 

83 

RELIAMCE  INDUSTRIES 

India 

3780 

4 

-5 

10 

1.8 

10 

2.1 

3216b' 

397b' 

4688' 

19.0c 

22 

84 

UBERTY  HOLDINGS 

South  Africa 

3688 

75 

-3 

12 

1.9 

18 

2.9 

4083 

207 

15178a 

10.6 

63 

74 

AXBANK 

Turtiey 

3678 

0.03 

-22 

43 

2.3 

9 

5.5 

348' 

NA 

27.3 

51 

63 

UGKT-SERVICOS  DE  ELETRICIDADE 

SranI 

3658 

352 

-30 

-24 

1.7 

12 

7.5 

1604-' 

282' 

3122 

14.7 

12 

69 

HAHANASAR  TELEPHONE  NI&AM 

India 

3623 

5 

-31 

-20 

3.1 

14 

0.9 

1098b' 

257b' 

NA 

21.7c 

55 

NR 

FEHSA 

Uexico 

3616 

33 

NA 

NA 

2.9 

18 

NA 

2781 

201 

NA 

15.8 

43 

52 

COPEC 

Chile 

3610 

3 

-39 

-34 

1.0 

15 

1.7 

"  NA 

220 

5322a 

5.1 

11 

55 

INVESTEC  GROUP 

South  Africa 

3455 

48 

32 

52 

4.1 

35 

1.3 

NA 

82 

NA 

11.6 

61 

NR 

PAKAMERICAN  BEVERAGES 

Modco 

3413 

34 

17 

17 

1.7 

24 

0.7 

1993 

118 

1705 

7.4 

43 

72 

ENERSIS 

Chile 

340A 

-25 

-19 

2.2 

15 

4.9 

2931 

227 

9082a 

14.7 

12 

4c 

POHAMG  IRON  &  STEEL (POSCO) 

Korea 

3295 

34 

-17 

0.6 

5 

2.1 

6904' 

518' 

101852' 

10.3 

25 

96 

UNIBANCO 

Brazil 

3277 

33 

-5 

2 

1.4 

8 

4.1 

NA 

375 

NA 

16.4 

61 

15 

HALAYAM  BANKING 

Mala^rsia 

3215 

1 

-73 

-59 

3.0 

22 

0.7 

NA 

344 

28756 

13.7 

61 

71 

GRUPO  INDUSTRIAL  BIMBO 

Veaoa 

3127 

2 

38 

54 

2.6 

25 

3.5 

2095 

112 

1413 

10.1 

44 

47 

AYAIA 

Philippines 

3114 

0.3 

-50 

-27 

3.5 

19 

0.4 

NA 

154 

2001a 

18.7c 

71 

9 

PTTELEKOMUNIUSI  INDONESIA 

Indonesia 

3097 

0.3 

-80 

-9 

3.6 

99 

1.3 

523 

102 

1767 

3.7 

55 

75 

STATE  BANK  OF  INDIA 

India 

3050 

-32 

_  ^ ' 

:  6 

'•- 

3 : 5- 

'-- 

1  ^ 

51 

5S 

COMPANHIA  ENERGETIC*  DE  SAO  PAULO  'CESP; 

Braal 

3054 

-  '- 

ill'-' 

; : :  . 

- 

12 

NR 

HACI OMER  SABANCI  HOLDING 

Turivy 

3049 

•- 

-- 

-  - 

71 

81 

KOC  HOLDING 

Tjrkey 

3040 

0.2 

34 

145 

15.7 

46 

0.4 

NA 

55* 

992' 

33.8 

71 

9-: 

AYALALAND 

Philippines 

2958 

0.3 

-49 

-24 

4.5 

32 

D.4 

NA 

108 

NA 

14.2 

54 

49 

BANGKOK  BANK 

Thailand 

2944 

2 

-77 

-53 

0.8 

-112 

2.4 

NA 

104 

35069 

NEG 

51 

HON  HAI  PRECISION  INDUSTRY 

Taiwan 

2922 

5 

49 

81 

11.0 

35 

O.D 

4083 

54s 

NA 

31.4 

34 

77 

INTERNATIONAL  COMMERCIAL  BANK  OF  CHINA 

Taiwan 

291! 

-33 

-19 

2.7 

19 

1.5 

NA 

157' 

NA 

14.5 

51 

66 

SAM  MIGUEL 

Philippines 

2908 

2 

-23 

3.5 

65 

1-3 

NA 

76 

25392 

5.4c 

43 

31 

ACER 

Ta'nran 

2878 

23 

9.4 

33 

75 

BANK  LEUMI  LE-ISRAQ 

Israel 

2855 

8 

2 

15.3 

51 

93 

ALFA 

Menco 

2852 

c 

14,8 

71 

Global  Economy. 
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LeT'S  just  say  you're  the  CEO  of  a  large  investment  firm.  ^ 
You've  got  one  eye  on  NASDAQ,  one  eye  on  Dow  Jones  and  four 
hundred  hands  trying  to  grab  the  best  stocks  in  both.  You  also  know        >  , 
you  have  to  face  two  hundred  employees  who  want  more  money,  better  \ 
coffee,  a  parking  place  and  notebooks  that  can  handle  a  volatile  market.  / 

/s    oh.  a  y    in    my    line    of   work,    hut  I 

sure    a  o  }i    t    nee  A    it    f  r  o  m    my  notehoolis,"\ 

is  your  motto.  And  who  can't  use  a  little  more  predictability?  That's  why  Fujitsu 
PC  Corporation  offers  qualified  customers  Lifeline,  our  Lifecycle  Management 
Program  for  select  LifeBook "  notebooks.  This  unique  program  helps  you  control 
tomorrow's  technology  costs  today — with  options  like  technology  upgrades, 
aggressive  lease  rates  and  optional  warranties.*  So  no  matter  what  wild  ride 
your  investments  might  take,  you  can  be  certain  that  the  investment  you  made 
in  Fujitsu  notebooks  will  always  be  a  sound  one. 

o  w    we    all   get    something    we    can  use 

more    of  around    here:    security,"  \ 

you  might  announce.  And  this  is  one  "buy"  order 
everyone  can  appreciate.  Leading-edge  technology, 
reliability  and  technical  support.  Plus  the  peace  of 
mind  helping  you  understand  your  cost  of  ownet 
ship.  So  maybe  you'll  never  know  which  stocks  will  perform  well  in  the 
future.  But  now  you  definitely  know  which  notebook  computer  will. 
There  are  millions  of  Fujitsu  notebooks  out  there — each  with  a  story  of  its  own. 

FUJITSU 

FUJITSU  PC  CORPORATION 
Built    for    Human  si 

For  more  info,  visit  www.fujitsu-pc.com/ce 
or  call  1-888-4-ON-THE-GO. 
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Steven  Spielberg  is  a  busy  guy  these  days.  Just 
back  from  New  York,  where  he  was  doing  ad- 
vance promotion  for  his  latest  movie,  Saving  Pri- 
vate Ryan,  he  is  knee-deep  in  last-minute  details. 
Although  the  film  is  to  be  released  in  late  July, 
Spielberg  is  still  spending  his  mornings  holed  up  at 
the  film  lab,  determined  not  to  sign  off  on  the 
movie  until  the  World  War  II  epic  has  the  ade- 
quately faded  look  of  a  1940s-era  documentaiy. 

Spielberg  is  consumed  with  making  Saving  Private  Ryan  a 
critical  as  well  as  a  commercial  success.  DreamWorks  skg, 
the  studio  he  created  with  entertainment  moguls  Jeffrey 
Katzenberg  and  David  Geffen,  has  so  far  released  a  spate  of 
unimpressive  films,  including  Spielberg's  Amistad.  That  dis- 
appointment has  raised  cUiew  the  ciuestion  of  whether  Spielberg 
can  consistently  tiun  out  top-notch  serious  fai'e  along  the  lines 
of  Schindlers  List,  which  is  now  five  yeai's  old.  Never  a  fan  of 
opening  nights,  Spielbei'g  has  drastically  cut 
back  the  number  of  people  he  will  allow  to 
see  the  new  film  before  it  is  released  and  has 
no  intention  of  sitting  through  the  preview 
himself.  "It's  flop  sweat,"  he  says.  "My  stomach 
can't  take  it." 

If  that  were  not  enough  pressure,  Spiel- 
berg's days  are  also  packed  with  meetings  on 
the  more  than  60  other  projects  he  has  in 
development  at  Dream Woi'ks.  On  any  given 
day,  three  conference  rooms  within  steps  of 
his  office  are  filled  with  studio  execs,  movie 
stai's,  and  scriptwriters,  all  anxiously  awaiting 
Spielberg's  arrival.  Projects  on  the  boards 
cover  everything  fi'om  a  computer-animated 
version  of  Tlie  Cat  in  the  Hat  children's  book 
to  a  biogi-aphy  of  Chai-les  Lindbergh. 

Waiting  for  Spielberg  to  walk  through  the 
door,  as  anyone  in  Hollywood  will  tell  you,  is  itself  considered 
a  privilege.  He  is  easily  Hollywood's  mo.st  successful  du-ector 
and  producer,  with  ci'edits  that  read  like  guideposts  to  an  en- 
tii"e  generation's  pop  cultiu'e.  Beginning  with  Ms  1975  summer 
horror-adventure,  Jaws,  Spielberg  has  directed  6  of  the  25 
top-gi'ossing  films,  including  Jurassic  Park,  Raiders  of  the 
Lost  Ark,  and  E.T.,  tlw  Extraterrestrial.  In  an  industiy  where 
only  3  out  of  every  10  movies  make  money,  13  of  the  16 
films  he's  directed  have  been  in  the  black.  All  told,  they've 
pulled  in  an  astounding  $5  billion  worldwide.  As  a  producer, 
Spielberg  has  brought  in  another  $4  billion. 

His  talents  ai'en't  limited  to  the  movie  set.  Spielberg  has  also 
pi'oven  to  be  one  of  Hollywood's  most  nimble  enti'epreneiu's, 
amassing  a  business  empu'e  that  includes  video  games,  toys, 
even  restaurants.  It  is  a  measiu-e  of  his  importance  to  Dream- 
Works that  his  partners  have  given  him  unusual  indepen- 
dence, allowing  him  to  dii^ect  and  even  produce  films  for  other 
studios.  To  satisfy  his  neai-obsessive  interest  in  video  arcades, 
DreamWorks  created  a  joint  ventui'e  with  Sega  and  Universal 
Studios  so  that  he  could  provide  creative  input.  "When  we  fii'st 
started  Di'eam Works,  I  said  to  Jeffi'ey,  'We  ought  to  call  this 
new  company  the  Spielberg  Brothers,' "  jokes  Geffen.  "Any- 
thing Steven  thinks  is  important,  we  want  to  invest  in." 

And  invest  they  iiave.  This  summer,  Dreain Works  will  have 
tlu-ee  films  that  are  expected  to  do  serious  box  office  business 
(page  102).  One,  the  meteor  film  Deep  Impact  that  Pai'amount 
Pictiu'es  Coi-p.  and  DreamWorks  share,  has  already  passed 
$240  million.  Spielberg  is  also  the  creative  spai'k  beliind  six  an- 
imated TV  shows,  inckiding  five  being  made  by  Wamer  Broth- 
ers. On  the  side,  Spielberg  is  producing  another  potential 
blockbuster.  The  Mask  of  Zorro,  for  Sony's  TriStar  Pictures 
unit.  And  he  is  helping  Universal  Studios  Inc.  design  theme 
park  rides  at  its  Hollywood  and  Orlando  parks. 

His  various  interests  and  considerable  successes  have  made 


Spielberg  a  vastly  wealthy  man,  with  a  fortune  estimat 
close  to  $2  billion:  about  $1  bilUon  in  studio  and  other  holi 
and  neaiiy  as  much  from  movie  profits.  But  what  keeps  i 
one  that  wealthy,  that  poweiful,  that  successful  going? 
does  he  sustain  his  boundless  creative  energy?  Like  i 
artists,  he  has  a  gift  for  tapping  his  rich  inner  life.  But 
his  fellow  creators  are  often  felled  by  the  Imotty  problej 
the  real  world,  Spielberg  has  also  mastered  the  art  of 
agement.  Like  the  best  CEOs,  he  knows  how  to  inspire, 
vate,  and  delegate.  He's  even  good  at  managing  money. 
EARLY  START.  Spielberg  has  done  all  this  in  pui'suit  o 
overriding  goal:  to  tell  as  many  gi'eat  stories  to  as 
people  as  will  listen.  And  that's  what  he  has  always 
about.  The  son  of  a  computer  scientist  and  a  gifted  pi 
Spielberg  spent  his  early  childhood  in  New  Jersey  and, 
Arizona.  From  the  very  beginning,  his  fertile  imagir 
went  into  overdrive,  filling  his  young  mind  with  images 
would  later  inspu-e  his  fUmmaldng. 

Even  decades  later,  Spielberg  says  h 
vivid  memories  of  his  earliest  years, 
are  the  origins  of  some  of  his  biggest 
He  attributes  E.T.  to  the  unsettling 
leading  up  to  his  parent's  1966  divorce 
ing:  "It  is  really  about  a  young  boy  wh 
in  search  of  some  stability  in  his  life." 
Encounters  of  the  Third  Kind  was  ins 
by  early  morning  meteor-gazing  with  I 
ther,  a  sci-fi  fanatic,  when  he  was  four 
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old.  "He  was  scared  of  just  about  eveiything,"  recalls  his 
mother;  Leah  Adler.  "When  trees  bi-ushed  against  the  house, 
he  would  head  into  my  bed.  And  that's  just  the  kind  of  scaiy 
stuff  he  would  put  in  films  like  Poltergeist."  To  this  day, 

Spielberg's  wife,  ac- 
tress Kate  Capshaw, 
says  her  husband  re- 
mains terrified  of  air- 
plane and  elevator  rides  and  closed-in  places. 

In  high  school,  Spielberg  experienced  another  kind  of  ten-or, 
which  would  one  day  help  him  understand  the  subject  of  his 
film  Schhidlefs  List.  It  was  his  senior  year,  and  the  family  had 
just  moved  from  Phoenix  to  Saratoga,  Calif.,  an 
affluent  San  Francisco  suburb.  There,  Spielberg 
says,  he  was  tormented  by  anti-Semitic  remarks 
fi;-om  his  classmates,  who  would  sneeze  "Hah-Jew" 
when  he  passed  in  the  halls.  After  school,  jocks  of- 
ten beat  him  up.  With  Ms  pai'ents'  divorce  looming, 
Spielberg's  gi-ades  sank.  He  bai'ely  gi-aduated  from 
high  school  and  was  I'ejected  from  both  ucla  and 
use  film  schools.  Settling  for 
CalifoiTiia  State  University  at 
Long  Beach  because  it  was 
close  to  Hollywood,  Spielberg 
got  a  C  in  his  television  pro- 
duction course.  He  dropped 
out  in  his  senior  year. 

It  was  all  veiy  sobei-ing,  es- 
pecially since  Spielberg  had 
long  since  made  up  his  mind  to 
be  a  director.  The  homemade 
movies  he  stalled  maldng  as  a 


young  boy  gave  Spielberg  a  powerful  escape  from  his  fears, 
was  11  when  he  first  got  his  hands  on  his  dad's  8-millim( 
Bell  &  Howell  wind-up  camera  and  began  shooting  short  fl 
about  flying  saucere  and  World  Wai'  II  battles.  Before  long, 
entii'e  family  was  selling  tickets  and  making  lemonade  for 
ing-room  showings.  "It  cost  me  about  $50  to  make  the  mo 
and  I  would  charge  a  quarter  a  ticket,  and  at  the  end  of 
summer  I  might  have  $55,"  he  recalls  today.  "That's  kind  of 
way  Hollywood  works  today,  small  margins." 

Spielberg's  knack  for  scaiy  storytelling  enabled  him 
fortlessly  to  tortui'e  his  tliree  younger  sisters  and  made  it 
ier  foi'  him  to  forge  friendships.  On  Boy  Scout  camping  ti 
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Adventures 
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1946  Born,  Cincinnati. 

1949  Spielberg  family 
moves  to  New  Jersey. 

1957  Family  moves  to  Phoenix. 

1957  Makes  first  film,  The 
Last  Train  Wreck,  using  his 
dad's  8mm  home-movie 
camera  and  his  electric  train 
set.  Length:  3  minutes. 


HO 


1959- 1962  World  War  II 

drama,  Escape  to  Nowhere, 
wins  first  prize  in  a  statewide 
amateur  film  contest.  Judges 
praise  the  film's  special 
effects  and  battlefield  scenes. 


1963-1964  Firelight,  his  fea- 
ture about  alien  abductions, 
grosses  $800  at  a  local  the- 
ater. Remade  in  77  as  Close 
Encounters  of  the  Third  Kind. 

1964  Gets  first  studio  job  as 
a  gofer  for  Universal.  Family 
moves  to  northern  California. 

1965  Graduates  high-school 
and  enters  California  State 
University  at  Long  Beach. 

1966  Parents  divorce. 

1969  Makes  Amblm,  a  26- 
minute  film  about  a  pair  of 
teenage  hitchhikers  that 
leads  to  a  seven-year 
contract  with  Universal 
directing  television  shows. 
Quits  college. 


1975  Jaws,  Spie 
of  July  weekend. 


1974  Sugarland  Express, 
Spielberg's  first  theatrical 
film,  is  released. 


berg's  first  blockbuster,  opens  on 
Movie  eventually  takes  in  $250  m 

1979  Spielberg  mar 
actress  Amy  Irving 
son,  Max,  is  born  in 
The  couple  divorce; 

1981  Raiders  of  thi 


ilways  thought  he  was  a  little 
ity,"  recalls  Richard  Y.  Hoffman 
leader  of  Ti-oop  294.  "He'd  go  off 
he  woods  and  find  a  couple  of 
rs  to  cook  his  marshmallows  and 
nies,  and  then  run  off  looking  at 
ething  or  another,  and  his  fire 
Id  go  out."  But  when  night  fell, 
'Iberg  became  the  center  of  al- 
ien. "Stevie  would  start  telling 
jhost  stories,"  says  Hoffrnan,  "and 
yone  would  suddenly  get  quiet 
lat  they  could  all  hear  it." 
ow  51,  Spielberg  is  still  telling 
ies  with  as  much  passion  as  the  kid  in  the  tent.  He  is 
zh  more  in  touch  with  liis  subconscious  than  most  people," 
Joseph  McBride,  author  of  the  unauthoi-ized  biogi-aphy 
en  Spielberg.  "He  remember-s  what  went  on  and  its  sig- 
mce  to  him,  and  he  has  an  outlet — making  movies — that 
,00  many  other  people  have." 

sk  him  where  he  gets  his  ideas,  and  Spielberg  shiTigs. 
'.  process  for  me  is  mostly  intuitive,"  he  says.  "There 
ilms  that  I  feel  that  I  need  to  make,  for  a  vaiiety  of  rea- 
,  for  personal  reasons,  for  reasons  that  I  want  to  have 
that  the  subject  matter  is  cool,  that  I  think  my  kids  will 
it.  And  sometimes  I  just  think  that  it  will  make  a  lot  of 
iy,  like  the  sequel  to  Jurassic  Park." 
ER  DRAMAS.  Increasingly,  rather  than  hving  off  the  frag- 
s  of  his  own  subconscious,  Spielberg  is  di-awing  inspuation 
the  seven  children,  aged  18  months  to  21  yeai-s,  who  live 
him:  three  from  his  maniage  to  Capshaw,  one  each  from 
ious  marriages,  and  two  he  and  Capshaw  have  adopted. 


both  of  whom  are  African  American. 

Like  others,  Spielberg  has  changed 
dramatically  as  he  has  settled  into,  fa- 
therhood. As  part  of  his  deal  with 
Dream Wor'ks,  he  leaves  each  night  in 
time  for  dinner.  There,  he  presides 
over  a  family  storytelling  ritual:  Spiel- 
berg thi-ows  out  the  kemel  of  an  idea, 
then  hands  it  over  to  one  of  his  kids, 
who  adds  a  few  lines  and  passes  it  on 
to  the  next.  After  about  20  minutes 
and  several  turns  around  the  table, 
Spielberg  often  brings  the  story  to  a 
crescendo.  "Sometimes  it  ends  up  fun- 
ny, sometimes  you'i-e  ciying  it  is  so 
sad,"  says  Capshaw,  his  vrife  of  seven 
years.  "But  it's  never  uninteresting." 

None  of  these  tales  has  made  it 
onto  the  screen  yet,  but  Spielberg's 
decision  to  make  Schindler's  List, 
which  had  been  sitting  on  his  shelf 
for  nearly  10  years  after  he  bought 
the  rights,  came  in  large  part  because  of  the  family.  "He  re- 
discovered his  Judaism  when  he  had  a  family  and  realized  he 
had  sometliing  to  pass  on  to  them,"  says  his  wife,  who  con- 
verted to  Judaism  shortly  before  maiiying  Spielberg.  "I  think 
it  happens  that  way  in  many  people  when  they  have  families." 
Spielberg  continues  to  make  TV  cartoons,  he  says,  "because 

my  kids  tliink  I'm  cool  when  I  do  it  Maybe  when  Destiy — 

she's  only  18  months  old — gets  past  the  cartoon  stage,  I'll 
stop."  Often,  he  bmgs  home  pilots  of  upcoming  shows,  movies, 
and  video  games  to  tiy  out  on  his  built-in  audience.  Dream- 


lucas  and 
Spielberg 

Both  directors  forgo 
fees  in  favor  of  a 
percentage  of  gross 
revenues 


The  ExtraTerres 
.  A  huge  hit,  it 
100  million. 

Iberg  launches 
tertainment  to 
ature  movies, 
•.eries,  and 
;artoons. 

d  War  II  epic 
the  Sun,  set  in 
ns  to  rave 
L  takes  in  a 
million  at  the 


1991  Spielberg  marries 
actress  Kate  Capshaw,  one  of 
the  Indiana  Jones  heroines. 

1993  Spielberg  finishes  both 
Jurassic  Park  and  Schindler's 
List.  Takes  3  years  off  from 
filmmaking. 


1994 

Spielberg 
wins  Acad- 
emy Award 
for  Best 
Director  for 
Schindler's 
List,  which 
also  wins 
Best  Pic- 
ture. Spielberg  launches 
DreamWorks  with  partners 
Jeffrey  Katzenberg  and  David 
Geffen. 


1997  Amistad  opens.  The 
story  of  African  slaves  who 
seize  control  of  a  Spanish 
slave  ship  barely  breaks  even. 

1998  Saving  Private  Ryan 
opens  m  July. 


Cover  Story 


Works'  first  interactive  product,  the  modest-selling  Someone's 
in  the  Kitdben,  was  modeled  after  his  daily  moiTiing  routine  of 
making  pancakes  and  waffles  for  the  family. 

Even  Spielberg's  home  office  is  set  up  for  time  with  his  kids. 

Along  with  his  pairots, 
Buddy  and  Oliver,  his 
snakes,  and  a  fish  tank, 
the  home  office  fea- 
tures a  large  playhouse  in  the  comer.  "I'll  come  in,  and  he'll  be 
crawling  around  down  there  with  one  of  the  kids,  when  I 
know  he  went  in  there  to  try 
to  do  some  work,"  says  Cap- 
shaw.  Spielberg  is  the  fii-st  to 
concede  he  has  decidedly  un- 
gi'own-up  pas.sions:  "I  have  a 
case  of  arrested  adolescence 
with  occasional  bouts  of  exis- 
tential maturity." 

Of  course,  when  those  bouts 


Spielberg's 
Entertainment  Empire 

Amblin  Entertainment 


lary,"  says  Pai'kes.  "He  has  succeeded  for  so  long  on  his 
stincts  that  he  is  not  afi-aid  to  tell  you  exactly  what  he  thinl 
When  Spielberg  likes  a  project,  he  sometimes  green-lig 
it  on  the  spot.  Although  he  alone  has  the  authority  to  com 
money  to  an  idea,  once  he  does,  things  move  quickly.  Sp 
berg  has  a  cast  of  collaborators  ready  to  jump  into  acti 
"There  is  something  special  that  happens  when  Steven  sij 
onto  a  project,"  says  Columbia  TriStar  Vice-Chairman  Li 
Fischer,  who  made  14  films  with  Spielberg  while  she  was 
Warner  Brothers  and  Columbia.  "You  know  you're  going 

get  the  best  special  effects, 
best  directors,  everything." 

As  a  director,  Spielberg  '. 
a  reputation  for  coaxing  ■ 
best  perfomnances  out  of  eve 
one  from  small  children 
stars.  "It's  Spielberg,  so  ; 
work  that  much  harder 
please  him,"  says  Tom  Har 


^  ,  ^  .,  ^,  (pre-DreamWorks  movies,  TV  shows,  and  TV  cartoons)  ,  ,  r 
of  matunty  do  strike,  as  they    who  plays  the  lead  role  m  S 


clearly  did  in  Schindler's  List, 
the  results  can  be  overpower- 
ing. Spielberg  took  thi-ee  years 
off  after  completing  the  film, 
just  to  recover.  But  sustaining 
his  steady  stream  of  story- 
telling takes  more  than  just  en- 
forced relaxation  and  family 
support.  There  are  the  head- 
aches that  plague  any  business 
executive — the  financial,  logis- 
tical, and  managerial  problems 
that  are  all  the  more  daunting 
because  of  the  gai'gantuan  proj- 
ects Spielberg  often  tackles. 

Spielberg  depends  on  a  small, 
tightly  knit  gi'oup.  The  Dream- 
Works film  unit  is  nan  by  hus- 
band-and-wife  team  Walter 
Parkes  and  Laiuie  MacDonald, 
both  accomplished  filmmakers 
and  longtime  Spielberg  friends. 
Their  job  interview?  Wliile  vis- 
iting Spielberg's  vacation  home 
in  East  Hampton,  they  watched 
The  Apartment,  the  "i960  Jack 
Lemmon  film.  "Walter  began  an- 
alyzing it,  how  it  worked  as  a 
film,  and  he  broke  down  the 
characters  and  the  stixicture," 
says  Spielberg.  "And  I  said,  'My 
God,  you  should  be  nmning  my 
company.' " 

On  Thui'sday  momings  when 
he's  not  on  location,  they  pre- 


►  100%  ownership,  estimated  value:  $400  million 

DreamWorks 

►  Spielberg  heads  live-action  film  unit,  gearing  up 
to  produce  nine  films  a  year 


►  Sega  GameWorks  LLC,  above  (joint  venture  with 
Universal  Studios  and  Sega  Enterprises).  Five  giant 
futuristic  video  arcades  in  Seattle,  Las  Vegas,  Tempe, 
Ariz.,  Grapevine,  Tex.,  and  Ontario,  Calif.;  also  small- 
er GameWorks  studio  in  Puente  Hills,  Calif. 

►  DreamWorks  Interactive  (joint  venture  with 
Microsoft).  Creates  video  games  for  computers  and 
PlayStations 

►  Spielberg's  22%  stake  has  an  estimated  value  of 
$550  million 

Other  Investments 


crop  of  new  ideas  and  update 
him  on  the  progi'ess  of  dozens  of 
other  projects  already  in  pro- 
duction. What  follows  is  a  brain- 
stomiing  free-for-all.  Spielberg 
starts  off  by  listening  politely, 
then  abinptly  intemapts  with  a 
series  of  rapid-fii'e  questions  as 
he  gobbles  dovwi  low-fat  cookies. 
Then  he  tends  to  launch  into  a 
monologue  about  where  he  sees 
the  stoiy  going.  "  'Let  me  get 
back  to  you'  isn't  in  his  vocabu- 


►  Dive!  His  50%  ownership  of  gourmet  sub  and 
sandwich  restaurant  (Jeffrey  Katzenberg  owns  the 
other  50%)  with  locations  in  Los  Angeles  and  Las 
Vegas  is  estimated  to  be  worth  $6  million 

►  idealab!  A  15%  stake  in  the  Internet-content 
company,  worth  $7.5  million 

►  Stakes  in  idealab!  spin-offs  CitySearch  and 
tickets.com  worth  another  estimated  $5  million 


Total  estimated  value: 


$1  Billion 


ing  Private  Ryan.  As  a  p 
ducer,  when  Spielberg  senj 
the  director  is  on  the  rii 
track,  he  stays  in  the  bai 
gi'ound.  "You  can't  dictate  (i 
ativity  to  someone  else,  ani 
you  do,  the  project  fails.  Stej 
understands  that,  which  is 
we  all  want  to  work  vrith  hij 
says  Robert  Zemeckis,  who  i 
made  such  hits  as  Back  to\ 
Future    and    Who  Frati 
Roger  Rabbit?  for  SpielbeH 
For  less  proven  talent,  S}( 
berg  pitches  in,  immersing  \\ 
self  in  casting,  reworkinj 
sciipt,  or  devising  some  spe 
effect.  While  he  often  inv 
comment,  even  dissent,  in 
end,  his  gut  rules.  On  the  si 
to-be-released  The  Mask 
Zorro,  Spielberg  sent  in 
single-spaced  pages  of  so 
changes  the  day  after  Ckl 
mas,  even  though  the  sti 
was  shut  down.  When  oni 
the  young  screenwriters, 
Elliot,  disagreed  with  som| 
Spielberg's  prescriptions,  S 
berg  listened  attentively,  t 
ovemaled  him.  "He  sent  rj 
memo  a  couple  of  days  Ij 
that  in  essence  said,  'Look,! 
is  Hollywood,  this  is  how  I 
done.'  0.  K.,  so  we  did  it  I 


sent  Spielberg  with  their  best    way,"  he  says. 


FLOUR  POWER.  He  also  it 
deeply  involved  with  m(j(| 
matters — especially  budj| 
That's  i-are  in  an  industiy  wif 
$100  million  bombs  are  beii 
ing  commonplace  and  tale 
directors  such  as  Francis 
Coppola  and  Michael  Ci) 
have  severely  damaged  thai 
reers  vwth  profligate  spend 
As  a  boy,  Spielberg  lea 
that  if  he  wanted  to 
movies,  he  had  to  watch 
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m  line.  Movie  film  was  expensive,  forcing  him  to  eclit  in  his 
to  save  footage,  a  practice  he  still  employs.  Tb  simulate  ex- 
ins,  Spielberg  relied  on  bags  of  flour  hui'led  into  the  air. 
this  day,  Spielberg  is  always  on  the  lookout  for  ways  to 
costs  dowTi.  On  Savhtg  Private  Ryan,  the  construction 
built  a  radar  facility  facing  in  the  wrong  direction — 
;ht  into  the  sun.  "A  lot  of  du-ectors  might  have  torn  the 
down  and  stalled  over  again,  costing  someone  a  heck  of 
of  money,"  says  Hanks.  But  Spielberg  quickly  adjusted 
hot  he  needed,  making  do  with  what  he  had.  "I  have 
'  been  around  a  director  who  works  so  fast,"  adds 
s.  "You  set  up,  and  he  shoots  the  scene  and  goes  on  to 
ext  one.  A  bunch  of  us  on  this  movie  had  directed  our 
no\nes,  and  we  all  stood  around  amazed." 

saving  is  too  small  for  Spielberg.  Wlien  he  showed  up  on 
for  Amistad,  a  refrigerator  wasn't  working,  and  Spielberg 
roducer  Debbie  Allen  not  to  pay  for  it.  But  that  was  the 
)f  Allen's  problems.  Just  weeks  before  shooting  was  to  be- 
pielberg  called  up  demanding  that  she  cut  $20  miUion  out 

already  trimmed-down  $56  million  budget.  "He  told  me, 
y,  that  film  isn't  getting  made  until  it  has  a  '3'  in  front  of 
iget,  so  get  cutting."  So  Allen  scrambled  to  change  most 

shooting  from  Africa 
!  Caribbean,  and  the 

came  in  on  budget, 
slberg,  of  course,  isn't 

ne  to  cost  overruns. 

liis  first  big  hit,  was 

ted  at  $3.5  million  and 

up  costing  $9.8  mil- 

^.I\d  both  Hook  and 

two  of  his  less  suc- 

1  films,  were  vastly 

ludget.  Even  so,  over 

lurse  of  his  long  ca- 

e  has  been  on  target 

•re  often  than  most. 

ilberg  isn't  just  good 

ing  money,  he's  good 

iting  it — piimarily  by 

J  ever-smarter  deals 

nself.  Early  in  his  ca- 

e  was  content  to  earn 

i-sum  fee  on  each  pic- 

3  directed — $1  million 

ise  Encounters,  foi"  in- 
Then,  in  1981,  when 

acted  Raiders  of  the 

rk  for  George  Lucas, 

iiHed  to  forgo  big  fees 


The  Producer  as 
Philanthropist 

As  chairman  of 
Starbright, 
Spielberg  provides 
online  links  to 
children's  hospital 
wards 


in  favor  of  a  percentage  of  gross  rev- 
enues. Since  then,  for  each  film  he  di- 
r"ects,  he  gets  close  to  20^  for  every  $1 
that  the  studio  gets.  For  those  he  pro- 
duces, the  split  is  50-50,  after  the  stu- 
dio covers  its  production,  marketing, 
and  distribution  costs.  And  then  there 
are  the  profits  ft'om  video  sales  and 
royalties  on  merchandise.  In  the  case 
of  Jurassic  Park,  the  movie  gr'ossed 
more  than  $950  million  and  Spielberg's 
take  was  $294  million. 
KINDLY  MONSTERS.  These  days,  Spiel- 
berg's attentions  are  drawn  to  far 
more  than  just  movie  ideas  and  fea- 
tui'e-length  films.  Thanks  again  to  his 
clan  of  kids,  Spielberg  has  assigned 
two  members  of  DreamWorks'  con- 
sumer-products unit  to  report  direct- 
ly to  him  on  new  toys  for  him  to 
tui'n  into  animated  films  or  cartoon 
shows.  One,  called  Igor,  was  the  in- 
spii-ation  for  Toonsylvania,  a  cartoon 
show  about  kindly  monsters  that  is 
now  spawning  its  own  toy  line. 

An  even  stronger  interest  for  Spiel- 
berg is  Sega  GameWorks,  a  Dream- 
Works partnership  with  Sega  Enter- 
prises and  Univei-sal  to  bmld  futuristic 
video  arcades  and  rides  across  the  country.  It  was  he  who  de- 
signed the  dai"k,  wai'ehouse-style  interiors  of  the  ai'cades,  and 
the  games  and  rides  that  clang  away  in  the  cavernous  space. 

Although  he  is  generally  a  conservative  investor, 
with  roughly  80%  of  his  holdings  in  cash  or  other  liquid  as- 
sets, Spielberg  is  dipping  a  toe  in  the  raging  online  world 
with  a  15%  stake,  or  about  $10  million,  in  idealab!,  a 
Pasadena  Internet-content  company  and  several  associated 
operations.  He  also  serves  as  the  creative  funnel  in  a  joint 
venture  with  Microsoft  Corp.,  called  DreamWorks  Interac- 
tive, to  make  online  games.  And  to  sate  his  appetite  for  fast 
food,  an  affliction  he  shares  with  Katzenberg,  the  two  have 


Anatomy  of  a  Spielberg  Hit 

Jurassic  Park  grosses  $951  million. ..and  Spielberg 
walks  away  with  $294  million.  Here's  how: 

►  50%  of  gross  goes  to  the  studio,  in  this  case 
Universal. 

►  Spielberg's  17.5%  of  the  studio's  take  gives  him  a 
cut  of  $83  million. 

►  He  then  gets  50%  of  studio  profits.  After  Universal 
pays  Spielberg  his  $83  million,  plus  production,  adver- 
tising, and  distribution  costs  of  $120  million,  the  movie 
makes  $242  million,  of  which  Amblin,  wholly  owned  by 
Spielberg,  gets  $121  million. 

►  50%  of  profits  from  video  sales.  Spielberg  takes 
home  another  $60  million. 

►  50%  of  TV/cable  fees.  Spielberg  hauls  in  $20  million. 

►  50%  of  royalties  on  Jurassic  Park  toys  and  other 
merchandise.  Spielberg  gets  $10  million. 


Total:  $294  Million 
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started  two  submarine-themed  restaurants  called  Dive! 

The  last  few  years  have  also  kindled  in  Spielberg  a  philan- 
thi'opic  urge  that  has  him  spending  big  chunks  of  money  and 
time  on  issues  he  cai'es  deeply  about.  After  making  Schindler's 

List,  he  spent  $85  mil- 
lion to  support  Jewish 
culture  and  education. 
One  project:  recording 
video  histories  of  more  than  41,000  Holocaust  survivors.  Spiel- 
berg often  watches  the  videos  as  they're  being  recorded  via  a 
high-speed  hookup  from  his  office.  As  chairman  of  the  Star- 
binght  Foundation,  which  provides  online  links  to  children's 
wards  in  hospitals,  Spielberg  has  enlisted  his  Hollywood 


Cover  Story 


finends  to  help  raise  $40  million.  He  often  visits  hospil 
helping  ailing  children  explore  new  media. 

Whatever  else  he  does,  Spielberg  will  always  find  time 
fun.  He  is  an  avid  skeet  shooter,  even  threatening  to  tak( 
General  Nonnan  Schwartzkopf,  who  chairs  Starbright's  e 
tal  campaign.  And  ever  the  kid,  he  stops  by  neai'ly  every 
at  DreamWorks  Interactive  to  play  some  of  its  new  v 
games.  Often,  he  brings  one  of  his  kids  along  for  a  se( 
opinion.  Does  he  .ever  worry  that  he  will  run  out  of  ideas 
don't  have  enough  time  in  a  lifetime  to  tell  all  the  stori 
want  to  tell,"  says  Spielberg.  It  sounds  like  the  master 
i-yteller  is  going  to  be  busy  for  a  long  time  to  come. 

By  Ronald  Grover  in  Los  Ang 


Will  This  Be  DreamWorks'  Dream  Summer? 


Steven  Spielberg  isn't  the  only 
one  hustling  on  DreamWorks' 
projects.  His  partner  Jeffrey 
Katzenberg  has  his  own  four  ani- 
mated films  to  complete  over  the 
next  three  years.  On  a  recent  June 
evening,  Katzenberg  was  huddled 
with  composer  Hans  Zimmer,  try- 
ing to  work  out  the  kinks 
in  the  soundtrack  of  El 
Dorado,  DreamWorks' 
animated  musical  about 
Hernan  Cortez  and  Mon- 
tezuma. After  trying  for 
more  than  an  hour  to 
patch  up  a  poorly  sung 
number,  the  pair  threw 
up  their  hands  and 
went  out  to  get  a  Chi- 
nese dinner. 

That's  DreamWorks  in 
a  nutshell,  ever  since 
Spielberg,  Katzenberg, 
and  David  Geffen 
launched  their  ambitious 
new  studio  back  in  1994: 
lots  of  work  and  mixed 
results.  So  far,  there  have  been  no 
big  hits  of  the  soil  envisioned  when 
the  studio  was  first  formed.  The  stu- 
dio's fir'st  theatrical  release,  The 
Peacemaker,  a  George  Clooney 
thriller  about  a  nuclear  attack  on 
New  York,  barely  broke  even.  The 
same  pattern  held  for  Amistad,  the 
tme  story  of  a  slave-ship  uprising 
and  Spielberg's  first  DreamWorks 
film.  The  other  two  movies  Dream- 
Works has  released  made  only  small 
profits. 

Now,  that  coulfl  be  about  to 
change.  The  betting  in  Hollywood  is 
that  Di'eamWorks  will  have  a  couple 
of  big  hits  by  the  end  of  the  summer. 
Over  the  next  two  months,  the  stu- 
dio is  set  to  release  two  new  films: 
Spielberg's  Saving  Private  Ryan — 
which  some  studio  execs  say  is 
among  his  finest  work — and  Small 


Soldiers,  the  Toy  Stori/-gone-bonkers 
tale  of  Kttle  action  figures  who  take 
over  a  town.  Later  in  the  year, 
DreamWorks  will  release  the  $73 
million  animated  story  of  Moses,  The 
Prince  of  Egypt. 

Cranking  up  the  first  new  Holly- 
wood studio  in  65  years  has  been  a 


Three  Men 
AND  A  Studio 

So  far,  Spielberg, 
Geffen,  and 
Katzenberg  haven't 
met  expectations 


slow  and  enormously 
expensive  undertaking. 
So  far,  the  studio  has 
burned  through  nearly 
half  the  $2.7  billion  in 
private  equity  and  debt 
it  originally  raised.  But 
DreamWorks,  which 
now  employs  1,600  people,  has  been 
gi-adually  building  its  film,  television, 
and  music  units.  Spielberg  is  in 
charge  of  feature  films  and  TV  anima- 
tion, while  Katzenberg,  the  former 
Walt  Disney  Co.  studio  chief,  takes 
on  his  alma  mater  in  animated  fea- 
tures and  television  series.  Mean- 
while, Geffen  is  the  primary  deal- 
maker  and  also  heads  the  music 
business. 

Geffen,  for  one,  is  predicting  that 
even  a  modestly  successful  crop  of 
movies,  TV,  and  CDs  should  yield  $300 


million  in  positive  cash  flow  by  the 
end  of  1999.  That's  about  what  the 
DreamWorks  team  expected  from 
the  beginning,  they  say.  "When  we 
first  got  started,  people  wanted 
drive-thi'ough  results  from  us,"  says 
Katzenberg.  "They  weren't  ready  tc 
wait  for  the  food  to  be  cooked.  Nom 
we're  cooking." 
CRAP  SHOOT.  Already, 
Dream Woi'ks  is  getting  a 
hefty  boost  from  its  half- 
interest  in  the  meteor 
blockbuster  Deep  Impact 
In  television,  the  studio 
stands  to  make  upwards 
$300  million  through  an- 
other Paramount  deal  to 
syndicate  its  abc  hit,  Spi 
City.  As  with  any  Holly- 
wood studio,  the  future  ii 
a  crap  shoot.  Budgets  an 
skyrocketing,  and  compel 
tion  has  never  been  mon 
intense.  Katzenberg  is  ra 
ing  to  release  the  compu 
er-generated  insect  tale 
Ayitz  on  Oct.  2,  six  week 
ahead  of  Disney's  A  Bug 
Life,  for  instance. 

DreamWorks  is  not  ye 
out  of  the  woods.  ExcepI 
for  its  one  hit  show,  the 
television  unit  under 
Katzenberg  has  been  a 
disappointment.  And  plans  to  con- 
struct a  huge,  state-of-the-art  stud; 
near  Los  Ajigeles  International  Ail 
port  are  only  now  getting  under  w 
after  years  of  legal  and  environmei 
tal  obstacles.  Still,  investors  don't 
seem  concerned.  "If  they'd  sell  me 
more,  I'd  buy  it  in  an  instant,"  say 
billionaire  Paul  Allen,  who  o^atis 
18.5%.  Spielberg  insists  he's  happy 
and  in  for  the  long  haul.  A  good 
thing,  too:  Spielberg  is  Dream Wor) 
most  valuable  asset. 

By  Ronald  Grover  in  Los  Angt 
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Lots    of   companies  have 


Ho 


a   mission  statement. 


w   many   have    a  mission 


Our  mission?  (heatc  better  ways  to  reach  out  and  hel])  make  sure  people 
o(>t  tile  health  care  tliev  need.  We  are  not  newcomers  to  this  "oal.  ■  In  lact,  we  ve 

already  committed  more  than  160  million 
dollars  towards  initiatives  specifically  desigued 
to  huild  access,  not  walls.  One  example  is  USQA! 


the  riatioual  dataljase  we  use  to  identih^  |)eople 
who  need  access  to  special  care.  Aiicl  to  remind 
memljers  to  see  their  j)liysicians  for  critical  check- 
ups and  screenings.  We  ve  also  teamed  w  ith  .lohns 
Hopkins  to  create  InteliHealth,  the  most  comprehensive  online  consumer  health 
information  netwoik.  Another  investment  yielded  the  Acadenuc  Medicine  and  Managed 
Care  Fonim.  Tliroughit  we  ve  fimded  research  to  improve  access  to  care.  ■  And  we  \  e  joined 
with  the  American  Heart  Association  in  wariiini'  women  about  the  niunbei'  one  threat  to 
their  health  —  heart  disease.  Simplv  said,  we're  putting  oui'  mone\  firmlv  w  here  our 
mission  is.  That  s  the  price  of  entry  for  having  one  to  begin  w  ith.  ■  hOr  our  biochure 
on  how  we  ai(>  raising  the  (|ualitv  of  health  care.  coiUact  us  at  ^^J^'E'^OcI 
1-800-AETNA-42  or  our  Qualhy  Center  at  www.aetnaushc.com.       US  Healthcare 

Rai^inii;  llii-  ijualilv  o( 
lirallli  l  aic  ■  in  Aiiit-iica. 
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Government 


LOBBYISTS 


GOT  A  PROBLEM? 
DR.  ICKES  IS  IN 

The  liberal  tough  guy  sets  up  shop-and  what  a  client  list 


It's  a  busy  night  at  Kinkead's,  a  chic 
Washington  eatery,  and  Harold 
Ickes  is  starting  to  relax  as  only  he 
can:  He's  staring  intently  at  his  din- 
ner roll  as  he  tears  it  into  ever-smaller 
pieces.  For  a  moment,  it  seems  just  like 
old  times.  Christopher  Dodd,  the  garm- 
lous  Connecticut  senator  who  until  re- 
cently headed  the  Democratic  National 
Committee,  stops  by  to  chat.  Diners 
crane  for  a  look  at  Ickes,  an  intense, 
blade-thin  man  hunched  in  a  booth,  and 
realize  that  he's  somebody — even  if  they 
can't  quite  say  who. 

Well,  he  is,  and  he  isn't.  There's  no 
question  that  Ickes  used  to  be  some- 
body high  in  the  capital  firmament.  As 
White  House  deputy  chief  of  staff,  he 
was  Bill  and  Hillaiy  Clinton's  shredder. 
His  job:  doing  unto  political  foes  exact- 
ly what  he  has  done  to  his  dinner  roll. 
An  architect  of  the  President's  '96  re- 
election campaign,  Ickes  helped  put  to- 
gether the  money  machine  that  chewed 
up  Bob  Dole.  To  feed  the  beast,  cam- 
paign-finance laws  were  stretched  to 
the  limit  and  perhaps  beyond — a  feat 
for  which  Ickes  makes  no  apologies. 
CHUTZPAH.  Then  Donorgate  exploded, 
and  Ickes  found  himself  expendable. 
"Harold  was  seen  as  someone  who  is 
toxic,"  says  friend  and  fellow  White 
House  confidante  Susan  Thomases.  Just 
days  after  the  CKnton  landslide,  he  was 
dumped  by  new  staff  chief  Erskine  B. 
Bowles.  Ickes  walked  out  with  50  box- 
es of  documents — some  of  which  he 
turned  over  to  Republican  investiga- 
tors— and  hasn't  looked  back. 

Now,  he's  Harold  M.  Ickes  Esq., 
would-be  power  lobbyist.  He  has  opened 


ICKES  AND  ENRIGHT: 
LURING  UNIONS  AND 
PESTICIDE  MAKERS 


a  Washington  office  for  Ms  old  New  York 
law  fiiTn,  Meyer,  Suozzi,  English  &  Klein. 
And  teaming  up  with  longtime  aide  Jan- 
ice Enright,  he  has  launched  the  Ickes 
&  Em-ight  Group,  consulting  for  clients 
from  unions  to  chemical  companies.  The 
tab?  Anywhere  from  $10,00()  to  $20,(X)0  a 
month.  "Harold's  bad-guy  reputation  ac- 
tually works  for  him,"  says  Democratic 
lobbyist  and  ex-White  House  aide  Steve 
Ricchetti.  "His  appeal  is  as  someone 
who's  both  connected  and  tough." 

Still,  Ickes  Inc.  is  an  act  of  consider- 
able chutzpah.  His  list  of  nonfans  starts 
with  Bowles,  a  starchy,  time-chart-ob- 
sessed investment  banker  who  couldn't 
abide  Ickes'  tantiTuns,  profanity,  or  back 


channel  to  the  Oval  Office.  "Erskine 
threatened  by  Harold,"  says  a  fori 
White  House  official. 

Then  there  are  the  foes,  Democi 
and  Republicans  alike,  whom  Ickes 
trampled  in  the  mosh  pit  of  polit 
combat.  "Harold  is  smart,  tough, 
meticulous,"  sighs  one  senior  Clintor 
ficial.  "But  he  just  can't  help  him 
from  rolling  over  people." 

Finally,  there  are  Republican  Doi 
gate  probers  who  suspect  Ickes  is 
the  center  of  all  manner  of  dark  ( 
spiracles.  "Ickes  is  the  modern- 
equivalent  of  Nixon's  plumber,"  s 
conservative  legal  gadfly  Larry  K 
man,  whose  nonstop  depositions  i 
sheaf  of  anti-Clinton  lawsuits  are 
reason  Ickes  has  nan  up  a  $300,000  li 
bill.  "He  knows  more  about  how 
Administration  operates,  legally  am 
legally,  than  any  other  living  persoi 
FRIENDSHIP.  Despite  the  controver 
swii'ling  around  him  (page  106),  Ickc 
loath  to  quit  Washington.  Rather  t 
slinking  back  to  Manhattan,  he  deci 
to  build  a  business  on  the  unst£ 
premise  of  liis  continuing  fiiendsliip  ' 
the  Clintons — if  not  all  their  mini 
(The  link  was  underscored  when,  th 
deep  in  the  Monica  Lewinsky  scari 
the  Prez  called  Ickes  in  Californi: 
seek  help  with  damage  control.) 

"We  had  to  do  something,"  says 
right.  "We  were  basically  chased  oi 
the  White  House."  Adds  Ickes,  whoj 
stopped  tortming  his  dinner  and  is  j 
sipping  a  cranbeny  juice  and  vodk  ' 
was  out  of  politics.  I  know  a  lot  of 
pie  in  town  and  know  how  the  i ' 
w  orks.  I  thought:  'That's  got  to  be 
able  to  some  people.' " 

Apparently,  Ickes  figured  right.  1 
ing  on  past  ties  as  a  labor  lawye 
has  a  core  of  unions  and  New  ^ 
based  groups  as  clients.  They  ii 
the  American  Federation  of  Te. 
■  Service    Employees'  Internal 
Union,  and  its  powerful  affiliate.  ' 
1199  of  the  hospital  workers'  imioi 
es  has  pipes  into  the  afl-cio  and  I 
vrith  the  campaign  to  defeat  Cahfo 
Proposition  226 — which  would 
ciu'bed  political  donations  by  uj 
Now,  he  is  trying  to  talk  labor 
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John  J.  Sweeney  into  letting  him  repre- 
sent the  AFL-cio.  "I  expect  we'll  cut  a 
deal  soon,"  says  Ickes. 

Other  clients  include  the  New  York 
City  Council,  a  gift  fi"om  upwardly  mo- 
bile Council  Speaker  Peter  Vallone. 
Ickes  is  an  unpaid  adviser  to  Vallone's 
campaigTi  for  the  Democratic  g-ubema- 
torial  nomination.  He  also  counsels  the 
Greater  New  York  Hospital  Assn.  on 
ways  to  hve  with  new  Medicare  reim- 
bursement caps  and  does  some  work 
for  the  Democratic  Governors'  Assn. 

Ickes'  most  lucrative  client  is  the 
Commonwealth  of  Puerto  Rico,  which 


THE  IGKES  FILES 

White  House  controversies  keep  dogging  Ickes 

CAMPAIGN  CONSPIRACY  A  Justice  Dept 
task  force  wants  to  know  if  Ickes  and  other 
top  Clinton  aides  evaded  federal  spending 
limits  in  the  '96  Presidential  campaign  by 
tunneling  some  $35  million  to  state  Demo- 
cratic parties.  The  cash  was  controlled  by 
the  Democratic  National  Committee,  which 
was  largely  controlled  by  Ickes.  He  claims 
his  actions  were  legal. 

INDIAN  CASINOS  An  independent  counsel 
is  investigating  whether  '95  campaign  con- 
tributions from  one  Indian  tribe  led  Ickes  to 
pressure  Interior  Secretary  Bruce  Babbitt  to 
turn  down  a  rival  tribe's  application  for  a 
gamblmg  license.  Ickes  says  he  was  misin- 
terpreted and  denies  any  impropriety. 

TEAMSTERS  CORRUPTION  As  White 
House  political  gatekeeper,  Ickes  granted 
numerous  favors  to  embattled  Teamsters 
President  Ron  Carey.  A  House  subcommittee 
is  looking  into  whether  he  interceded  with 
Labor  Dept.  officials  and  the  U.S.  Trade  Rep 
in  exchange  for  contributions  from  the 


union. 


could  surprise  his  friends  on  the  left. 

For  instance,  Ickes  works  for  the 
Coahtion  for  Asbestos  Resolution.  It 
consists  of  companies— ainong  them  gaf, 
Georgia-Pacific,  Kaiser  Aluminum,  and 
U.  S.  Gypsum — that  want  protection 
from  potentially  huge  worker-health 
claims.  It  is  backing  legislation  by  Reji- 
resentative  Henry  Hyde  (R-Ill.)  that 
would  set  up  a  timst  fund  for  payouts 
and  establish  an  arbitration  procedure. 

Then  there's  the  Alhance  for  a  Fair 
Tobacco  Settlement.  Made  up  of  outfits 
including  Owens-Coming,  Owens-IlUnois, 
W.  R.  Grace,  and  the  Johns  Manville 
Trust,  AFFTS  hii'ed  Ickes  and  for- 
mer Wliite  House  legislative  af- 
fairs cliief  Patrick  Giiffin  to  help 
tap  the  proposed  Senate  tobacc" 
settlement  for  up  to  $25  billion. 
The  money  was  to  go  to  as- 
bestos-exposed workei"s  who  als(  i 
smoke,  a  combination  Ickes  says 
vastly  increases  the  odds  an  em- 
ployer will  be  hit  with  an  as- 
bestos health  claim.  The  collapse 
of  the  tobacco  bill  has  fi'ozen  the 
effort  for  now. 

"HEU.  DO  FINE."  Ickes  &  Emight 
also  has  been  retained  by  the 
American  Crop  Pi'otection  Assn., 
which  represents  pesticide  mak- 
ers. Members  include  Dow 
Chemical,  DuPont,  and  Ameri- 
can Home  Pi'oducts.  "Companies 
want  to  sell  all  the  chemicals 
they  can  sell,"  Ickes  says.  "They 
won-y  that  a  new  pesticide  law 
passed  in  1996  is  so  broad  that 
the  Environmental  Protection 
Agency  is  going  to  inm  vrild." 

Is  this  the  same  Ickes  who 
worked  for  Jesse  Jackson's  1988 
Presidential  campaign,  railed 
against  the  rightwaixl  lui'ches  of 


lcke_s_denie_s_anyjm_kage_.   former  White  House  Svengali 


FEATS  OF  KLAYMAN  Conservative  gadfly 
Larry  Klayman  of  Judicial  Watch  is  hounding 
Ickes  over  his  role  in  the  Filegate  affair  and 
has  forced  him  to  testify  under  oath.  Ickes 
shrugs  off  allegations  that  he  was  involved  in 
any  decision  to  review  private  FBI  files. 

retains  him  to  run  interference  with  the 
departments  of  Labor  and  Health  & 
Human  Services.  Ickes'  pals  are  sprin- 
kled thi-oughout  both  agencies.  And  he's 
advising  Governor  Pedro  Rossello  on 
the  battle  for  statehood. 

Although  his  liberal  views  were 
shaped  by  his  early  days  in  West  Side 
Manhattan  poUtics,  Ickes  knows  that  no 
lobbyist  worth  his  Guccis  can  survive 
solely  on  a  progressive  client  list.  So 
he's  angling  for  business  clients,  too. 
And  some  of  the  ones  he's  snagging 


Dick  Morris,  and  called  Clinton's 
decision  to  back  welfai'e  refonii 
a  mistake?  Yep.  But  Ickes  isn't 
upset  by  the  incongioiity.  "Most 
lobbying  issues  are  decided  on 
the  merits,"  he  says.  "But  busi- 
ness operates  on  paranoia.  This 
feai'  leads  to  a  thii-st  for  infomiation — and 
with  my  contacts,  I  can  supply  it." 

Can  Ickes,  the  foiTner  political  head- 
banger,  make  a  go  of  it  as  a  silken  Wash- 
ington lobbyist?  Why  not,  say  chums. 
"He'll  do  fine  living  off  his  Rolodex,"  says 
fellow  Democratic  lobbyist  Michael 
Herman.  "As  for  Harold  being  out  of  pol- 
itics, forget  it.  If  Al  Gore  suddenly  fijids 
himself  in  trouble  two  years  from  now  in 
New  York,  who  do  you  think  he's  going 
to  call?" 

By  Lee  Walczak  in  Washington 
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Know  thy  customer.  New  Business  Intelligence  software  tools  can  help  you  1 
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y,  you  might  manage  it  differently.  Less  than  10%  ofcorporate  data  is  ever 
ge  the  "other  90%"  of  your  data  assets  and  turn  business-as-usual  into  Business  Intelligence.  So  you  can  spot 
.  Identify  and  reward  best  customers.  And  give  your  people  on  the  spot  the  tools  to  make  better-intormed 

fs  results.  Speaking  of  results,  visit  w  u  \v..softMare.ibm.com/bis  

Dr  call  us  today  at  1  800  IBM-7777,  priority  code  6C8AS007.      Solutions  for  a  small  planet "  ~  i;. 
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•  Group.  Managers  at  this  Korean  conglomerate  u.sed  to  wait  days  for  infirmation  that's  now  available  on  their  desktops  in  seconds. 
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EXECUTIVE  SURVEY 


AN  OUTBREAK 
OF  OPTIMISM 

U.S.  execs  brim  with  confidence,  despite  the  Asian  fallout 


For  five  years,  business 
WEEK  has  asked  coi-porate 
executives  to  naminate  on 
the  economy  and  their  com- 
panies' prospects.  And  for  five 
yeai's,  without  fail,  they've  shout- 
ed back  something  like  . . . 

"Sensational!"  That's  Alan  C. 
Greenberg  raving.  The  chaimian 
of  Bear,  Steams  Cos.  is  as  bullish 
as  they  come — but  he's  not  so  dif- 
ferent from  the  norm.  Since  the 
BUSINESS  WEEK/Han-is  Executive 
Outlook  poll  first  appeared  in 
1993,  at  the  start  of  the  cuiTent 
expansion,  America's  business 
leaders  have  demonstrated  un- 
wavering faith  in  the  pei-petua- 
tion  of  economic  nii-vana — simul- 
taneous steady  growth,  low 
inflation,  and  full  employment. 

Executives  today  appear  more 
fervently  optimistic  than  ever. 
On  average,  they  estimate  that 
their  companies'  revenues  will 
jump  10.7%  over  the  next  12 
months.  Profits?  Up  12.3%,  they 
say,  a  gain  that  would  eclipse 
the  9.4%  pace  set  in  1997.  Some  62% 
say  their  hiring  will  go  up — at  an  av- 
erage rate  of  4.1% — and  74%-  think  in- 
vestment will  increase — at  7.1%..  Both 
ai"e  at  the  highest  levels  since  our  sur- 
vey began.  Respondents  applaud  not 
just  Federal  Reserve  Board  Chairman 
Alan  Greenspan's  performance,  but 
President  Bill  Clinton's  as  well. 
"BUMPS  AND  NOISES."  Great 
expectations  extend  across 
the  manufacturing  and  ser- 
vice sectors  and  across  re- 
gions. Within  30  miles  of 
Evansville,  Ind.,  for  example, 
Old  National  Bancorp  Presi- 
dent Ronald  B.  Lankford  can 
find  a  Toyota  pickup  truck  as- 
sembly plant  just  about  to 
open,  an  AK  Steel  finishing 
factory  in  the  works,  and  a 
com  processing  plant  under 
construction.  Retail  demand 
is  vibrant,  and  labor  is  tight. 


"When  you  go  to  shopping  centers,  the 
first  thing  you  see  is  'Help  Wanted' 
signs,"  Lankford  notes. 

That  said,  a  few  fissui'es  are  start- 
ing to  appeal'  in  execs'  confidence.  Some 
38%  of  respondents  now  expect  gi'oss 
domestic  product  gi-owth  to  decHne.  "I'm 
seeing  enough  bumps  and  noises  to 
think  that  'very  optimistic'  may  be  too 
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optimistic,"  says  J.  Scott  Edwards, 
ecutive  vice-president  of  ccb  Finai 
Corp.,  a  bank  holding  company 
Durham,  N.  C. 

One  thing  worrying  Edwards 
others  is  the  ominously  widening  st 
at  General  Motors  Corp.,  which,  a 
June  30,  had  idled  172,000  gm  wor 
nationvdde.  Executives  also  fret 
creasingly  about  labor  shortages.  ' 
single  thing  I  see  that  might  cause 
economy  to  slow  down  might  be 
availability  of  skilled  workers,"  i 
James  M.  Zinn,  CFO  of  Ca 
One  Financial  Corp.  The  cr( 
card  issuer  intends  to  add  S 
workers  ihis  year  to  its  bas 
6,000,  but  it  faces  local  mar 
with  4%  to  5%  unemployr 
rates. 

OVERSEAS    SEARCH.  For 

most  part,  the  labor  en 
hasn't  yet  translated  into  hij 
wages.  Executives  say  their 
roll  should  lise  by  just  3.! 
the  next  year.  For  many  tei 
cal  jobs,  though,  salaries 
soaring.  Software  maker 
dence   Design  Systems 
which  expects  employme 
jump  25%',  increasingly  is 
overseas  in  search  of  cheap< 
bor,  says  CEO  Jack  Hardin, 
just  broke  groimd  on  a  60 
campus  in  Scotland  that  vnii 
ploy  2,000. 

Then  there's  Asia.  "I 
there's  a  bigger  impact  fron 
economic  situation  there 
people  have  seen  or  are  w 
to  see,"  says  Carl  W.  Neun 
at  Tektronix  Inc.  The  high 
equipment  maker's  Asian  busine 
down  20%..  Likewise,  managers 
whei'e  have  tempered  their  expects 
for  overseas  revenues  this  year; 
29%  think  exports  overall  will  incr 
down  fr'om  55%  who  said  so  a  year 
At  the  same  time,  though,  mos 
an  upside  to  the  region's  troubles 
one  thing,  argues  trw  Inc.  Pres 
Peter  S.  Hellman,  "an; 
duction  in  exports  shou 
offset  by  an  increase  h 
mestic  consumption,"  ' 
helping  to  stave  off  infl; 
Executives'  cheer,  in  ( 
words,  won't  easily  be 
off.  "When  you  look  a 
statistics,  it's  hard  to  ar 
says  SunAmerica  Inc. 
Chairman  Jay  S.  Wiri 
These  bulls  just  won't) 
mnning.  '  | 

By  Keith  H.  Hamrm 
in  New  York  ' ' 
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ONFIDENCEGAME 

/erall,  how  would  you  characterize  your  outlook  for  the  U.S. 
;onomy  in  the  next  12  months? 

JUNE  DEC.  JUNE  DEC.  DEC.  DEC.  DEC. 
1998      1997     1997     1996      1995      1994  1993 

!ry  optimistic... 17%. ...23%. ..19%. ..13%  8%.... 13%  3% 

)mewliat 

optimistic  78% ....73% ...77% ...80%  ..79%.. ..76% ...80% 

jmewhat 

pessimistic  5%  4%  3%  7%. ..13%.. ..11%. ..16% 

!ry  pessimistic  ....0%  0%  1%  0%  0%  0%  1% 

~OWER  GROWTH 

impared  with  the  last  12  months,  do  you  think  the  rate  of 
owth  of  the  gross  domestic  product  will... 

JUNE  DEC.  JUNE  DEC.  DEC.  DEC.  DEC. 
1998      1997     1997     1996     1995      1994  1993 

)up  16%  27%. ..27%.. .27%. ..30%.. ..38%. ..25% 

)down  38%. ...29%. ..21%.. .18%. ..25%.. ..26%  9% 

ay  the  same  46%  ....44%...52%...55%  ...45%.. ..36%  ...66% 

ICILEINFUTION 

mpared  with  the  last  12  months,  do  you  think  the  rate  of 
lation,  based  on  the  CPI,  will... 

JUNE  DEC.  JUNE  DEC.  DEC.  DEC.  DEC. 
1998       1997     1997     1996     1995      1994  1993 

I  up  29%  ....25%. ..37%. ..31%.. .12%  ...53%  ...40% 

down  6%  ....13%  5%  5%.. .15%  6%  5% 

ay  the  same  65%  ....62%...58%...63%...73%  ...40%  ...55% 

in'tknow  0%  0%  0%  1%  0%  1%  0% 

LP  WANTED 

mpared  with  the  last  12  months,  do  you  think  the 
employment  rate  will... 

JUNE  DEC.  JUNE  DEC.  DEC.  DEC.  DEC. 
1998       1997     1997      1996     1995      1994  1993 

up  30%  27%...23%...28%...35%....17%...21% 

down  12%  15%...20%...19%...15%....33%...34% 

ly  the  same  ....58%  58%...57%...53%...50%....50%...45% 

|lNGATFULLTHROnLE 

I I  now  some  questions  about  your  expectations  for  your  company 
!  r  the  next  12  months.  Do  you  think  each  of  the  following  will 

!  rease  or  decrease  between  now  and  December,  1998? 

I  INCREASE     DECREASE       STAY        DONT  AVG.NET 

SAME        KNOW  INCREASE 

'  -TIME  EMPLOYEES 

'  98  (June)  62%  19%  18%  1%  4.1% 

97  ( Dec . )  59%  25%  14%  2%  2.6% 

STMENT  IN  PLANT  AND  EQUIPMENT 

98  (June)  74%   11%  11%  4%  7.1% 

97  (Dec.)  73%  13%  10%  4%  6.2% 

IRTS 

98  (June)  29%  29%  9%  33%  2.4% 

97  (Dec.)  43%  22%  6%  29%  4.8% 

-.  AND  SALARY  RATES 

?8  (June)  94%  1%  5%  0%  3.8% 

)7  (Dec.)  95%  1%  2%  2%  3.6% 

I  'ROFITS 

)8  (June)  82%  9%  5%  4%  12.3% 

,  )7  (Dec.)  85%  9%  4%  2%  10.1% 


KUDOS  FOR  GREENSPAN... 

How  would  you  rate  the  job  Alan  Greenspan  and  the  Federal 
Reserve  are  doing"? 


JUNE 
1998 


DEC. 
1997 


JUNE 
1997 


DEC. 
1996 


DEC. 
1995 


DEC. 
1994 


Excellent  68%  64%  39%  50%  40%  16% 

Pretty  good  30%  33%  51%  44%  52%  50% 

Only  fair  2%  2%  8%  4%  8%  29% 

Poor  0%  0%  1%  0%  0%  5% 

Don't  know  0%  1%  1%  2%  0%  0% 

...AND  FOR  CLINTON 

How  do  you  rate  President  Clinton's  handling  of  the  economy? 


JUNE 
1998 


DEC. 
1997 


JUNE 
1997 


DEC. 
1996 


DEC. 
1995 


Excellent  12%  8%  4%  5%  3% 

Pretty  good  48%  43%  43%  40%  34% 

Only  fair  30%  41%  43%  41%  50% 

Poor  6%  6%  9%  10%  12% 

Don't  know  4%  2%  1%  4%  1% 

WHO'S  AFRAID  OF  THE  EURO? 

What  impact,  if  any,  do  you  think  the  consolidation  of  European 
currencies  into  the  euro  wUl  have  on  your  business? 
Strong  Somewhat 

positive  impact  4%     negative  impact  5% 

Somewhat  Strong 

positive  impact  29%     negative  impact  0% 

No  impact  60%  Don't  know  2% 

ASIAN  CONTAGION 

What  impact,  if  any,  do  you  expect  the  continuing  poUtical  and 
economic  instability  in  Asia  will  have  on  your  business? 
Strong  Somewhat 

positive  impact  0%     negative  impact  52% 

Somewhat  Strong 

positive  impact  7%     negative  impact  4% 

No  impact  36%  Don't  know  1% 

MERGER  MANAGEMENT 

Which  of  the  following  statements  most  closely  reflects  your 
opinion  of  government  oversight  of  mergers  between  companies? 

The  government  too  easily  approves  most  mergers  9% 

The  government  too  often  opposes  mergers  24% 

Government  regulation  of  mergers  is  about  right  66% 

Don't  know  1% 

TELECOM  LIBBERS 

Do  you  think  Congress  should  pass  legislation  that  would 
deregulate  the  telecommunications  industry  in  a  way  that  would 
allow  more  competition  in  local  phone  service,  or  not? 

Should  pass  legislation  71% 

Should  not  pass  legislation  24% 

Don't  know  5% 

Survey  of  308  senior  executives  at  large  public  corporations,  conducted  May  27 
to  June  5,  1998,  for  BUSINESS  WEEK  by  Louis  Harris  &  Associates  Inc.  For  com- 
plete results  go  tO:  www.businessweek.com  or  America  Online,  Keyword:  BW 
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c/o  Chief  Financial  Off icer 


Pri  si  nli  d  III  (is^di  ml  1(111  Willi 

AMERICAN 
INTERNATIONAL 
GROUP,  INC. 

GATEWAY 

IBM  CREDIT 
CORPORATION 

KPMG  PEAT 
MARWICK  LLP 

MILLIMAN  & 
ROBERTSON,  INC. 

SAS  INSTITUTE  INC. 


mill  u-il/i  l/ii  uij>lii>rl  of 
Acura 

The  State  of  Mississippi 

Thunderbird,  The 
American  Graduate 
School  of  International 
Management 


"As  business 
people,  our 
uncertainties 
are  reaching 
well  beyond  the 
boundaries  of 
commerce." 

Dana  G.  Mead 

chairman  of  the  board 
and  chief  executive 
officer,  Tenneco  Inc. 


In  Srotl  .Sliuslcr.  inoderator 
of'l  HK  SkVENTH  ANNIiAL 

Bi:siNF,ss  Week  Koiu  m  ok 
Ciiin-  Financial  Oi  kii^ers 


Business  Week's  seventh  annual  CFOs-only  retreat  drew  nearlv  a  hun 

senior  executives  to  Phoeiux  tliis  sprinif.  aiitl  tliscussion  was  as  wide  ranging  as  today's  top  finance  job  itsi 
Attendees  tiebatecl  tlie  CFO"s  evolving  role  in  corporate  governance,  the  management  of  mergers,  the  prol 
ot  planning  ahead  in  a  global  economy  that  refuses  to  nin  by  the  old  rules,  and  many  other  topics  —  so: 
far  afield  from  finance.  This  year,  the  CFOs  were  joined  for  the  first  time  by  representatives  of  key  extei 
constituencies,  including  a  leading  member  of  tlie  tort  bar  and  a  top  portfolio  manager  who  personifies 
Wall  Street's  ever-more-denianding  expectations.  Here  are  some  highlights  from  an  exhilarating  three  dc 


Do  CFOs  Have  Too  Many  Options? 

The  booming  stock  market  is  good  news,  but  it's 
bringing  a  new  kind  of  stress  to  the  job  of  CFO. 
Consider  the  plight  of  Microsoft's  CFO  Gregory  B, 
Matfei.  Twenty-one  thousand  of  the  company's 
24.000  employees  now  hold  stock  options. 
Microsoft's  commitment  to  options  for  all  has  been 
widely  praised.  "Microsoft  cares  a  lot  about  our 
ability  to  employ  and  retain  people,"  says  Matfei. 
"but  this  is  turning  into  a  dangerous  situation. 
It  would  eat  up  a  full  year's  earnings  to  ccjver 
our  annual  options  exposure.  Our  total  options 
overhang  is  downright  scary:  five  hundred  million 
options  outstanding  with  a  current  market  price 
of  roughly  $90.  and  an  average  exercise  price  of 
about  .$20.  That  is  $3.5  billion  of  in-the-money 
value.  It  is  a  real  concern  over  time,  no  question." 

Others  outside  of  Microsoft  share  the  same 
concern.  One  of  the  naticjn's  most  successfiil  port- 
folio managers.  Howard  F.Ward  of  The  Gabelli 
Growth  Fund  told  the  CFOs.  "I  for  one  am  still 
tiying  to  understand  what's  going  to  happen  to 
the  liability  that  Microsoft  faces  when  their  option 
runs  out  of  steam.  If  anybody  has  that  figured  out." 
said  Ward,  ''I'd  like  to  know." 

Stock  o])tions  are  top  of  mind  for  many  chief 
financial  officers  as  well  as  for  a  growing  number 
of  shareholders  who  are  conceined  about  CEOs 
and  other  senior  executives  carting  off  company 
wealth  in  their  enormous  pay  jjackages.  "I  have 
nothing  against  people  getting  rich  nor  do  any  of 
my  colleagues  at  CREF,"  says  B.  Kenneth  West, 
former  chairman  of  Harris  Bankcorp  and  nov\ 


senior  consultant  on 
corporate  governance  for 
TIAA-CREF,  the  nation's 
largest  pension  fimd.  "We 
want  them  to  get  rich  if 
the  company  is  successful. 
But  mediocre  company 
performance  in  a  rising 
stock  market  is  being 
rewarded  handsomely 
and  that  should  not  be." 

"How  are  these  CEOs 
being  evaluated?"  asks 
Ward.  "If  the  standard 
among  companies  has 
become  'what  can  we 
get  away  with'  instead  of 
"what  is  fair  and  appro- 
priate' then  America's 
love  affair  with  the  stock 
market  is  on  borrowed 
time.''  Ward  praises  the 
recent  performance  of 
coq)orate  America,  but 
says  he  believes  there  are  CEOs  receiving  $101 
million  pay  packages  who  would  stay  in  theii 
jobs  for  $15  million,  and  that  "it  is  up  to  coi|. 
management  to  figure  out  how  to  deal  with  tli. 
Twenty  percent  of  the  CFOs  attending  the 
Business  Week  Fomm  admitted  that  although  i 
boss'  pay  is  too  high,  they  will  not  try  to  do  ajn  i 
about  it  because  their  CEO  would  be  displease. 
(See  CFO  Poll.) 


"Our  total 
options  over- 
hang is  down- 
right scary. 
It  is  a  real 
concern  over 
time,  no 
question." 

Gregory  B.  Maffe 

vice-president,  finare 
and  chief  financial  o1 
Microsoft  Corporat 
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)  Afflict  The  Comfortable 

he  quality  of  public  coiiipaiiy  accounting  in 
lerica  lias  deteriorated  very  significandy  in  recent 
rs,"  declares  attorney  William  S.  Leracli,  and 
that  lias  meant  opjjortu- 
uity  for  Lerach's  famouslv 
wealthy  law  firm.  Mill)erg 
Weiss  Bershad  Uynes  & 
Lerach  LLP,  the  leading 
filers  of  class-action 
lawsuits  against  corpora- 
tions."My  lot  in  life  is  to 
afflict  the  comfortable," 
says  Lerach  (pronounced 
LEER-rack).  and  afflict 
them  he  does,  filing  over 
100  "Lerachings,"  the 
ubiquitous  lawsuits  that 
have  come  to  be  identi- 
fied with  him  personally. 
Lerach  told  CFOs  at  the 
Business  Week  Forum 
that  "compensation  pro- 
grams frequently  tie 
bonuses  to  earnings  tar- 
gets, and  we  all  know  that 
human  beings  change 
their  behavior  in  reaction 
to  changed  incentives." 
When  senior  company 
utives  ask  their  chief  financial  officer  to  misrej)- 
it  coq)orate  results,  how  do  CFOs  respond? 
-five  percent  of  the  CFOs  confirmed  they  have 
ved  such  requests  and  have  fought  them  oft. 
ther  3.3%  of  diose  at  the  Forum  re]iorted  they 
never  been  asked  to  fiddle  with  die  numbers, 
remaining  12%,  responding  anonymously, 
itted  that  they  have  yielded  to  such  reciiiests,  and 
have  misrepresented  coqjorate  financial  results. 

sion  Between  the 
ird  and  the  CFO 

may  Gary  Lynch  of  Davis  Polk  &;  Wardwell, 
Jrmer  head  of  enforcement  for  the  U.S. 
rities  and  Exchange  Commission  questioned 
rend  toward  more  and  more  CFOs  sitting  on 
company's  board  of  directors.  While  the  SEC 
lot  brought  any  action  specifically  delineating 
the  CFO  should  interact  with  the  board, 
h  says  that  "if  you  took  a  poll  around  the 
,  they  would  say  that  there  should  be  a  tension 
een  the  board  and  the  CFO  such  that  the 
1  feels  no  compunction  at  all  about  pushing 
on  the  CFO  for  answers  to  the  board  mem- 
tough  questions.'' 


rhe  quality  of 
xounting  has 
jteriorated 
;nif1cantly  due 
•  the  extreme 
assure  on 
impanies  to 
ow  earnings 
owth." 

illiam  S.  Lerach 

tnen 

Derg  Weiss  Bershad 
les  &  Lerach  LLP 


Robert  Hershey 

national  partner- 
in-charge, 

World-Class  Finance, 
KPMG  Consulting 


You're  Lean  &  Mean.  Now  Lead. 

For  years,  most  CFOs  had  been  focused  on  "taking 
out  the  cost,  which  was  the  right  place  to  start,"  says 
Robert  Hershey,  national  partner-in-charge,  World- 
Class  Finance  practice,  KPMG  Consulting.  "CFOs  have 
succeeded  in  making  their  companies  lean  and  mean. 
I  Jow  they  need  to  bulk  up  the  muscle  by  developing 
measurements,  monitoring  performance,  and  moti- 
vating the  company  to  continue  the  drive  for  revenue 
growth.  By  redefining  the  process  of  performance 
management  CFOs  move  beyond  cost-cutting  and 
start  using  their  departments  to  increase  the  top-line. 
That's  why  the  job  of  CFO  is  gaining  so  much  pro- 
minence. It  is  the  best  spot  in  the  company  to  make 
things  happen." 


The  Millennium  Bug:  More  Than  Computers 

The  "Year  2000"  computer  glitch  surfaced  just  as  large  numbers  of  CFOs 
assumed  responsibility  for  their  companies'  information  systems.  At  first  it  was 
seen  as  a  mere  technical  problem,  hardly  a  matter  for  the  attention  of  senior 
management.  Today  every  CFO  knows  that  the  millennium  bug  jeopardizes 
mission-critical  aspects  of  most  large  enterprises.  In  many  firms  it  is  the  CFO 
who  is  at  the  helm  of  multi-million  dollar  efforts  to  rid  their  company  of  the 
"Y2K"  problem  in  time. 


At  Marsh  &  McLennan  Companies.  Inc..  CFO  Frank 
J.  Borelli  says,  "The  audit  committee  of  the  corpo- 
rate board  of  directors  must  take  a  strong  leadership 
role.  We  rated  the  different  units  and  those  that 
were  not  up  to  par  were  summoned  to  an  audit 
committee  meeting  and  asked  for  a  report  and  then 
follow-up  reports.  That  gets  attention." 

Attorney  Claude  Stern,  partner  in  the  Silicon  Valley 
law  firm  Fenwick  &  West,  warned  that  "every  CFO 
in  this  room  is  with  a  company  that  sells  services  or 
products  that  are  very  likely  not  Year  2000-compliant, 
and  simultaneously  each  of  your  companies  is  reliant 
on  the  products  or  services  of  other  companies  that 
are  similarly  non-compliant.  Everybody"  says  Stern, 
"is  a  potential  Y2K  perpetrator  as  well  as  aY2K  victim." 


Frank  J.  Borelli 

senior  vice-president  and 
chief  financial  officer 
Marsh  &  McLennan 
Companies,  Inc. 


"AY2K  victim  is  exactly  what  we  will  not  be  and 
what  we  will  not  allow  our  customers  to  be,"  vows 
Gateway  CFO  David  McKlttrick.  "Perhaps  we 
have  a  bit  of  an  edge  as  an  IT  company  but  like 
every  other  firm,  Gateway  is  investing  significant 
amounts  of  time,  effort,  and  dollars  to  ensure 
that  both  we  and  our  customers  experience  the 
smoothest  possible  transition.  It's  the  right  thing 
to  do  for  a  lot  of  reasons,"  says  McKittrick.  "If  the 
population  as  a  whole  becomes  unduly  frightened 
by  system  failures  related  to  the  turn  of  the 
millennium,  that  fear  could  present  itself  as  share 
market  volatility.  This  country  has  too  much  invested 
to  allow  that.  Every  company  has  a  responsibility 
to  ensure  that  their  systems  continue  working 
as  usual  -  regardless  of  the  date  on  the  calendar." 


David  McKittrick 

senior  vice-president 
chief  financial  officer 
and  treasurer 
Gateway 
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"If  you  don't 
have  a  strong 
and  effective 
CEO,  as  the 
CFO  you  y^'iW 
be  ramming 
your  head 
against  the 
wall." 

J.  Michael  Losh 

executive  vice-president 
and  chief  financial 
officer,  General  Motors 
Corporation 


Reflecting  the  view  of  many  CFOs,  Eugene  P. 
Beard,  cliief  financial  officer  of  Interpiiljlic  Group 
of  Companies,  says,  "Every  CFO  slio'iild  either 
l)e  a  member  of  their  company's  board  of  directors 
or  at  tlie  veiy  least  attend  all  the  board  meetings. 
Many  CFOs'  role  in  their  company  virtually 
demands  that  they  have  a  seat  on  the  board."  says 
Beard.  "They  are  their  company's  primaiy  point 
of  contact  with  shareholders."  Beard  has  been  a 
member  of  Intcrpublic's  board  for  18  of  his  19 
years  with  the  firm,  but  his  case  is  almost  an  excep- 
tion: Only  22%  of  the  CFOs  attending  the  Fomm 
sit  on  their  comjjany's  board.  While  fully  90%  of 
the  CFOs  do  attend  their  com]jany"s  board  meet- 
ings, more  than  half  of  those  who  are  not  on  their 
company's  board  find  that  that  is  not  enough: 
They  believe  they  should  be  board  members. 

The  CFO/CEOTeam 

The  ra])idly-changing  role  of  the  financial  leader  in 
the  corporate  hierarchy  is  a  to])ic  of  endless  interest 
to  CFOs.  The  chief  financial  officer's  role  on  the 
senior  management  team  has  surged  in  recent 
years.  General  Motors  executive  vice-president  and 
CFO  J.  Michael  Losh  is  a  case  in  point.  But  Losh 
em])hasizes  that  the  CFO  cannot  stand  alone.  '"You 
need  a  great  CEO  to  wcjrk  for."  says  Losh,  "and  at 
CM  we  have  that  today  in  Jack  Smith.  General 
Motors  has  had  some  great  CEOs,  and  we  have  had 
some  that  frankly  did  not  measure  up.  If  you  don't 
have  a  strong  and  effective  CEO,  as  the  CFO  you 
will  be  ramming  your  head  against  die  wall  and  as  a 


CFOs  Sitting  On  The  Cusp  Of  Knowledge 

"The  CFOs  of 'learning'  organizations  use  every 
bit  of  financial,  economic,  and  market  information 
that  exists  in  their  company  to  make  their  business 
work  better  internally  and  compete  better  interna- 
tionally," says  James  H.  Goodnight,  president  and 
chief  executive  officer  of  5A5  Institute  Inc.  "CFOs  of 
,  non-learning  organizations  usually  have  as  much  cor- 

'^^^^I^^Ij^^H  P°''^^^  wisdom  around,  but  they  are  stuck  on  the 
cusp  of  knowledge:  Knee-deep  in  data  rich  with 
potential,  but  unable  to  transform  their  corporate 
knowledge  into  sustainable  competitive  advantage. 
Technologies  like  data  warehousing  and  data  mining 
enable  CFOs  to  get  to  their  data  and  turn  it  first 
into  information,  ind  then  into  the  knowledge  that  will  let  everyone  in  the 
company  see  more,  learn  more,  and  make  better  decisions." 


Dr.  James  H. 
Goodnight 

president  and 

chief  executive  officer 

SAS  Institute  Inc. 


general  rule,  it's  probably  not  worth  it.  Of  course,' 
says  Losh,  "there  are  some  exceptions  to  diat  rule; 
look  at  the  CEO  in  the  White  House;  you  may 
c]uestion  his  personal  style,  but  we  have  a  remark- 
able chief  financial  officer  in  Alan  Greenspan  - 
a  CFO  who  is  the  most  powerfiil  and  influendal 
indi\  itliKil  m  the  world." 

Uncertainties 
That  Change 
Rapidly 

( )ne  of  the  most 
Significant  challenges 
confronting  today's  CF( 
is  the  immense  uncertain 
ty  and  mipredictability  i 
of  the  business  future. 
"Who  could  have  pre- 
dicted the  changes  of  tl 
past  ten  years?"  asks  fo 
mer  U.S.  Senator  Bill 
Bradley,  now  vice- 
chairman,  international 
council  of  J.  P.  Morgan 
&;  Company.  "Pofitical 
change  alone  has 
increased  the  world 
market  by  two  billion 
persons,  and  die  inter- 
dependence of  world 
financial  markets  mean 
that  [)0(jr  banking  regulation  in  Thailand  can 
precipitate  a  500-point  one-day  drop  in  the  stock 
market  in  New  York."  For  CFOs  tiying  to  maiuig  ' 
the  financial  future  of  their  ^smsm^amii^k'>mi t 
com])anies.  says  Bradley, 
"it  is  mind  boggling. 
Things  that  you  diought 
would  nevei'  change  can 
change  tomonow." 

"The  political  sphere 
and  the  financial  and 
capital  markets  are  all  in 
remarkable  flux.  So  are 
all  the  markets  we  all  sell 
our  goods  and  sen'ices 
into,"  says  Tobey  J.  Russ. 
president  of  AICi  Risk 
Finance.  "Political  risk 
coverage  for  Uzbekistan, 
financial  market  risk  cover- 
age inside  an  insurance 
policy,  securidzed  insur- 
ance risk  in  die  capital 
markets,  a  new  asset  class 


"Things  that 
you  thought 
v/ould  never 
change  can 
change 
tomorrov/." 

Hon.  Bill  Bradley 

vice-chairman, 
international  council, 
J.R  Morgan  &  Company; 
U.S.  Senator  (D-N.J., 
1979-1986) 


"The  political  ? 
sphere  and  the 
financial  and 
capital  market 
are  all  in  re- 
markable flux.' 

Tobey  J.  Russ 

president, 
AIG  Risk  Finance 


s  p  K  (;  1 


AL  ADVERTISINC;   SKC'I  ION 


sucli  as  utidei-writiiig  risk: 
These  did  not  exist  ten 
vcai  s  ago,  and  wliat's 
more,  if  you  had  proposed 
such  ideas,  people  would 
have  wondered  what  plan- 
et vou  were  from.  Yet.  less 
than  a  decade  later  diese 
are  the  new  protlucts  that 
we  have  been  forced  to 
create.  No  surprise,"  says 
Russ,  "as  CFOs  seek  to 
mitigate  the  risk  that  flows 
from  engTilfing  change." 

"CFO  judgment  is 
more  valuable  than  ever," 
says  W.  Wilson  Lowei-y, 
Jr.,  chairman  of  IBM 
Credit  Corporation. 
"Judgment  is  more  critical 
because  the  foremost 
component  of  competi- 
tiveness today  is  speed. 
All  die  change,  every'where 
world  is  known  to  you,  your  customers,  and 
ompetitors  instantaneously  and  universally.  So 
0  you  nmst  be  able  to  receive  information  and 
executive  judgments  just  as  fast."  Lowery  adds 
is  up  to  senior  management  to  ensure  that 
ompany's  culture  keeps  pace  with  the  changing 
;ss  eiwiromnent.  "Transforming  your  culture 
transforming  your  people,"  says  Lowery, 
hat  is  the  most  difficult  challenge  of  all." 


HEN  Giants  Merge 


dgment  is 
»re  critical 
:ause  the 
emost 
nponent  of 
npetitiveness 
lay  is  speed." 

Vilson  Lowery,  Jr. 

Tian, 

ZredA  Corporation; 
■al  manager 
Global  Financing 


"As  business  peo|)le,  our  uncertainties  are 
reaching  well  beyond  the  boundaries  of  commerce," 
says  Dana  G.  Mead,  chairman  of  the  board  and 
chief  executive  officer  of  Tenneco  Inc.  "We  are 
at  the  beginning  of  a  new  'commercial  century.' 
The  19th  centuiy  was  geopolitical,  focused  on 
ex|)ansion.  colonization.  The  2()th  century  was 
|)(>litical  and  military,  characterized  by  the  great 
wars,  the  redrawing  of  boundaries.  The  next 
century  may  well  be  shaped  more  by  the  dynamics 
of  international  commerce,  and  that  is  going  to 
change  the  nature,  the  scope,  and  the  pace  of  die 
uncertainties  that  CFOs  and  all  business  people 
will  have  to  address." 


CFOs  of  large  corporations  are  eligible  to  participate 
at  The  Annual  BusinessWeek  Forum  of  Chief 
Financial  Officers.  The  1 999  gathering  will  occur 
March  10-12  at  The  Phoenician  Hotel  in  Scottsdale, 
Arizona.  For  more  information,  call  Business  Week 
Executive  Programs  at  212-51 2-2 1 84. 

Listen  in  on  this  year's  meeting  and  learn  more 
about  the  Forum  of  CFOs  and  other  Business  Week 
events  at  http://execprog.businessweek.comlcfo98 


BusinessWeek 


EXECUTIVE  PROGRAMS 


■ansformation  is  occurring  in  the  financial  institutions  sector  with  major 
cations  for  CFOs  and  CEOs,"  says  Robert  L.  Collett,  president  and 

executive  officer  of  actuaries  and  consultants  Milliman  &  Robertson,  Inc. 

Citicorp/Travelers  deal  illustrates  dramatically  how  the  lines  are  blurring, 
y  soon  be  hard  to  tell  the  difference  between  banks,  insurance  companies, 
ivestment  firms." 

tt  has  had  a  front-row  seat  for  the  big  mergers:  financial  forecasts  done 
illiman  &  Robertson  have  played  a  major  role  in  enabling  a  number  of 
Bcent  consolidations.  Collett  is  convinced  that  "these  transactions  can 
ccessful  in  the  long  term  for  both  shareholders  and  customers,  thanks  to 
cost-effective  distribution  channels."  But  he  adds  that  "while  these  new 
^s  will  offer  a  broader  range  of  services,  the  commercial  consumer  has  to 
er  about  the  long-term  implications:  Will  competition  ultimately  increase 
crease  as  a  result?  Will  these  giants  be  able  to  absorb  their  organizational 
es  and  still  maintain  a  focus  on  the  customer?" 


Robert  L.  Collett 

president  and 
chief  executive  officer 
Milliman  &  Robertson, 
Inc.;  cfiairman, 
Woodrow  Milliman 


The  7th  Annual 
Business  Weei< 
Forum  of  Chief 
Financial  Officers 


Results  of  anonymous 
polling  of  1 60  delegates 
at  The  Seventh  Annual 
Business  Week  Forum  of 
Chief  Financial  Officers. 
Each  had  access  to  a 
keypad  and  was  able 
to  answer  each  of  the 
25  questions  asked  dunng 
the  Forum.  See  the  full 
set  of  responses  at  the 
Business  Week  website: 
http://execprog.business 
weekcom/cfo98 


As  CFO  I  have  fought  off 
other  executives'  requests 
that  I  misrepresent 
corporate  results 

Yes:  I  fought  them  off:  55% 

Have  never  received 

such  a  request         .  33% 

I  yielded  to  the 

requests:  1 2% 


CFOs  should  act  to 
'bring  more  rationality' 
to  CEO  compensation 

Yes,  and  I  am  already 
acting  on  this;  3% 

Yes,  and  I  will  act  on 

this  in  future:  10% 

CEO  pay  is  too  high  at 
my  firm,  but  the  CEO 
v^ould  be  unhappy  if 
I  stepped  in:  20% 

CEO  is  not  overpaid 

at  my  company:  67% 


Will  the  'Year  2000 
non-compliant'  software 
at  your  company  be 
rewritten  in  time? 


Yes: 
No: 
Maybe: 


70% 
7% 
23% 


1998-2000: 

Odds  of  a  Recession 


1%  chance; 
10%  chance; 
25%  chance: 
50-50  chance: 
75%  chance: 
Almost  certain: 


7% 
24% 
33% 
25% 
10% 

4% 


In-liull  pulling  j/rn  iiliil  In- 
MeTidiii.  Plymouth  Muling.  PA 
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Sports  Business 


BASKETBALL 


DAVID  STERN: 

THIS  TIME,  IT'S  PERSONAL 

At  stake:  Not  just  the  health  of  the  NBA  and  the  1998-99  season  but  his  legacy 


If  eveiy  aspinng  athlete 
wants  to  "be  like  Mike," 
every  budding  sports- 
business  executive  wants 
to  be  like  Dave.  Named 
commissioner  of  the  Nation- 
al Basketball  Assn.  in  1984, 
the  year  Michael  Jordan  en- 
tered the  league,  David  J. 
Stem  transfonned  the  NBA 
from  a  dissolute,  money-los- 
ing franciiise  into  one  of  the 
premier  brands  in  global  en- 
tertainment. Now  Stern,  56, 
must  save  it  from  an  al- 
together more  pernicious 
force:  greed. 

On  June  30,  nba  team 
owners  locked  out  the  play- 
ers for  the  third  time  since 
1995  after  several  months 
of  fi-uitless  negotiations  over 
a  new  labor  contract.  Dur- 
ing the  lockout,  teams  can 
neither  pay,  re-sign,  or  trade 
players,  noi'  operate  basket- 
ball facilities.  The  immedi- 
ate effect  is  limited,  since 
most  playei"s  have  been  paid 
for  last  season  and  training 
camps  don't  open  until  Sep- 
tember. Unlike  the  other 
professional  sports  leagaies, 
the  NBA  has  never  lost  a  game  to  lock- 
out or  strike.  But  with  both  sides  talk- 
ing tougher  than  ever  before,  that  is 
one  NBA  record  that  might  soon  fall. 
"THE  BENCHMARK."  There  were  a  num- 
ber of  new  "player  conduct"  miles  on 
the  table,  but  the  central  issue  could 
not  be  more  elementally  financial:  Own- 
ers and  players  both  want  to  maximize 
theb-  shai'e  of  league  revenues,  which  liit 
a  record  $1.74  billion  for  the  1997-8  sea- 
son. NBf  and  TiuTier  Sports  Inc.  recent- 
ly renewed  their  four-year  contracts  for 
U.  S.  rights  to  broadcast  nba  games  by 
agreeing  to  boost  their  payments  to  the 
league  by  140%,  to  $2.65  billion.  Buoyed 


PERPETUAL  OPTIMIST:  Stern  says  the  NBA  still  has  room  to  grow 


by  this  fat  new  tv  pact,  league  rev- 
enues are  projected  to  hit  $2  billion 
next  season.  "I  just  find  it  appalling 
that  with  all  the  money  the  NBA  has  to 
spread  around  that  it's  come  to  this," 
says  Robert  Williams,  president  of 
Burns  Sports  Celebrity  Service  Inc.,  a 
Chicago-based  fh-m  that  pairs  star  ath- 
letes and  advertisers. 

But  as  any  ceo  worth  his  stock  op- 
tions can  tell  you,  a  business  cannot  live 
by  revenues  alone.  Despite  steady  rev- 
enue growth,  the  league's  operating 
profit  peaked  at  $195  million  in  1992-98 
and  has  been  sliding  ever  since.  Last 
season,  the  nba  operated  at  a  deficit 


for  the  first  time  since 
bad  old  days  of  the  e 
1980s,  losing  $44  milli 
The  nba's  intrami 
conflict  is  attracting 
tense  interest  througl 
the  pro  sports  world, 
for  good  reason.  "D; 
Stern  and  the  NBA 
still  the  benchmark 
what  a  commissioner 
a  league  can  do  rig 
says  Allen  Furst,  mai 
ing  du-ector  of  D&F  Gi 
Inc.,  a  sports-marke 
firm  in  Washington. 
Stem  can't  handle  this 
uation,  it  has  got  to 
ry  all  the  leagues."  ' 
Although  the  NBA  (! 
missioner  serves  at  I 
pleasure  of  team  ovfj\ 
Stern  is  a  famously  el 
getic  and  strong-wj 
sort  who  styles  himsen 
basketball's  "ceo."  TW 
an  expression  of  prinj 
no  less  than  ego,| 
Stern  has  always  insili 
that  the  league  be  rvi 
a  business  in  its  | 
right.  What  couldi 
more  American?  In 
tice,  though,  Stern  often  has  buri 
heads  with  owners  who  don't  mind 
sidizing  money-losing  teams  to  sei 
larger  coiporate  agenda  or,  worse, 
look  on  basketball  as  a  rich  man's  h| 
and  want  to  win  at  any  cost. 

It's  no  wonder  that  the  players  f 
come  to  think  of  team  owners  as  I 
who  plead  poverty  before  fishing  a 
million  contract  out  of  mysteriously 
pockets.  Last  year,  Kevin  Gamett, 
year-old  phenom,  signed  a  $126  mi 
seven-year  contract  vrith  the  Minn 
Timberwolves,  one  of  the  league's 
profitable  teams.  Stem  took  Glen  1 
the  Timbei-wolves'  billionaire  own 


Before  the  lockout,  Stern  secured  a  fat  strike  fu 
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ME  THE  MONEY:  Patrick  Elving  and  the 
debunk  the  owners'  accounting  methods 


>rivately  but  was  powerless  to 
he  deal.  "David  will  always  say  to 
u've  hired  me  to  be  the  boss,  and 
it,' "  says  Taylor,  who  counts  him- 
5tem  admirer.  "But  it's  a  different 
f  CEO  job,  because  in  other  in- 
5,  CEOS  are  the  real  boss." 
J'AY  NO?  Stem  now  wants  to  force 
il  discipline  on  team  owners  by 
ing  the  league's  labor  contract  to 
layer  salaries  to  a  fixed  percent- 
I  total  NBA  revenues.  He  has  sug- 
48%  in  talks  with  the  union  but 
I  lat  the  number  is  negotiable.  By 
I  nmissioner's  analysis,  the  $1  bil- 
I  salaiy  the  players  were  paid  last 
amounted  to  57.2%  of  total 
revenues  and  would  have  risen 
inous  61%  next  year  under  the 
ontract  that  the  owners  voided 
osing  a  lockout.  "We  simply  can- 
on like  this,"  Stem  says, 
s  owners  feel  thi'eatened  by  play- 
y  demands,  "all  they've  got  to  do 
no,"  counters  Jeffi'ey  Kessler,  a 
ork  lawyer  who  represents  the 
association.  Union  officials  also 
t  the  league's  claims  of  wide- 
financial  distress,  arguing  that 
"ew  franchises  are  actuaUy  losing 
and  that  the  leag-ue's  real  prob- 
lot  runaway  player  salaries  but 
imt  local  management. 


Stem,  a  lawyer  by  train- 
ing, is  known  as  a  master 
hibor  negotiator  who  has 
ildiie  his  fair  share  of  pos- 
turing over  the  years.  But 
never  before  has  he  publicly 
ai'gued  that  the  league  has 
become  so  economically  dys- 
functional that  many  teams 
would  be  better  off  financial- 
ly in  the  upcoming  season  if 
not  a  single  game  was 
played.  The  lockout  frees 
teams  of  the  obligation  to  pay  their 
players — far  and  away  management's 
largest  operating  cost.  Meanwhile,  the 
new  TV  contract  is  the  first  ever  re- 
quiring broadcasters  to  make  full  pay- 
ment even  if  there  are  no  games  to 


A  SHOE  DROPS:  Reebok  has  dumped 
Shaq  as  an  etidorser 

Stern,  the  son  of  a  New  York  deli 
owner,  joined  the  nba  in  1978  and  was 
the  league's  second-ranking  executive 
when  it  hit  bottom  in  1980-81.  The  ad- 
vent of  ft-ee  agency  in  1976  had  sent 
salaries  spiraling  upward  even  as  at- 
tendance had  dwindled  to  a  pathetic 
58%  of  capacity.  It  was  Stem  who  saved 
the  day  by  persuading  the  players  to 
accept  a  league  proposal  to  cap  their 
salaries.  A  landmark  contract  signed  in 
1983  set  a  limit  on  the  salaries  teams 
could  pay  but  guaranteed  players  that 
they  would  receive  no  less  than  53%  of 
revenues  from  the  sale  of  tickets  and 
domestic  broadcast  rights. 


REVENUES 
ARE  RISING. 


.BUT  NOT  AS  FAST 
AS  SALARIES... 


.SO  THE  LEAGUE 
IS  IN  THE  RED 


AVERAGE 
PLAYER  S  ALARY - 

EXCLUDING  BENEFITS 


'92-3  93-4  '94-5  '95-6 
A  BILLIONS  OF  DOLLARS 


'96-7  '97-8 
SEASON 


'92-3   '93-4   '94-5  '95-6   '96-7  '97-8 
L  MILLIONS  OF  DOLLARS  SEASON 
DATA:  NATIONAL  BASKETBALL  ASSN. 


OPERATING 

  INCOME 

L           1           J.  L 

 J  'S 

'92-3  '93-4  '94-5 
▲  MILLIONS  OF  DOLLARS 


'95-6 


-7  '97-8 
SEASON 


televise.  In  effect.  Stem  secured  a  strike 
fund  of  $475  million  (the  amount  due  in 
the  contract's  first  year),  courtesy  of 
NBC  and  Tui-ner. 

On  June  30,  hours  before  the  lock- 
out went  into  effect,  Stern  imposed  a 
league  hiring  freeze — the  first  of  his 
tenure  as  commissioner.  At  the  same 
time,  he  told  the  nba's  800  employees  to 
bi'ace  for  "di'astic  reductions"  in  discre- 
tionary spending,  including  capital  in- 
vestment in  a  range  of  new  ventiu-es 
that  Stem  sees  as  cmcial  to  the  league's 
long-term  revenue  gi'owth  prospects. 


This  management-labor  pact  under- 
girded  enoi-mous  expansion.  Attendance 
soared,  handsome  arenas  were  built, 
and  a  whole  new  inft'astnicture  of  re- 
gional, national,  and  intemational  broad- 
casting was  assembled.  Stern  set  up 
NBA  Properties  Inc.  to  license  the  league 
logo  to  manufacturers  of  jerseys,  caps, 
and  some  70  other  items.  The  commis- 
sioner also  foimded  NBA  Entertainment, 
which  began  as  little  more  than  a  game- 
tape  library  and  evolved  into  a  mini- 
empire  of  proprietai-y  multimedia  prod- 
ucts, including  television  programming, 


liating  a  TV  deal  that  pays  even  if  no  one  plays 
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IMPRESSIVE  PERFORMANCE, 
CONSERVATIVE  APPROACH 


T.  Rowe  Price  Equity  Income 
Fund  can  help  cushion  your  port- 
folio against  the  ups  and  downs  of 
the  market  by  investing  in  well- 
established  companies  that  offer 
strong  dividends  rather  than  capi- 
tal appreciation  potential  alone. 
And,  as  shown  in  the  chart,  this 
fund  has  consistently  outper- 
formed its  peer  group  average.  Of 
course,  past  performance  cannot 
guarantee  future  results. 
No  sales  charges. 


How  $10,000  Invested  3/31/88 
Would  Have  Grown  vs.  Competitors* 


H  Equity  Income  Fund 
fZl  Lipper  E^iUity  Income  Funds  $46,351 
Average 


20,000- 


T.  ROWE  PRICE 


INVESTMENT  KIT 


Call  24  hours  for  your 
free  investment  kit 
including  a  prospectus 

•800-541-8341 

www.  troweprice.  com 


Invest  With  Confidence 

TRoweftice 


m 
-Ik 


*36.23%,  20.55%,  and  l6.58%  are  the  fund's  average  annual  total  returns  for  the  1-,  5-,  and  10-year 
periods  ended  .V31/98,  respectively.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain 
distributions.  Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than 
at  original  purchase.  (Source;  Lipper  Analytical  Services,  Inc.)  Read  the  prospectus  carefully  before  investing. 
T.  Rowe  Price  Investment  Services,  Inc.,  Distributor  EIF042675 


Make  the  Most  of  Your 
Mutual  Fund  with  Invaluable 
Advice  from  BusinessWeek 


iBusinessWeek 


performance  rankiiijis 
ol  J>'00  mutual  fiitnJ* 
.md  tli)svd.i.-n<]  fiini]> 

profiii-  lilt  bv-^l 
performing  fiin(L>; 

•  Choosing;  Ihc  riiShl 
fundi  for  your 
lonjj-term  and 
short-term  fioak  ;  i 

•  Majtimuinfi  mutiul 
firnd  pvrfiirfruncc  in 
your  AOHkl  pbn 

•  Babncrng  risk  trvcit 
with  hij<ti  Klurm 

m  Colorful  6v*iiin  brin((S 
(ho  tnrormation  >tiu 
want  riklil  to  ynur 
finiitrlips 


The  authoritative  guide  to 
where,  when,  aod  how 
to  invest  and  nial(e  money 
in  mutual  funds 


The  BusinessWeek  Guide  to 
Mutual  Funds  includes: 

•  Up-to-date  performance 
rankings  of  more  than 

1,800  mutual  funds — including 
3-,  5-,  and  10-year  results 

•  The  award-winning 
BusinessWeek  Mutual 
Fund  Scoreboard 

•  Expert  advice  on  choosing 
funds  for  long-  and 
shortrterm  goals 

•  Sawy  insights  on 
maximizing  performance 
in  IRAs  and  401(K)  plans 

•  Tips  on  balancing  risk 
with  return 

•  And  much  more! 


ADii'iston  of  VieMcGraiv  HilK.ompaim 


Available  at  bookstores  everywfiere 
or  call  1 -800-2MCGRAW. 
Visit  us  at  www.books.mcgraw-hill.coin 


Sports  Businesj 


i 


videos,  books,  and  a  Web  site  (nba.  la; 

But  by  the  time  the  league  anc 
players  union  sat  dovra  to  negoti; 
new  contract  in  1995,  their  partne' 
was  coming  undone.  To  the  players 
noyance,  the  league  had  been  slo 
cut  them  in  on  its  grovdng  mero 
dise  and  new-media  businesses.  'N 
while,  the  salary  cap  system  was  le: 
like  a  colander  as  ovraers  and 
agents  exploited  loopholes.  Chief  ai 
them  was  the  "Larry  Bird  except 
Named  after  the  retired  Boston  Ci 
great,  it  allowed  teams  to  exceec 
cap  by  any  amount  to  resign  a  cm 
employee.  (Last  year,  the  salary 
was  set  at  $26.9  million,  and  23  0 
29  teams  exceeded  it.) 

Stern  opened  the  contract  bar 
ing  with  a  proposal  to  turn  the  lea 
"soft"  cap  into  a  hard  one  by  ehmin 
all  loopholes  other  than  the  Bird  e: 
tion.  What's  more,  ovraers  who  1 
use  of  the  Bird  exception  would  ha; 
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It  was  Stern 
who  blinked 
during  the  1995 
negotiations 


pay  a  prohibitive  "luxury  tax.' 
Stem's  dehght,  the  union's  executiv 
rector,  an  ex-league  ofBcial  named  S 
Gourdine,  accepted  these  terms 
shook  hands  on  a  six-year  deal.  Ho 
er,  the  players  refused  to  ratify 
agreement  and  even  attempted  t( 
certify  their  union. 

In  the  end,  it  was  Stem  who  blii 
recommending  that  the  owners  acc( 
new  contract  that  preserved  mul 
loopholes  and  scuttled  the  luxury 
However,  he  did  wangle  one  impoi 
■concession  out  of  the  union.  If,  ; 
three  years,  the  league's  player  pa 
exceeded  51.8%  of  revenues,  mar 
ment  could  void  the  remainder  ol 
contract.  The  ovmers  exercised  thi; 
tion  in  March  on  a  27-2  vote,  overr 
the  complaints  of  the  union,  which 
is  headed  by  Billy  Hunter,  a  former 
eral  prosecutor  who  is  no  strange 
hardball  negotiating. 

Even  before  push  came  to  sho\ 
the  NBA  bargaining  table,  America's 
affair  with  pro  basketball  was  coc 
The  rising  incidence  of  violence,  noi 
the  Latrell  Sprewell  coach-cho 
episode,  has  taken  much  of  the  shee 
the  league's  high-gloss  image.  And 
many  years  of  robust  gi'owth  in 
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receipts,  average  nba  attendance  has 
leveled  off  in  the  past  three  years  at 
slightly  more  than  17,000  a  game. 

The  sports  trading  card  business — 
once  the  nba's  single  lai-gest  somx-e  of  li- 
censing fees — has  all  but  imploded,  and 
sales  of  all  league-licensed  apparel  is 
stagnant  at  best.  Makers  of  the  glut- 
ted market  in  basketball  shoes  (page 
46)  are  paring  back  endorsement  deals 
with  NBA  players.  "The  days  of  signing 
every  single  playei'  on  a  team  are  over," 
says  John  Frascotti,  vice-president  for 
global  marketing  at  Reebok  Interna- 
tional Ltd.,  which  has  slashed  its  roster 
of  NBA  endorsement  contracts  to  40 
ft'om  70  over  the  last  year.  On  June  30, 
it  even  parted  ways  with  Los  Angeles 
Laker  center  Shatiuille  O'Neal,  arguably 
the  league's  second-biggest  star. 

Like  many  longtime  business  part- 
ners of  the  NBA,  Frascotti  feai's  that 
the  impending  breakup  of  the  Chicago 
Bulls — and  the  possible  retirement  of 
Joixlan — will  hurt  the  league  across  the 
board.  "Core  basketball  fans  vdll  stay 
with  the  game,"  he  says,  "but  those  on 
the  fringes,  who  turned  on  the  TV  to 
watch  a  dynasty,  will  lose  interest." 

Executives  of  nbc  and  T\uTier  Sports 
disagree,  of  course,  and  still  profess  op- 
timism that  next  season  will  come  off 
without  a  hitch.  While  reluctant  to  di- 
rectly criticize  the  players,  their  sym- 
pathies clearly  lie  with  Stern.  "It's  easy 
to  take  shots  at  the  leader,"  says  Har- 
vey W.  Schiller,  president  of  Turner 
Sports,  dismissing  union  criticism  of  the 
commissioner 

BACKUP  HELP.  Stern  concedes  that  the 
NBC  and  Tiu'ner  contracts  are  likely  to 
be  the  league's  only  major  source  of 
revenue  growth  in  the  next  few  years. 
In  the  long  run,  though.  Stern  sees 
"enormous  potential"  in  three  newly 
emergent  revenue  sources:  the  sale  of 
foreign  TV  rights,  NBA.com,  and  the 
Women's  National  Basketball  Assn.,  the 
league's  new  distaff  offshoot.  Over  the 
past  two  years  alone,  Stern  has  invest- 
ed $^5  iniUion  in  these  ventures,  tapping 
into  the  league's  share  of  income  from 
merchandise  and  media  sales. 

Stern  does  not  want  to  be  the  fu'st 
NBA  commissioner  to  lose  a  game  to  a 
labor  dismption.  It  would  .sully  his  own 
image  as  well  as  that  of  the  game.  On 
the  other  hand,  he  is,  above  all,  a  busi- 
ness builder,  whose  battle  with  the 
union  has  become  personal  in  the  sense 
that  he  sees  his  life's  work  threatened: 
"Either  we  work  vrith  the  players  to 
restore  the  financial  model  on  which  the 
league's  gi-owth  and  success  was  based 
or  NBA  basketball  becomes,  I'm  afi-aid,  a 
bad  investment."  That  is  a  startling 
statement  coming  from  the  biggest 
booster  pro  basketball  has  ever  had. 
By  Anthony  Bianco  in  New  York 


INVESTIGATIONS 


DUBIOUS  DEALINGS 
BEFORE  DREYFUS 

The  murky  past  of  a  fund  manager  now  under  FBI  sen 


On  Dec.  12,  1994,  the  financial  news 
wii-es  i-eported  that  Leon  G.  Coop- 
eiTnan,  manager  of  the  prestigious 
Omega  Advisors  Inc.  hedge  fund, 
had  bought  a  6.5%  stake  in  a  i^enny  stock 
called  Home  Theater  Products  Interna- 
tional Inc.  To  Wall  Streetei-s  familial'  with 
Cooperman's  high-rolling  investment 
style.  Omega's  615,000-shai"e  stake  in  this 
fly-speck  company  was  a  shocker.  It 
wasn't  just  the  size  of  the  company. 
Skeptics  believed  that  Home  Theater 
was  a  fraud — an  old-fashioned,  widely 
promoted  stock  scam.  And  siu'e  enough, 
tlu-ee  of  its  top  execs  later  pleaded  guilty 
to  securities  fimid  and  insider  trading. 

Word  of  the  stock's  cruddy  quality 
reached  Cooperman  after  the  item  hit 
the  wires.  When  the  Oiuega  partner 
who  bought  the  stock  was  questioned  by 
Cooperman,  according  to  a  source  fa- 
miliar with  the  incident,  it  was  obvious 
that  he  hadn't  done  even  elementary 
research  on  the  company.  Cooperman 
swiftly  dumped  the  shares — overniling 
his  partner,  who  subsequently  left  the 
finn.  His  name:  Michael  L.  Schonberg. 
After  leaving  Omega,  he  surfaced  at 


an  equally  tony  firm — Dreyfus 
This  incident  would  have  lon^ 
foi'gotten  were  it  not  for  the  contr 
that  has  swirled  aroimd  Schonbe] 
Dreyfus  in  recent  weeks.  The 
Bank  Coip.  subsidiaiy  has  been 
by  questions  concerning  Schonberj 
sonal  holdings  in  two  other  mi 
stocks  he  bought  for  his  two  D 
funds — the  Aggi'essive  Growth  ar 
mier  Aggi-essive  Growth  funds.  A 
ing  to  a  senior  law  enforcement 
Schonberg's  activities  at  Dreyfus  ;fi 
der  investigation  by  the  fbi,  as 
by  the  Securities  and  Exchang( 
mission  and  the  New  York  State  J 
ney  General's  Office,  which  has  ju 
a  wave  of  subpoenas. 

The  New  York  probe  could  be 
ulai-ly  thorny  for  Dreyfus.  The  stap 
ulatoi's,  who  have  both  civil  and  err 
jmisdiction,  ai'e  conducting  a  wid 
ing  probe  that  began  in  Decembc 
as  an  investigation  into  Dreyfus'  i 
tising  of  the  two  funds.  Accordir 
source  close  to  the  probe,  the  in\ 
tion  subsequently  broadened  to  n 
amination  of  the  funds'  stock  pit 


Schonberg's  involvement  in  penny 
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;hich  have  included  a  host  of  thinly 
d  penny  stocks — and  later  to  en- 
iss  the  allegations  of  conflict  of  in- 
;.  Dreyfus  declined  to  comment  on 
ivestigations.  Andrew  Kandel,  head 
3  Attorney  General's  office  of  in- 
-  protection,  commented  on  the  gen- 
sue  by  noting  pointedly  that  mutual 
that  "choose  to  dabble  in  these 

•  speculative  and  manipulation-prone 
ities  and  market  them  to  Main 
:  investors  must  make  specific  pub- 
closure  and  employ  the  most  thor- 
supervision  of  fund  managers  and 
ictivities." 

*  Dreyfus,  the  incident  at  Omega 
an  intriguing  question:  When  it 
Schonberg  in  August,  1995,  did 
us  know  that  he  had  left  his  last 
yer  in  the  after- 
of  the  Home  The- 
asco?  Dreyfus  did 
espond  to  ques- 
on  this  subject, 
r  only  that  it 
not  be  "appropri- 
to  comment  on 
oerg's  foiTner  em- 
ent.  And  the  list 
stions  is  likely  to 

for  Schonberg, 
us,  and  the  $23 
money-manage- 
irrn  where  Schon- 
/orked  fi-om  1988 

j  i,  just  before  his 

I  tint  at  Omega — 

I  iset  Management  Inc. 
ftKE.  According  to  SEC  filings  com- 
y  Technimetrics  Inc.,  a  New  York 

I  lat  tracks  institutional  holdings, 
lerg  bought  for  ubs  a  large  stake 
)mpany  called  American  Medical 
logies.  And  that  could  be  trouble- 
)ecause  he  obtained  20,000  unreg- 
wairants  in  that  company  for  liis 
il  account  while  loading  up  on  the 
or  UBS  in  1992.  A  250,000-share 
n  the  company  was  disclosed  in 
lept.  30,  1992,"  filing.  That  made 
largest  institutional  owner  of  the 
UBS's  stake  in  the  stock  svdftly 
i  and  grew  again  during  1993, 
f  at  yearend  at  785,000.  Schon- 
as  chief  investment  officer  of  the 
it  despite  Ms  lofty  position,  ubs 
ng  Dii'ector  George  Jamgocliian 
ed,  Schonberg  ordered  the  pui'- 
jf  this  tiny  stock.  And  a  UBS 
Voman  said  "there  is  no  indica- 
oui"  recor-ds  whether  or  not"  UBS 
3rmed  of  the  wan-ants, 
nrcumstances  in  wliich  Schonberg 


obtained  the  warrants  ai'e  fai'  fi'om  cleai'. 
Officials  of  American  Medical  (since  re- 
named Tidel  Technologies  Inc.)  say  the 
shares  were  transferred  to  Schonberg 
by  an  investment  banker  at  Laidlaw  Eq- 
uities Inc.  They  declined  to  name  the 
banker,  who  they  say  obtained  the  shai'es 
for  fi'ee  in  connection  with  the  spin-off  of 
an  American  Medical  subsidiary.  The 
banker's  relationship  vrith  Schonberg,  if 
any,  was  uncleai'. 

According  to  traders  and  brokers  inti- 
mately involved  in  such  stocks,  um'egis- 
tered  penny-stock  warrants  are  rarely 
sold  because  there  is  no  public  mai'ket  for 
them.  And  when  they  ai'e  sold  among 
traders,  they  sell  at  a  steep  discount,  of- 
ten for  just  a  few  cents.  But  according  to 
a  letter  to  business  week  fi-om  Chi-isto- 


THE  SCHONBERG  AFFAIR: 
SOME  UNANSWERED  QUESTIONS 

1.  THE  OMEGA  DEPARTURE  Did  Dreyfus  know  that 
Schonberg  had  left  Omega  Advisors  after  Omega 
repudiated  his  purchase  of  a  questionable  penny  stock? 

2.  THE  AMERICAN  MEDICAL  WARRANTS  Was  Schon berg's 
purchase  of  the  stock  for  UBS  Asset  Management,  and  later  for 
Dreyfus,  influenced  by  his  position  in  illiquid  warrants? 

3.  THE  CHROMATICS  TRADE  Was  Schonberg's  purchase  of  Chro- 
matics for  UBS  in  any  way  related  to  his  obtaining  cut-rate  Chromat- 


the  New  York  investigators  but  not  fi-om 
Dreyfus — which  appears  to  contradict 
Dreyfus'  repeated  assertions  that  it  is 
conducting  a  "thorough  investigation"  of 
allegations  regarding  Schonberg's  per- 
sonal holdings.  Dreyfus  did  not  respond 
to  a  request  for  comment. 

Schonberg's  purchases  of  American 
Medical  at  ubs  may  well  have  enhanced 
the  value  of  the  stock,  and  thus  his  war- 
rants. After  joining  Dreyfus,  he  loaded  up 
on  the  shares  for  the  Aggressive  Growth 
fund  in  eai-ly  1996.  According  to  Con- 
dron,  the  fund  has  since  sold  out  its 
shares  at  a  profit.  Condron  says  Schon- 
berg exercised  the  warrants  in  March, 
1997,  but  has  never  sold  the  shai-es. 

The  other-  stock  in  which  Schonberg 
had  a  personal  stake,  while  buying  the 
shares  for  Dreyfus,  was 
Chromatics  Color  Sci- 
ences International  Inc. 
(BW^une  22).  And 
there,  too,  is  a  previous- 
ly undisclosed  ubs  con- 
nection. According  to 
Technimetrics,  UBS  ac- 
quired a  220,000-shai-e 
stake  in  Chromatics  in 
the  last  thi-ee  months  of 
1993,  making  UBS  the 
biggest  institutional 
holder  of  the  stock.  Jam- 
gochian  confii-med  that 


I cs_  shares  severa I  months  later?   Schonberg  ordered  that 

purchase  as  well.  UBS 
sold  out  its  position  after 
a  few  months,  at  about  the  time  Schon- 
berg left  for  Omega.  In  December,  1994, 
Schonberg  obtained  cut-rate  shares  in 
Chromatics  in  a  private  placement. 

Was  there  any  connection  between 
Schonberg  buying  Clu'omatics  stock  for 
UBS  and  later  getting  cut-rate  shai-es  for 
himself?  Schonberg  won't  comment. 
MeanwMle,  Dreyfus,  wliile  publicly  sup- 
porting Schonberg,  has  ciuietly  removed 
liim  as  a  portfolio  manager  of  the  two 
fimds  but  is  keeping  him  on  as  an  "ana- 
lyst." Drejfus  spokeswoman  Patrice  M. 
Kozlowski  says  that  the  move  was  in  the 
works  for  a  while  and  is  unrelated  to 
the  controversy  ovei-  his  personal  hold- 
ings. But  in  April,  Dreyfus  had  said  that 
while  Schonber-g  was  no  longer  the  lead 
manager,  he  would  stay  on  as  a  portfolio 
manager.  Kozlowski  declined  repeated 
requests  to  explain  the  contradiction. 
And  that's  imdei-standable.  With  all  those 
investigators  putting  Schonberg  and  his 
employer  under  a  microscope,  Dreyfus 
has  a  lot  more  serious  issues  to  explain. 

By  Gary  Weiss  in  New  York 


DATA:  BUSINESS  WEEK 

pher  M.  Condron,  Dreyftis'  cliief  execu- 
tive, Schonberg  pui-chased  the  warrants 
late  in  1992  at  a  price  of  $1.50  per  share 
and  the  exercise  price  was  $1.25. 

It  was  uncleai-  why  Schonberg,  or  any 
savvy  investor,  would  pay  such  an  ap- 
parently steep  price  for  unregistered 
wan-ants  that  another  investor  had  ob- 
tained for  nothing.  The  warrants  could 
not  be  exercised  until  Anerican  Medical 
registered  them.  Leonard  L.  Carr  Jr., 
the  company's  senior  vice-president,  says 
American  didn't  know  when  that  would 
be  until  yearend  1996,  shortly  before 
they  were  registered.  Once  registered, 
the  wan-ants  could  only  be  exercised  foi- 
60  days  after  the  registration  date.  In 
effect,  then,  they  were  a  wager  that 
shai-es  of  tliis  penny  stock  would  climb  to 
$2.75  or  higher  at  some  imspecified  point 
in  the  future.  Tidel's  chief  executive, 
James  T.  Rash,  says  that  the  company 
handled  the  transfer  of  the  warrants  to 
Schonberg  but  has  no  evidence  of  the 
pm"chase  price.  According  to  Rash,  the 
company  has  received  an  inquiry  fi-om 


ictions  goes  back  to  his  days  at  Omega  and  UBS 
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STOCKS 


ARE  YOU  LISTENING, 
MR.  GREENSPAN? 

Jeremy  Siegel  makes  a  case  for  high  market  multiples 


The  performance  is  just  staggeiing. 
In  less  than  four  years,  the  stock 
market  has  shot  up  more  than 
'50%.  Yet  rather  than  bask  in 
prospei'ity's  glow,  investors  seem  un- 
easy. What  accounts  for  the  market's 
lofty  valuations — economic  fundamen- 
tals or  iri'ational  behavior? 

Like  all  of  us,  the  Federal  Resei-ve 


Boai-d  wants  to  know,  and  for  good  rea- 
son: Any  collapse  in  the  stock  market  is 
bound  to  ciimp  the  economy.  And  there 
have  been  calls  for  the  Fed  to  hike 
short-term  interest  rates,  not  so  much 
to  dampen  potential  inflation  as  to  cool 
the  market.  But  if  Fed  governors  were 
swayed  by  a  recent  pi-esentation  fi'om 
Wliarton  economics  professor  Jeremy  J. 


Siegel,  the  author  of  the  highly  i: 
ential  book  Stocks  for  the  Long  1 
the  nation's  central  bank  will  tun 
back  on  that  advice. 

Every  six  months,  the  Fed  invit 
group  of  luminaines  fi-om  academia, 
Street,  and  the  corporate  world  to 
cuss  economic  questions.  The  latest 
ference  was  held  on  June  15,  cove 
fi'ont-burner  issues  like  the  Asian 
nomic  ciisis  and  the  health  of  the  1 
economy — -and  Siegel's  favorite  ti 
stock  market  valuation.  These  dis 
sions  can  be  influential.  For  instt 
on  Dec.  3,  1996,  economists  Robe: 
Shiller  of  Yale  University  and  Joh 
Campbell  of  Hai-vai'd  University  arj 
that  invest oi's  had  diwen  the  stock  ] 
ket  to  unsusi 
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able  heights, 
days  later, 
Chairman 
Greenspan  ra 
markets  wi 
wide  when 
asked  rhetori 
whether 
tional  exv 
ance"  was  b 


Strong  earnings 
growth,  a  high-tech 
payoff,  and 
demand  for  equity 
explain  today's 
stock  momentum, 
Siegel says 

ing  in 
stocks.  "I  never  used  the  term 
tional  exuberance,' "  says  Sliiller.  "'. 
did  say  'iiTational' " 

The  market  sliingged  off  Greens 
remarks,  rising  more  than  2,600 
points  since  then.  Despite  that 
Siegel  maintains  that  the  mark 
ciuite  rational.  Ti"ue,  based  on  histi 
benchmarks,  the  mai'ket  looks  ov( 
ued — perhaps  by  as  much  as  25% 
those  benclimarks  are  suspect  now, 
Siegel.  "When  we  say  overvalue 
history,  we  have  to  ask,  is  this 
like  histoiT?"  he  says. 
QUANTUM  LEAP.  Conditions  ai'e  a  1( 
ferent  now,  says  Siegel.  For  one 
the  demand  for  equity  investment 
taken  a  quantum  leap.  Millions  of 
ers  setting  money  aside  in  retirt 
savings  plans  have  gotten  the  me 
that  equities  are  the  best-perfoj 
long-tenn  investment.  It's  a  mantr; 
associated  with  Siegel,  especially, 
the  publication  of  his  book  in  199' 
another  thing,  corporate  earning 
less  volatile  than  before  as  swlr 
the  business  cycle  have  moderatec 
time.  In  addition,  with  most  natior 
bracing  market  capitalism,  it's  1 
unreasonable  for  investors  to  anti 
higher  growth  rates  at  homt 
abroad. 

Still,  the  core  of  Siegel's  argi 
rests  on  how  the  dynamic  force 
ving  the  U.  S.  economy  affect  the 
market.  In  his  Fed  presentation, 
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red  the  top  20  companies  of  the 
ard  &  Poor's  500-stock  index  in 
vith  the  top  20  in  1964,  a  year  in 
the  overall  s&P  index  sold  at 
•amings  I'atios  near  those  of  today 
I.  In  1964,  the  index  was  domi- 
by  smokestack  companies  and  oil 
Earnings  had  gi-owTi  by  an  av- 
of  8%  over  the  previous  five-yeai" 
.  Only  five  of  the  big  companies 
considered  gi'owth  stocks, 
harp  contrast,  the  five-yeai'  eam- 
■owth  rate  for  1998's  top  20  com- 
is  nearly  twice  as  high — 15.2%. 
le  p-e  ratio  for  these  companies, 
;  only  50%  higher  than  it  was  in 
Vlany  of  today's  com- 
are  leading-edge  glob- 
ipetitors,  and  15  are 
ered  growth  stocks, 
oft  Corp.  Chairman 
n  H.  Gates  III  was 
1  elementary  school 
1  1964  and  Intel  was 
t  incorporated.  Heck, 
Systems  Inc.,  didn't 
hip  its  first  product 

m. 

■n  comparing  today's 
narket  to  1964's,  the 
I  ;io  seems  more  rea- 
!.  After  all,  on  top  of 
ative  stability  of  cor- 
eamings,  the  growth 
ir  the  S&P  500  as  a 
s  41%'  higher.  "Over- 
dd  there  was  a  sound 
)r  putting  high  valua- 
n  the  market,"  says 
referring  to  his  Fed 
Df  course,  the  earn- 
iy  not  be  realized,  or 
ay  disappear." 
mportant  as  today's 


have  helped  reinforce  Greenspan's 
gi-owing  belief  that  markets  aren't  as 
irrational  as  he  may  have  once  thought. 
In  recent  testimony  and  talks, 
Greenspan  has  cautiously  noted  how 
Corporate  America's  productivity  gains 
are  fueling  stronger-than-expected  prof- 
its and  therefore  higher  stock  market 
valuations.  "If,  indeed,  we  end  up  with 
a  wholly  new  type  of  high-tech  inter- 
national financial  environment,"  said 
Greenspan  following  a  speech  before 
the  American  Society  of  Newspaper 
Editors  on  Apr.  2,  the  expectation  of 
ongoing  productivity  gains  from  mas- 
sive spending  on  technology  could  mean 


recently  published  an  article  based  on 
their  Fed  testimony  of  two  years  ago. 
Their  conclusion:  "There  may  be  spe- 
cial circumstances  now  that  will  change 
the  historical  relations  between  the  val- 
uation ratios  and  subsequent  stock  mar- 
ket performance.  But  there  have  always 
been  special  circumstances,  circum- 
stances that  are  adduced  every  time 
the  ratios  have  been  at  extremes,  and 
that  have  in  the  past  allowed  people  to 
fail  to  heed  the  message  of  the  ratios." 

Even  those  more  receptive  to  Siegel's 
view  are  a  bit  waiy.  "I  think  there  are 
good  reasons  for  saying  valuations 
should  be  higher  than  at  any  point  in 


The  Top  Twenty,  1998  vs.  1964 

The  20  Largest  Companies  in  the  S&P  500 


smaller  role  in  the 

and  the  economy 
leir  mid-'60s  cousins. 
i,  the  S&P  500  com- 
67%  of  total  U.S. 
narket  capitalization, 
^  leading  20  s&p  com- 
account  for  29%  of 
ex.  In  1964,  the  s&P 
ed  more  than  90%  of 
ai'ket  cap,  and  the  top  20  made 
•ly  half  of  the  s&P.  In  that  year, 
1  Motors  Coi-p.  was  ranked  sec- 
th  7.-3%  of  the  s&p's  market  cap- 
m.  Microsoft  now  ranks  second — 
1  only  2.4%'  of  the  s&p.  Today,  gm 
rom  the  top  20  list,  at  No.  53. 
il  Motors  workers  are  on  strike, 

not  that  big  a  deal  anymore," 
ng  Won  Sohn,  cliief  economist  at 
'it  Corp.  "In  the  1960s,  people 
16  saying  that  a  gm  strike  would 
recession." 

-  s  Fed  presentation,  Siegel  may 


1998 

1 

1964 

EARNINGS- 
PER-SHARE 
GROWTH* 

P-E 

RATIO" 

rtKCcNTAGc 
OF 

S&P  500 

EARNINGS- 
PER-SHARE 
GROWTH* 

P-E 

RATIO** 

PERCENTAGE 
OF 

S&P  500 

GENERAL  ELECTRIC 

15.0% 

29.7 

AT&T 

4.1% 

22.0 

9.1 

MICROSOFT 

33.0 

48.7 

0  A  1 

GENERAL  MOTORS 

7.7 

15.0 

7.3 

COCA-COLA 

13.8 

48.3 

STANDARD  OIL  OF  N.J. 

8.1 

17.8 

5.0 

EXXON 

12.0 

24.1 

IBM 

18.8 

36.5 

3.7 

MERCK 

1?  7 

27  n 

TFXACn 

1  fi  9 

^  1 

PFIZER 

16.1 

50.3 

1.58 

DUPONT 

-3.2 

24.4 

2.9 

WAL-MART  STORES 

12.3 

30.6 

1.44 

SEARS 

10.0 

29.2 

2.5 

ROYAL  DUTCH 

8.3 

23.7 

1.40 

GENERAL  ELECTRIC 

7.1 

25.2 

2.2 

INTEL 

35.9 

22.6 

1.36 

GULF  OIL 

84 

14.9 

1.6 

IBM 

*** 

18.0 

1.32 

EASTMAN  KODAK 

14.6 

28.3 

1.4 

PROCTER  &  GAMBLE 

15.5 

32.6 

1.31 

STANDARD  OIL  OF  CALIF. 

6.2 

14.0 

14 

BRISTOL-MYERS  SQUIBB 

16,8 

30.0 

1.25 

SOCGNY  MOBIL 

10.7 

13.8 

1.2 

AT&T 

0.4 

18.5 

1.15 

ROYAL  DUTCH 

7.3 

12.7 

1.1 

JOHNSON  &  JOHNSON 

16.8 

25.6 

1.08 

UNION  C&C 

-0.1 

19.8 

1.0 

LUCENT  TECHNOLOGIES 

*** 

43.9 

1.08 

SHELL  OIL 

8.6 

15.5 

0.9 

PHILIP  MORRIS 

7.4 

11.7 

1.06 

PROCTER  &  GAMBLE 

7.8 

26.8 

0.9 

DUPONT 

-.01 

20.3 

1.01 

GENERAL  T&T 

9.3 

22.0 

0.8 

AIG 

15.5 

23.7 

1.01 

STANDARD  OIL  OF  IND. 

10.1 

14.1 

0.8 

CISCO  SYSTEMS 

40.2 

43.2 

0.90 

MINN.  MINING  &  MFG. 

10.1 

32.0 

0.8 

WALT  DISNEY 

11.5 

35.9 

0.89 

FORD  MOTOR 

44 

12.0 

0.7 

AVERAGE  TOP  20 

15.2 

30.4 

29.35^ 

AVERAGE  TOP  20 

8.0 

20.6 

48.4^ 

S&P  500 

14.8 

23.5 

S&P  500 

10.5 

21.0 

*Five-year  annualized  **For  1998,  based  on  operating  earnings;  for  1964,  based  on  trailing  earnings  ***IBM  loss  five  years  ago;  Lucent  did  not 
yet  exist  as  separate  company  tlotal 


that  "the  markets  are  appropriately 
priced."  He  added  that,  as  a  central 
banker,  "I  always  have  gi'eat  skepti- 
cism about  new  eras  and  changing 
structures  of  the  way  the  world  func- 
tions. But . . .  I'm  not  wholly  alien  to 
that  particular  view." 

Of  course,  Siegel's  positive  take  on 
the  stock  market  is  hotly  debated 
among  academic  economists.  Yale's 
Shiller  remains  sure  that  investors  are 
behaving  iiTationally,  and  he  can  readily 
rattle  off  anecdotal  evidence  to  support 
that  conviction.  Shiller  and  Campbell 


DATA  JEREMY  I  SIEGEL 

our  history,"  says  Mark  Zandi,  chief 
economist  at  Regional  Financial  Associ- 
ates Inc.  "But  the  valuations  are  still 
beyond  what  changes  in  the  economy 
support." 

Sm-e,  at  today's  levels,  the  mai-ket  is 
vulnerable  to  bad  news.  Still,  Siegel 
made  a  strong  case  that  the  stock  mar- 
ket is  anchored  to  the  fundamentals  of 
higher  productivity  and  a  long  econom- 
ic expansion.  And  he  may  have  con- 
vinced the  Fed  to  let  the  bull  ran. 

By  Christopher  Farrell  in  St.  Paid, 
Minn.,  with  Dean  Fount  in  Washington 
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Finance 


INVESTMENTS 


THESE  HEDGES 
HAVE  SOME  THORNS  V 

Looking  for  big  returns?  You  could  be  in  for  a  surprise  \> 

With  names  such  as  Jaguar.  Tiger. 
Thoroughbred.  Condor,  and 
Rebel,  the  point  is  cleai"  Hedge 
funds  aim  to  break  out  of  the  pack  and 
be  bolder  and  nimbler  than,  say.  an  ag- 
ing bull.  And  with  the  stock  market 
seemingly  stuck  in  a  trading  range  and 
investors  nervous  about  whether  the 
bull  will  resume  its  ran,  many  wealthy 
investors  are  tm^ling  to  such  fimds. 

Just  how  much  money  is  flowing  into 
the  secretive,  lai'gely  um'egulated  world 
of  hedge  funds  is  unclear.  From  S6  bil- 
lion to  SIO  billion  has  poured  in  this 
yeai*,  estimates  Lois  Peltz,  managing 
editor  of  M.\R'Hedge.  a  newsletter  that 
tracks  the  hedge-fund  industry.  Esti- 
mates of  the  total  amount  of  money 
in  hedge  funds  range  fi'om  SlTo  billion 
to  S262  bilhon  in  as  many  as  4.000  dif- 
ferent funds.  "We're  getting  mail  fi'om 
at  least  15  new  managei-s  a  week,"  says 
Charles  J.  Gradante  of  Hennessee 
Hedge  Fund  Ad\ison-  Group.  "The  in- 
dustry is  gi'owing  by  about  33'~f  in 
temis  of  new  managers." 
SOROS  ASCENDANT.  But  just  how  ben- 
eficial are  such  funds  proving  to  in- 
vestors? In  the  first  five  months  of 
1998,  some  of  the  largest  and  best- 
known  hedge  funds  have  racked  up  im- 
pressive gains.  According  to  M.\R  Hedge. 
a  number  of  fimds  under  Soros  Fund 
Management  are  handily  beating  the 
Standard  &  Poor's  500-stock 
index.  Quota  Fund,  for  e.xam- 
ple,  had  gained  a  hefty  26*^  as 
of  May  29,  vs.  12.4^'  for  the 
SdcP  500.  Quota  is  a  global 
macro  fund,  meaning  that  it 
tries  to  profit  fi-om  changes  in 
currencies  and  interest  rates 
around  the  world  by  pla\ing 
global  macroeconomic  trends. 
Soros'  Quasar  International 
F\md  gained  25.3'~f.  Meanw  liile. 
Juhan  Robertson's  Tiger  fund 
was  up  22.9'~(. 

Clearly,  big-money  investors 
have  visions  of  huge  gains 
dancing  in  theii"  heads.  But  dig 
a  bit  deeper,  and  retiuTis  ai-en't 
quite  as  impressive.  Siu'e,  all 
the  hedge-fund  managers  fo- 


cused on  Eui'ope  beat  the  Si-P 
500  for  the  year  ended  on 
]\Iay  29,  according  to  Hen 
nessee.  Btit  an  index  of 
more  than  300  hedge 
funds  tracked  by  the 
firm  shows  that  only 
Eiu'ope  and  teclinologA^ 
hedge  funds  bested  the 
Si-?  500's  gain.  Tlie  other 
19  fund  styles  tracked  by 
Hennessee  fell  shoit  of  the 
mai'k — some  by  a  wide  mai' 
gin.  The  high-\ield  sec- 
tor, as  well  as  mar- 
ket-neuti-al  funds,  which 
tiy  to  cancel  out  mai'ket  exposiu-e  witli 
offsetting  long  and  short  positions,  un- 
dei-peiformed  the  s&p  500  by  about  10 
percentage  points. 

The  woi^st  hedge-fund  performers  in 
this  bull  market  shouldn't  come  as  any 
stu"prise:  short-sellei-s.  dowTi  3.9'~f.  Tliese 
funds  did  have  theu-  time  in  the  sun. 
however,  rising  to  become  the  top  per- 
former for  the  month  of  ]\Iay.  with  a 
9%  gain.  George  P.  Van  of  Van  Hedge 
Fimds  AdNisoi-s  International  says  the 
only  year  in  the  past  five  that  such 
fimds  have  made  money  was  in  1994, 
wiien  they  gained  13.7'~f. 

The  big  losei-s  for  May  include  Latin 
.America  funds,  wiiich  are  down  12.2*7. 
followed  bv  emereinbT-markets  funds. 


HOW  THE  BIG  FUNDS  FiiRED 


HEDGE  FUND 

GAIN 

lAS  OF  5/'29' 

ASSETS 

(BILLIONS! 

JAGUAR  FUND 

19.8% 

$10.0 

QUANTUM  FUND 

13.4 

5.6 

TIGER 

22.9 

5.0* 

MOORE  GLOBAL  INVESTMENT 

17.7 

4.0* 

QUANTUM  INDUSTRIAL  FUND 

7.0 

2.8 

QUOTA  FUND 

26.0 

2.1 

OMEGA  OVERSEAS  PARTNERS 

-6.1 

2.1* 

ZV^EIG-DIMENNA  INTL. 

3.2 

1.8 

SBC  CURRENCY  PORTFOLIO 

-5.3 

1.7 

QUASAR  INTL  FUND 

25.3 

1.6 

STANDARD  &  POOR'S  500 

12.4 

NA 

"Estimate 

DATA.  MAR/HEDGE 

wilich  are  down  almost  9'f.  Ri 
funds  were  badly  hit.  Funds  tha 
vest  in  mortgage-backed  secur 
wilich  have  been  plagued  by  pre 
ments.  ai'e  also  hurting.  H>-''tL;<:-  : 
placing  the  doUai^-yen  relat:-i.>!.:! 
liit  some  snags  in  eaiiy  June. 

Ti-ying  to  profit  fi'om  the  turn: 
the  world's  cmTencies  kept  m;. 
on  theii"  toes.  Grossman  Cuireni--, 
was  one  that  prospered,  gaining  : 
tlu'ough  June  30.  A  cmrency  pk. 
is  gaining  steam  is  for  manau' 
short  the  ecu.  the  foreranner 
eiu'O.  and  go  long  on  sterling.  "I 
rates  in  England  ai-e  going  up,  - 
ling  is  strengthening,  and  tho^c 
agei-s  feel  that  wiien  the  ecu  conve 
the  em*o.  there  will  be  a  flight  to 
ty,"  says  Gradante. 
VOLATILITY  TEST.  Taking  a  look 
index  of  hedge  funds,  the  record 
the  past  10  yeai*s  is  not  so  hot, 
The  Hennessee  Hedge  Fund  Inc 
more  than  300  hedge  funds,  whi 
founders  say  represents  50%  or 
of  hedge-fund  industiy  capital,  ha 
perfomied  the  S^P  500  in  6  of  thi 
11  yeai's.  For  the  past  fom-  year 
s&p  has  beat  it  handily. 

A  more  volatile  stock  mai'ket 
low  the  new  crop  of  hedge  fui 
prove  just  how  nimble  they  ca 
can't — be.  In  the  process,  investor 
find  harnessing  the  power  of  a 
fund  fai'  more  challenging  than  rid 
aging  bull. 

By  Suzanne  Woolley  in  Xev 
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RUST.  THE  UNIVERSAL  LANGUAGE 
FOR  SUCCESSFUL  PARTNERSHIPS. 


The  partnerships  vou  formed  in  childhood 
rontributed  to  vour  success  todav.  When  vou  re 
ring  real  estate  opportunities  12  time  zones  awav. 
partnerships  based  on  trust  are  crucial. 
\t  Cushman  &  Wakeheld.  we're  relationship- 
ed.  not  just  transaction-driven.  That's  whv  we've 
ished  a  worldwide  real  estate  services  oraaniza- 
lat  offers  the  same  standard  of  excellence  on  a 
basis  that  distinguishes  us  in  the  U.S. 


Todav  we  provide  real  estate  solutions  tailored  to 
our  clients'  specific  needs  in  more  than  30  countries, 
in  the  major  business  centers  of  the  world. 

Now  that  vou're  bii^cer.  the  world  is  even  smaller. 
To  put  us  to  work  for  vou  call  1-800-346-6789. 


WAKEFIELD. 


Improving  vour  place 
in  the  worldt" 


shwake.com 


Ijjill    CUSHNLVN  &\X!yCEf  lEID  WORLDWIDE- 


HOWYOU  NEEDTOTHIN 

ANNOUNCING 


THE  THIRD  ANNUAL 
BUSINESSWEEK  CONFERENCE  ON 

till!  digital 


ECONOMY 


The  Innovation  Corporation: 
The  Power  of  New  Ideas 

December  2-3,  I  998 
The  Fairmont  Hotel,  San  Francisco,  CA 

Today's  engine  of  innovation  and  progress  is 
information  technology.  But  it  is  up  to  you,  the 
executive,  to  generate  the  ideas  that  drive  revenue. 


Innovative  executives  know  how  to  exploit  data  to  help  create  cutting-edge  produ 
implement  new  services,  and  mine  customer  information  to  target  and  grow  the  consul 
base.  They  know  that  succeeding  in  the  digital  economy  means  understanding  and  harness 
the  power  of  new  technologies  to  create  value  for  their  customers. 

Join  us  this  December,  as  the  digital  economy's  thoughtleaders,  most  accomplished  executi 
and  industry  players  share  the  knowledge,  vision,  and  skills  needed  to  exploit  technology 
competitive  advantage.  Hear  top-line  growth  ideas  and  bottom-line  solutions  to  enhance  the  fu" 
of  your  business.  Only  at  Tlie  Third  Annual  Business  Week  Conference  on  Tlie  Digital  Economy. 


Presented  in  partnership  with 


HEWLETT^ 
PACKARD 


and  sponsored  by 

KPMG  Peat  Marwick  LLP  •  Lucent  Technologies,  Inc. 
Novell  •  StorageTek  •  US  Web  Corporation 

with  support  from 
Fair  fax  County  Economic  Development  Authority 


BusinessWe^ 


EXECUTIVE  PROGRA\ 


HAT  YOU   NEED  TO  KNOW. 


TO  REGISTER  OR  FOR  MORE  INFORMATION  ON: 

he  Third  Annual  Business  Week  Conference  on  The  Digital  Economy,  please  contact  Julie  Terranova, 

Registration  Manager  •  PHONE:  888-239-6878  •  FAX:  212-512-6281 
-MAIL:  julie_terranova@businessweek.com  •  FAXON  DEMAND:  888-239-6878  Document  #60 
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Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

SMALL-CAPS  TO 
STICK  A  FEATHER  IN 

Most  investors  either  love  or  hate 
small-capitalization  stocks.  For 
Marcus  Robins,  editor-in-chief  of  the 
Red  Chip  Review,  the  quest  is  to  find 
"solidly  managed"  small-cap  companies 
that  also  have  "outstanding  gi-owth  po- 
tential." The  review  tracks  300  com- 
panies from  among  the  10,000  that 
have  market  caps  of  less  than  $750 
million. 

Robins  beheves  thei-e  are  lots  of 


Red  Chip  Review's  Top  Picks 


STOCK 


JUNE  30  52-WEEK  12-MO. 
PRICE       HIGH  TARGET 


ELECTRO  SCIENTIFIC  $31/<6  $63X  $50 
EXCEL  TECHNOLOGY       8M      15K  18 


VETERINARY  CENTERS 
OF  AMERICA 


18%    19%  26 

DATA  RED  CHIP  REVIEW.  BLOOMBERG  FINANCIAL  MARKETS 

small  companies  that  merit  investors' 
attention.  Three  that  top  his  list:  Elec- 
tro Scientific  Industries  (esio),  whose 
precision  geai*  is  used  in  making  mi- 
croelectronic components;  Excel  Tech- 
nology' (XLTC),  a  laser  systems  devel- 
oper; and  Veterinary  Centers  of 
America  (vcai),  operator  of  170  pet 
hospitals. 

Electro  Scientific  was  a  high-tech 
highflier — until  the  Asian  flu  dragged 
the  stock  fi-om  63  last  October  to  29  on 
June  12.  (Its  biggest  markets  ai'e  Japan 
and  Korea,  making  up  40%  of  rev- 
enues.) Now  at  31%,  the  stock  is  way 
oversold,  says  Robins.  He  figiu'es  earn- 
ings jumped  to  -$2.7.5  a  share  in  the 
yeai"  ended  May  31,  1998,  on  revenues 
of  $232  million,  and  will  chmb  to  $3.20 
on  sales  of  $276.1  milhon  in  fiscal  1999. 
The  companv  earned  $1.81  in  fiscal 
1997. 

Excel  Teclmology  has  a  new  laser 
marking  system,  designed  for  high-vol- 
ume bottlers  and  drugmakers.  This 
mai'ket  had  been  out  of  reach  for  most 
laser  systems  because  it  requii'es  such 
high  speeds.  But  Excel's  beam  system 
is  fast  enough  for  such  applications, 
says  IVTatthew  Desmond,  an  analyst  at 
the  Rtd  Chip  Review.  Robins  figxu-es 
Excel  will  earn  80c  a  share  tWs  year 
and  $1.06  in  1999. 

Veterinary  Centers  "is  the  Wal- 
Mart"  of  the  vet  business — in  terms 


of  its  wide  reach,  says  Robins.  The 
chain's  rapid  growth  is  also  a  result  of 
providing  improved  care,  particulaiiy 
for  aging  pets.  "It's  the  undisputed 
leader  in  animal  hospitals,  but  its  share 
of  the  $8  billion  market  is  still  infini- 
tesimal," says  Robins.  Revenues  for 
1998  are  estimated  at  $275  million. 
Robins  sees  earnings  jumping  to  750  a 
shai-e  in  1998  and  to  90c  in  1999,  vs. 
1997's  15e. 

WIZTEC  SENDS  OUT 
STRONG  SIGNALS 

The  stock  of  Wiztec  Solutions  (wazTF), 
whose  chief  software  product  is 
named  Wizard,  hasn't  been  a  super 
whiz.  Not  yet,  anj'v\'ay,  says  one  New 
York  money  manager  who  staited  ac- 
cumulating stock 

when  it  sagged     JUST  STARTING 
25%  to  ai-ound  9  TO  WHIZ 

in  eai'ly  FebiTiary. 
The  stock  has 
edged  up  to  more 
than  11  on  June 
30.  He  thinks  the 
price  is  set  to 
take  off. 

Wizard  soft- 
ware, already  in 
use  in  the  U.  S. 
and  13  other 
coimtries,  incorpo- 
rates billing  sys- 
tems for  the  cable 
TV,  pay  TV,  and 
digital  broadcast  satellite  industries. 
Using  seven  languages,  Wizai'd  is  in 
100  such  operations  worldwide. 

The  money  manager  tliinks  Wiztec 
will  di'aw  attention  as  it  signs  up  more 
high-profile  customers.  Current  cus- 
tomers include  Bell  Atlantic  and 
Deutsche  Telekom.  It  has  formed  a 
pact  with  Cincinnati  Bell  Infonnation 
Systems  (CBis),  which  has  acquired  a 
20%  stake  in  Wiztec.  Apart  from 
Cincinnati  Bell,  Fomiula  Systems,  an 
information-technology  company,  owns 
43%.  As  part  of  its  pm-chase  of  a  20% 
stake,  CBIS  has  the  option  to  buy  much 
of  Formula's  stake,  to  give  it  a  51% 
owTiership.  Meanwhile,  Wiztec  is  talk- 
ing with  other  Baby  Bells  and  cable 
pro\iders,  including  Time  Wamei;  for 
more  strategic  alliances. 

Vivek  Rao,  technology  maven  at 
New  York  investment  fiiTn  Grantal,  is 
high  on  Wiztec:  "As  it  gains  increased 
visibility  in  its  markets — and  from  its 
30%  growth  rate — Wiztec  will  catch 
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the  eye  of  the  big  institutions,"  he  s? 
Rao  says  the  company  is  starting 
see  a  pickup  in  business. 

Rao  figures  revenues  will  jump 
40%),  to  $16.9  million,  this  year  and 
a  further  45.9%,  to  $24.6  million, 
1999.  And  he  projects  profits  will  gi 
:38.2%c,  to  470  a  shai-e,  in  1998  and  3^ 
to  63c,  in  1999. 

KELLSTROM  BRASS 
LOADS  UP  ON  STOC 

Corporate  insiders  often  take  adv 
tage  of  seeondaiy  stock  offeiings 
cash  in  part  of  their  holdings.  Not 
Kellstrom  Industries  (kell),  where  ( 
Zivi  Nedivi  and  Chairman  Yoav  St 
each  piu'chased  $250,000  worth  of  c( 
mon  shares  at  the  offering  price  of 
duiing  the  company's  recent  offer 
of  2.7  million  shares.  So  far  so  gc 
The  stock  has  risen  to  neaiiy  29. 

This  isn't  the  fii'st  time  Nedi\i 
taken  a  big  bet  on  Kellstrom,  a  leac 
suppher  of  jet  aircraft,  engines,  t 
engine  parts  to  200  customers,  incli 
ing  more  than  35  major  cairiers.  i 
Oct.  23,  1995,  this  column  reported  li 
Nedi\i  had  bought  $1  million  W'ortll 
Kellstrom,  w^hen  the  stock  was  ai 
The  stock  has 
since  become  a 
huge  winner.  Ne- 
divi,  along  with 
several  money 
managers  and  an- 
alysts, believes 
the  stock  wiU  con- 
tinue to  fly. 

Analyst  Steve 
Margulies  of 
Brean  MuiTay,  a 
New  York  invest- 
ment firni,  figures 
Kellstrom  will  hit 
40  to  45  in  12 
months.  With  the 
accumulation  of 
additional  working  capital,  says 
gulies,  Kellstrom  has  been  able  t 
crease  its  market  share.  It  also 
broadened  its  expertise  in  almos 
types  of  commercial  aviation  eng 
including  Pratt  &  Whitney,  R 
Royce,  and  General  Electric's  cf6 
Margulies  expects  Kellstrom  to 
$1.43  tliis  veai-  and  $2  in  1999. 


AND  THE  ENGiNI 
ARE  ROARING 
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LEW  PLAH'S  FIX-IT  PLAN 
FOR  HEWLEn-PACKARD 


As  margins  shrink  and 
growth  slows,  the  CEO 
struggles  to  rev  up  HP's 
innovation  engine 

For  years,  CEO  Lewis  E.  Piatt  has 
used  his  annual  management- 
review  meeting  to  waiTi  Hewlett- 
Packard  Co.'s  executives  not  to 
get  sloppy.  After  all,  the  company  was 
gi'ovnng  at  more  than  20%  a  year,  mak- 
ing it  the  fastest-gi'owing  $30  billion 
company  in  the  U.  S.  It  would  be  easy 
for  giddy  executives  to  become  less 
watchful.  Sure  enough,  by  last  .Janu- 
ary's meeting,  the  company  had  missed 
Wall  Street's  expectations  for  five 
straight  quarters.  So  to  kick  off  the 
weekend  meeting  at  a  Monterey  (Calif.) 
hotel,  Piatt  tried  a  different  tactic.  The 
normally  amiable  CEO  blasted  his  top 
200-plus  managers  for  shoddy  execu- 
tion, lax  cost  controls,  and  oven-eliance 
on  slow-gi-owth  markets. 

Then,  a  steely  Piatt  told  them  to 
write  down  "two  things  you'll  do  dif- 
ferently on  Monday  moming."  Since  all 
the  managers  had  laptops,  Piatt  got 
theu'  plans  immediately.  And  he  didn't 
like  what  he  saw.  Disappointed,  he  laid 
into  them  the  next  day.  "You  guys  just 
don't  get  it,  do  you?"  Piatt  scolded.  "I 
expect  more  coherent  plans  fi*om  you 
moving  fonvard,"  recalls  an  attendee. 
FALLING  SHORT.  Now,  Piatt  is  facing 
similar  expectations  from  investors. 
Since  mid-1996,  after  years  of  blowing 
away  the  most  bullish  estimates,  hp's 
sales  have  settled  below  the  20% 
gi'owth  clip  analysts  had  come  to  ex- 
pect. For  the  1997  fiscal  year,  the  com- 
pany recorded  a  12%  revenue  growth 
rate,  down  from  22%  the  year  before. 
Worse,  earnings  have  zigzagged  wildly 
as  the  company  has  stinggled  with  fac- 
tors ranging  ft-om  the  Asian  flu  to  er- 
ratic execution  to  falling  prices  for  per- 
sonal computers  and  printers. 

The  latest  example:  Although  sales 
gi'owth  is  back  up — rising  16%,  to  $12 


billion — HP  shocked  analysts  with  an 
18%  jump  in  operating  expenses  and 
a  12%  dip  in  earnings  in  the  cjuarter 
that  ended  on  Apr.  30.  That  sent  the 
stock  spiraHng  downward  26%,  where 
it  is  stuck  at  around  60.  Concedes 
Piatt:  "The  competition  has  closed  the 
gap.  Our  execution  just  isn't  what  it 
used  to  be." 

Wait  a  nanosecond.  Not  HP.  This  is 
the  company  that  has  been  synonjTnous 
with  progressive,  top-notch  manage- 
ment. HP  is  not  only  the  inventor  but 
also  a  top  practitioner  of  many  of  the 
business  philosophies  and  tactics  that 
have  led  to  Silicon  Valley's  global  domi- 
nance of  high  tech — pushing  the  enve- 
lope by  giving  employees  the  fi'eedom  to 
innovate  and  take  risks. 

But  in  the  past  year,  the  Palo  Alto 
(Calif.)  giant  has  suffered  a  rash  of  em- 
barrassing gaffes.  In  the  summer  of 
1997,  HP  ran  short  on  supplies  of  its 
flagship  LaserJet  printer  for  several 
months.  Then  it  suffered  two  painful 
delays  in  the  deliveiy  of  high-end  com- 
puter sen'ers.  While  HP  prospered  for 
decades  on  cushy  50%-plus  gi-oss  profit 
margins,  it  now  gets  more  than  60%  of 
its  revenue  from  lower-margin  com- 
modity products  such  as  PCs  and  print- 
ers. That  has  dragged  coi-porate  gi'oss 
margins  down  from  47.2%  in  1990  to 
34%  in  1997 — but  operating  costs  have 
risen  the  past  two  quarters.  "The  con- 
ventional wisdom,  that  HP  is  a  superbly 
managed  company,  is  taking  a  bit  of 
a  body  blow,"  says  analyst  Daniel  R. 
Kunstler  of  J.  P.  Morgan 
Securities. 

To  be  sure,  hp  re- 
mains a  powerhouse  by 
almost  any  measure. 
Despite  falling  short  of 
Wall  Street's  expecta- 
tions, the  most  recent 
quarterly  sales  gi'owlh 
topped  the  rate  for  ibm. 
Sun  Microsystems,  and 
Compaq  Computer.  As 
for  earnings,  which  to- 
taled $685  million  in  the 


quarter,  hp  has  an  insurance  policy 
rivals  envy:  a  $4  billion  annual  anr 
in  lucrative  paper,  ink,  and  toner- 
tridge  sales  from  its  printer  bush 
where  it  enjoys  50%-plus  U.  S.  ma 
share.  And  hp  remains  a  top  playf 
most  of  its  markets,  including 
where  it  has  vaulted  from  the  : 
place  in  1992  to  No.  4  today. 

Still,  the  company  hasn't  comt 
with  any  blockbuster  innovations  of 
long  an  hp  hallmark.  The  companj 
done  some  pioneering  work  in  sue! 
eas  as  digital  photography  and  prii 
off  the  Internet,  but  it  has  faile 
transform  these  efforts  into  vi 
businesses.  Instead,  current  and  fo 
executives  say  that  hp  has  becon 
focused  on  protecting  its  existing 
nesses  that  it  has  taken  its  eye  of 
critical  job  of  creating  tomorrow': 
markets. 

"MAINTENANCE  MODE."  Without  b: 
tlirough  products— wliich  typically 
mand  premium  prices  because  con 
tion  is  Umited — the  company  is  fore 
compete  largely  on  price.  "I  look 
as  being  in  maintenance  mode," 
former  No.  2  Richard  E.  Belluzzo 
left  in  Januaiy  to  run  Sihcon  Gr; 
Corp.  "HP  has  got  tremendous  p 
tial,  people,  technology,  and  a 
brand,  but  there's  something  mi 
[that  would]  move  the  company 
next  level." 

Indeed,  Belluzzo  had  been  pn 
hard  for  drastic  change  dming  hii 
months  at  HP.  Fonner  and  ciurent 
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NOVEMBER,  1995  Wit 

printers  and  PCs  boom 
Lew  Piatt  tells  Wall  Sti 
increase  investment  to 
20%-plus  growth. 

JULY,  1996Third-quar 

over-year  sales  growth 
20%  for  the  first  time 
and  earnings  plunge  b 
thanks  mostly  to  a  $1 
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disk  drives  and  margin 
PCs  and  printers. 

97  While  belt-tightening 
igs  up,  sales  growth  falls 
5%  in  the  second  quar- 
Tiain  soft  through  the 
ause  of  delays  in  the 
igh-end  servers  and  med- 
Platt  calls  for  cost-cut- 
adds  2,600  new  employ- 


agers  say  this  put  him  at  loggerheads 
with  Piatt,  who  wanted  to  move  more 
slowly.  Belluzzo,  for  example,  pushed  to 
slash  piicey  overseas  sales  offices  and 
divert  investment  from  slower  growth, 
old-line  hp  businesses  to  invest  in  high- 
gi-owth  areas  such  as  PCs,  say  cur- 
rent and  former  execu- 
tives. Piatt  complained 
to  board  members  late 
last  fall  that  Belluzzo's 
superaggressive  efforts 
had  become  overly 
disruptive,  they  say. 
Piatt  won't  discuss 
Belluzzo.  "I'm  not  go- 
ing down  that  rathole. 
It  has  nothing  to  do 
with  the  issues  we 
face  as  a  company." 

Today,    Piatt'  is 
clearly   focused  on 
hp's  future  with  a 
two-part   fix-it  plan 

"The  compe- 
tition has 
closed  the 
gap," 
conceded 
CEO  Piatt 
about  recent 
missteps. 
"Execution 
just  isn't  what 
it  used  to  be" 

ees  during  its  third  quarter. 

FALL,  1997  HP,  the  laser- 
printer  king,  botches  a  product 
transition,  leaving  the  company 
with  almost  no  inventory  for 
months. 

JANUARY,  1998  At  a  meeting  of 
general  managers  just  days  after 
the  departure  of  No.  2  Rick  Bel- 
luzzo, Piatt  unveils  a  unit  to  seed 


firmly  in  motion.  First,  he  needs  to  get 
hp's  house  in  order  by  cutting  costs  and 
sharpening  execution.  Longer  term, 
though,  the  57-year-old  ceo  wants  to 
ensure  growth  by  extending  current 
businesses  and  creating  brand  new  ones. 
To  do  this,  he  is  building  on  the  belief  of 
founders  Bill  Hewlett  and  David 
Packard  that  smart  people  will  do  gi'eat 
things  if  given  the  independence  and 
authority  to  make  their  own  decisions — 
fast.  So  Piatt  is  easing  back  on  coi-po- 
rate  control  of  hp's  business  units.  He  is 
giving  managers  more  fi'eedom  to  define 
theii'  own  goals  and  policies. 
COSTLY  DISCOUNTS.  But  with  freedom 
comes  accountability.  Through  new  pay 
policies,  Piatt  hopes  to  tie  each  managei-'s 
salary  to  the  performance  of  his  or  her 
unit.  Piatt  was  a  guinea  pig  for  tliis  last 
year;  when  the  board  linked  some  40%  of 
his  compensation  to  hp's  performance. 
Now,  Piatt  has  asked  the  board  to  do 
the  same  for  hp's  top  40  executives. 

The  company's  PC  chief,  Duane  E. 
Zitzner,  already  is  adopting  the  same 
philosophy.  Starting  this  quarter, 
Zitzner  will  award  stock  options  to  his 
managers  based  on  revenue  gi-owth,  as 
well  as  shareholder  value.  That  way, 
employees  won't  be  tempted  to  offer 
unreasonable  price  breaks  to  make 
quota — a  mistake  that  cost  hp  dearly 
last  quaiter,  when  it  offered  discounts  of 
up  to  50%  to  keep  business  from  rivals 
such  as  Compaq.  "We  chased  deals  we 
shouldn't  have  chased,"  says  Zitzner. 
"You  get  so  into  the  battle  that  you  can 
lose  perspective." 

Piatt  also  is  hacking  away  at  the 
company's  spii-aling  costs.  He  put  out  a 
call  for  a  5%  cut  in  operating  expens- 
es— a  pledge  he  made  at  a  May  ana- 
lysts' meeting  where  he  proclaimed: 
"I'm  mad  as  hell,  and  I'm  not  going  to 
take  it  anymore."  Now,  the  newly  em- 
powered division  heads  are  responding 
quickly.  The  personal-computer  divi- 
sion, which  shocked  people  by  losing 
an  estimated  $50  million  on  a  70%  in- 
crease in  unit  sales,  is  out  banging  on 
suppliers  for  price  breaks.  "We  saw 
much  more  of  a  tough-guy  attitude 
fi"om  hp  within  a  week  of  the  earnings 
announcement,"  says  a  top  U.  S.  sup- 
new  business  opportunities,  and 
demands  better  execution  and 
cost  controls. 

MAY,  1998  The  Asian  crisis,  PC 
price  wars,  and  rising  expenses 
cause  HP  to  warn  of  yet  another 
disappointing  quarter.  The  stock 
drops  14%  in  one  day,  to  69. 
Piatt  cancels  all  new  hiring,  and 
cuts  discretionary  spending- 
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plier  of  hp's  P('  unit.  "They  were  saying: 
'It's  a  new  era,  and  you  better  cut  our 
prices  or  we'll  go  somewhere  else.' " 

And  then  there's  r&d,  where  the 
company  spent  $3  billion  last  year.  In 
the  past,  each  hp  unit  kicked  in  a  por- 
tion of  sales  to  fund  the  company's 
vaunted  HP  Labs.  That's  fine  for  high- 
margin  businesses  that  need  top-notch 
technology,  but  it's  a  financial  ball  and 
chain  for  the  PC  business,  which  must 
compete  with  the  likes  of  Dell  Comput- 
er. The  new  lab  tab?  hp  businesses  now 
pay  the  labs  8%  of  theii"  r&d  budget,  a 
figure  tailored  to  the  development  needs 
of  each  division.  "This  is  an  example  of 
Lew  letting  us  lom  oui*  own  businesses," 
says  Webb  McKinney,  who  heads  the 
consumer  PC  unit. 

In  the  long  i-un,  though,  Piatt's  No.  1 
won-y  is  growth.  In  late  1997,  Chief  Fi- 
nancial Officer  Robeit  P.  Wayman  did  a 
study  of  companies  generating  $40  bil- 
lion-plus in  annual  sales  and  found  that 
they  gi"ow,  on  average,  less  than  a  pid- 
dling 5% — not  nearly  enough  to  support 
hp's  shi'inking  margins.  That  lit  a  fire 
imder  Piatt,  who  is  now  trying  to  spark 
new  innovation. 

SKEPTICISM.  One  method:  He  has  cre- 
ated a  special  unit  to  incubate  proinising 
new  technology  ideas.  The  fii'st  project  is 
a  whizzy  new  computer-display  technol- 
ogy that  Piatt  says  could  generate  "bil- 
hons"  in  sales.  Unit  chiefs  must  also 
show  where  they're  spending  theii*  mon- 
ey. The  goal:  a  higher  mix  of  investment 
in  new  or  fast-growing  markets.  "It's  not 
enough  anymore  to  just  make  your  num- 
bers," says  Richaixl  H.  Lampman,  who 
runs  hp's  efforts  in  computer  reseai'ch 
and  development.  "You  have  to  show 
you're  contributing  to  the  futiu'e." 

Will  Piatt's  plan  work?  Some  people 
are  skeptical.  His  recent  changes,  they 
say,  may  not  be  enough  to  help  hp  ad- 
dress its  biggest  long-term  challenge: 
developing  new  markets. 
After  all,  PCs  and  laser 
printers  are  a  fixture  in 
Corporate  America,  and 
penetration  of  home  PC's  is 
approaching  45%.  Critics 
say  that  to  meet  its  goal 
of  continued  15%-plus 
growth,  HP  needs  to  plow 
fresh  ground.  Says  former 
HP  PC  chief  Robert  Frank- 


approach  depends  on  Piatt.  After  three 
months,  the  32-year  HP  veteran  decided 
in  early  May  not  to  replace  Belluzzo, 
who  ran  the  printer  and  PC  businesses 
that  account  for  83%  of  total  revenue. 
Now,  rather  than  just  focusing  on  cor- 
poratewide  functions,  Piatt  is  overseeing 
the  major  businesses  himself.  He  heads 
an  executive  committee,  which  includes 
the  chiefs  of  hp's  six  key  business  units. 
"We  all  love  Rick  [Belluzzo],  but  each  of 
om'  businesses  is  big  enough  to  deserve 
a  closer  relationship  with  Lew,"  says 
Antonio  M.  Perez,  who  runs  the  $8  bil- 
lion ink-jet  printer  business. 

hp  must  do  more.  Under  his  six-year 
CEO  tenure,  hp  has  had  plenty  of  good 
ideas,  but  little  to  show  for  them.  Con- 
sider networked  printers.  Few  analysts 
argue  with  hp's  claim  that  networked 
printers  will  one  day  replace  pricey 
copiers.  The  theory:  Why  should  com- 
panies incur  the  high  cost  of  copying 
and  distributing  documents  that  may 
not  even  be  read  when  they  could  be 
stored  on  high-speed  printers  and 
printed  out  as  needed?  Boeing  Co.,  for 
example,  is  moving  to  store  its  huge 
service  manuals  online  so  that  techni- 
cians can  print  just  the  parts  they 
need.  Yet  hp  has  made  little  headway 
pushing  its  "distribute-and-print"  vi- 
sion, say  analysts. 

Meanwhile,  hp  stOl  hasn't  made  much 
of  a  dent  on  the  Internet,  a  mark  of 
shame  for  Silicon  Valley's  granddaddy. 
Having  purchased  VeriFone  Inc.,  the 
leading  manufacturer  of  credit-card 
readers  and  authoinzation  software,  hp 
hopes  to  become  a  top  electronic-com- 
merce player  by  outfitting  pes  with 
VeriFone's  credit-card  readers.  This 
would  allow  cybej-shoppei-s  a  secui'e  way 
to  buy  products  or  download  E-cash 
fi-om  home.  So  far,  there's  a  small  pilot 
progi-am  with  Citicorp  in  Manhattan, 
but  little  other  progi'ess. 


There's  also  been  little  moveni 
Internet  imaging.  Analysts  drool 
the  potential  sales  of  printer's,  ink 
computer's  if  HP  could  accelerate 
opment  of  technologies  to  let  cons 
and  corporations  print  document 
as  coupons,  articles,  and  annual  i 
right  off  the  Web.  Many  technic 
dies  exist,  but  "as  the  overwli^ 


HP's  SQUEEZE  ON  MARGINS 


1992 

Total  revenues:  $15.4  billion 
Overall  gross  margin:  44.2% 


1998  I 

Total  revenues:  $48.8  billici^ 
Overall  gross  margin:  32.7%i 


maker  of  networking  gear: 
"HP  neetis  to  be  less  pro- 
tective of  its  cun-ent  king- 
doms and  go  attack  some 
undefended  hills." 

More  than  ever,  that 


BUSINESS 

SHARE  OF  REVENUES 

GROSS  MARGINS 

BUSINESS 

SHARE  OF  REVENUES 

LASER  PRINTERS 

15.9% 

43% 

USER  PRINTERS 

12.5 

SERVICES 

14.0 

NA 

SERVICES 

12.1 

TEST  &  MEASUREMENT  EQUIPMENT 

13.4 

NA 

TEST  &  MEASUREMENT  EQUIPMENT 

9.4 

UNIX  COMPUTERS 

11.0 

47 

UNIX  COMPUTERS 

11.1 

PRINTER  SUPPLIES 

6.7 

28 

PRINTER  SUPPLIES 

13.3 

INK-JET  PRINTERS 

5.7 

40 

INK-JET  PRINTERS 

19.5% 

PCs 

5.7 

31 

PCs 

19.1 

OTHER 

27.6 

OTHER 

3.0  . 

DATA:  GOLDMAN,  SACHS  &  CO 
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leader,  you  look  to  hp  to  solve 
says  Deutsche  Bank  Securities 
Michael  K.  Kwatinetz. 
big  digital  photogi'aphy  initia- 
off  to  a  slow  start,  too.  Wliile 
|  )0  PhotoSmart  printer  was  the 
achine  capable  of  matching  a 
t  in  image  quality,  hp  has  failed 
V  up  with  an  all-out  marketing 


"HP  has  tremendous 
potential,  people, 
technology-and  a 
great  brand,"  says 
Belluzzo,  the  former 
No.  2.  "But  there's 
something  missing" 

NOW  AT  SGI,  BELLUZZO  MAY  HAVE 
PUSHED  TOO  HARD  FOR  CHANGE  AT  HP 

blitz  that  could  persuade  consumers  to 
give  up  their  trusty  old  cameras.  The 
result:  hp  has  sold  fewer  than  25,000 
PhotoSmart  units  since  it  hit  the 
shelves  a  year  ago,  says  analyst  Marco 
Boer  with  market  researcher  it  Strate- 
gies. Later  this  yeai",  however,  the  com- 
pany is  expected  to  roll  out  new  prod- 
ucts that  let  shutterbugs  wu'elessly  zap 
their  digital  shots  from  hp  cameras  to 
special  hp  printers — a  departure  from 
most  other  schemes,  wliich  requii'e  a  PC 
to  do  this. 

Piatt  says  give  it  time.  He  insists 
that  hp  launched  its  digital  photogi-a- 
phy  business  knowing  camera  makers 
had  yet  to  come  up  with  digital  gear 
offering  the  requu'ed  image  quality  at  a 
price  most  consumers  could  afford.  'We 
could  be  accused  of  developing  some 
of  these  markets  too  early,"  he  says. 

Besides,  argues  Piatt,  hp  is  turning 
up  the  imiovation  engine  now.  CFO  Way- 
man  says  that  with  overall  sales  ex- 
ceeding internal  projections  by  5%  to 
7%  in  recent  years,  unit  chiefs  were 


PLATT'S  FIX-IT  PLAN 


»  OPERATIONS  With  PC  prices 
jles  falling,  he  has  called  for 
operating  expenses. 

►AY-TO-DAY  REINS  Since  the 
3rture  of  No.  2  Rick  Belluzzo — 
inits  accounting  for  83%  of 
-Piatt  has  created  an  eight- 
ive  committee  to  stay  in  closer 
!  parts  of  the  business. 

'   THE  BUSINESS  UNITS  Piatt  is 
•  5  decentralization  even  further, 
companywide  measures,  man- 


agers are  encouraged  to  devise  financial 
models,  compensation  plans,  and  tactics  for 
their  ow/n  markets.  He's  also  lighting  a  fire 
under  HP's  collegia!  culture  with  new  pay- 
for-performance  policies. 

HUNT  OUT  NEW  GROWTH  A  new  unit  will 
serve  as  an  incubator  for  good  ideas — many 
of  which  now  get  lost  in  HP  Labs  or 
dropped  by  overstretched  product  groups. 
Also,  managers  are  now  evaluated  not  just 
for  financial  performance  but  also  by  how 
much  of  their  spending  is  allocated  to 
emerging  opportunities. 


simply  too  busy  keeping  up  with  de- 
mand to  focus  on  new  opportunities. 
"When  you're  running  as  fast  as  we've 
been,  you  tend  to  pay  less  attention  to 
cultivating  seeds,"  he  says. 

That's  about  to  change.  In  March, 
Piatt  0.  K.'d  a  plan  to  hatch  a  series  of 
internal  "software  startups"  to  attack 
promising  cybemiches.  Rather  than  get 
lost  in  hp's  sprawling  software  organi- 
zation, these  units  are  set  off  on  their 
own.  Staffers  are  measured  and  com- 
pensated for  attaining  the  same  mile- 
stones that  venture  capitalists  demand 
of  typical  startups,  such  as  delivering 
code  on  time  or  attaining  a  key  cus- 
tomer. On  June  29,  hp  unveiled  the 
fu'st  of  these:  HP  OpenPix  Imagelgniter, 
which  makes  software  to  let  cyber- 
shoppers  easily  view  and  manipulate 
high-resolution  images.  Says  Piatt:  "If 
we  see  good  ideas,  we'll  fund  them." 
SPOTTY  RECORD.  Now,  Piatt  must 
prove  he  will  move  to  turn  these 
nascent  efforts  into  big  businesses  ca- 
pable of  sustaining  hp's  gi'owth  goals. 
There  are  plenty  of  skeptics.  "Under 
Lew's  leadership,  there's  been  an  aver- 
sion to  risk,"  says  a  former  HP  execu- 
tive. "I  can't  point  to  one  big  new  busi- 
ness that  has  been  created  since  he's 
been  in  place."  Argues  Piatt:  "For 
those  who  say  we're  not  attacking  new 
kingdoms,  look  at  PCs." 

There  are  signs  that  hp  may  not 
have  the  stomach  for  the  new  fast- 
growth,  low-margin  businesses  that 
dominate  high-tech  these  days.  Since 
its  latest  quarterly  disappointment,  the 
company  has  backed  away  from  a  1997 
pledge  to  become  the  PC  market  share 
leader  by  2001.  "We're  not  going  to 
chase  market  share  at  all  costs,"  says 
PC  chief  Zitzner. 

Instead,  some  board  members  are 
quietly  wondering  if  PC  sales  are  worth 
fighting  for  at  all,  admits  Wayman.  "Tliis 
certainly  raises  questions 
about  how  good  [the  PC] 
business  is,"  he  says.  Piatt 
disagrees.  The  scrappy  PC 
market  is  just  the  train- 
ing ground  HP  needs  to 
prove  that  big  companies 
iiin  as  fast  as  httle  ones. 
"We  envision  a  model 
where  most  of  the  com- 
puter business  looks  like 
the  PC  business,"  Piatt 
says.  "You  can't  duck  that. 
It's  the  future."  Piatt  has 
to  move  boldly  to  make 
that  future  as  bright  as 
hp's  past. 

By  Peter  Burrows 
in  Palo  Alto,  Calif. 
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CAN  NISSAN 
REGAIN  ITS  YOUTH? 

The  new  focus  is  on  quality  and  long-term  profits  instead  of  U.S.  sales  volume 

As  far  as  MinoiTi  Nakamiu'a  is  con- 
cerned, his  job  is  to  create  a 
brand  new  Nissan  for  the  U.  S. 
It's  not  a  new  car  he's  talking 
about,  either  It's  the  whole  company. 

Nakamura,  president  of  $16  billion 
Nissan  North  America  Inc.,  knows  that 
it's  time  for  desperate  measures.  In  the 
year  ended  Mar  31,  his  company's  U.S. 
sales  and  marketing  subsidiary  lost  $787 
million,  pulling  the  struggling  Japanese 
parent  back  into  the  red.  Worldwide, 
Nissan  Motor  Co.  lost  $105  million  on 
sales  of  $49.3  billion. 

Starting  in  October,  Nakamura 
pushed  aside  five  top  executives  and 
stepped  in  as  head  of  the  U.  S.  sales 
arm.  Now,  he's  disbanding  the  sales 
company  and  folding  it  into  Nissan 
North  America.  He  has  pulled  the  plug 
on  a  .$200  million  brand  advertising  cam- 
paign that  spun  humorous  stories  while 
all  but  ignoring  the  cars.  He's  dropped 
two  sporty  but  slow-selling  coupes  from 
the  line.  And  he  has  trimmed  customer 
and  dealer  cash  incentives  from  record 
levels  and  ordered  Nissan's  Smyrna 
(Tenn.)  factoiy  shuttered  on  Fridays  for 
the  rest  of  the  model  year  to  cope  with 
lower  sales. 

The  result?  Sales  have  di-opj^ed  28% 
for  the  calendar  year  through  May,  to 
231,146  vehicles,  in  a  market  that's 
shghtly  up.  But  it  doesn't  bother  Naka- 
mura. "Nissan  has  changed  from  a  vol- 
ume chaser  to  a  profit-oriented  compa- 
ny," he  says.  "Depending  on  the  mai'ket. 
it  may  be  difficult  to  be  profitable  thi.- 
year,  but  at  least  we  can  turn  around 
last  year's  loss  situation."  Profits,  ht- 
says,  should  follow  next  year 
ANCIENT  GLORY.  Analysts  say  that  while 
the  current  crisis  threatens  the  very 
existence  of  the  parent  company,  it  may 
be  the  best  '  hing  that  ever  happened  to 
Nissan.  They  point  to  similar  events  at 
Ford  and  Chr^'sler  in  the  '80s  and  Mer- 
cedes-Benz and  BMW  in  the  early  '90s 
that  caused  fundamental  changes  in  cul- 
ture and  attitude  that  got  those  compa- 
nies back  on  track.  "Nissan's  back  is 
against  the  wall,  and  'hat  will  foster 
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,"  says  ("hristophei-  W.  Cecler- 
nanaging  director  of  market  re- 
;r  Nextrend  in  Thousand  Oaks, 

an,  in  fact,  has  been  sti-uggling  to 
way  for  more  than  a  decade.  In 
Is  and  '70s,  the  feisty  importer, 
nder  the  Datsun  name,  coukl  do 
ang.  Every  product,  from  the 
:e  Datsun  510  sedan  to  the  sporty, 
ble  240Z  sports  car,  hit  a  bull's-eye 
.merican  buyers.  Even  the  dogs 
sell.  Once,  alerted  that  three 
ds  of  mustard  yellow  B2ios  with 
eriors  were  headed  their  way, 
■an  marketers  decided  to  add  a 
itripe  to  the  side  and  a  stick  a 
bee  decal  on  the  tinank.  The  so- 
called  Honeybee  became  such  a 
fad  in  California  that  Datsun  had 
to  reorder  more  of  the  ugly  cai-s. 
By  1975,  Datsun  had  passed 
Volkswagen  to  become  Ameri- 
ca's leading  importer. 
NOVROOM.  All  that  changed  in 
the  '80s.  In  1981,  Tokyo  head- 
quarters ordered  Datsun  to  jet- 
tison its  name  and  start  using 
the  Nissan  brand  in  the  U.  S. 
The  changeover  dragged  on  for 
years,  with  dealers  refusing  to 
take  down  their  Datsun  signs 
and  cars  carrying  both  brand 
names.  With  restrictions  on 
Japanese  imports  in  the  early 
'80s,  Nissan  could  sell  eveiything 
it  shipped.  Profits  soared,  and 
complacency  grew.  While  Toyota 
md  Honda  invested  in  their  U.S. 
lealers,  Nissan  took  its  profits 
sack  to  Japan.  Nissan's  U.S. 
sales,  which  peaked  at  831,000 
n  1985,  shd  for  the  rest  of  the 
iecade  and  didn't  begin  to  re- 
!0ver  until  1993. 

Nissan's  latest  problems  in  the 
J.  S.  stem  directly  from  the 
)roducts  it  sells — and  doesn't 
;ell.  For  one  thing,  it  has  lost 

Nakamura  has 
replaced  Nissan's 
leadership  and 
ineffective  ad 
;ampaign  in  the 
U.S.,  where  its 
mage  has  taken 
1  beating 


ilSTANT  RUMBLE:  NAKAMURA 
ND  A  DATSUN  240Z 


its  image.  Toyota  Motor  Coq).  is  known 
for  its  unequaled  quality,  Honda  Motor 
Co.  for  its  slightly  hipper,  high-quality 
cars.  Nissan  used  to  be  known  as  the 
sporty  Japanese  car  company,  but  as 
the  market  for  sportsters  has  flagged,  it 
has  killed  off  all  of  those  models:  the 
NX  series  in  '94,  the  3(x)zx  in  '96,  and  the 
200vSX  and  240sx  this  year.  There  are 
widespread  rumors  that  Nissan  is  plan- 
ning a  revival  of  its  240Z,  but  Nakamiu-a 
isn't  quite  tipping  his  hand.  "Lots  of 
Nissan's  image  comes  fi'om  the  z,"  he 
says.  "The  sports  car  market  has 
shmnk,  but  I  still  think  we  need  that 
sort  of  product." 

In  the  meantime,  the  styling  and  per- 
formance of  the  vehi- 
cles it  still  sells  have 
grown  progressively 
more  conservative. 
"They  totally  discon- 
nected with  what  the 
American  consumer  is 
looking  for,  so  the  only 
way  to  sell  cars  is  to 
use  incentives,"  says 
Aithur  M.  Spinella,  an 
analyst  at  CNW  Mai-ket- 
ing/Research  Inc.  in 
Bandon,  Ore. 

Nakamui'a  has  put  in 
place  a  back-to-basics 
strategy  that  is  aimed  at  correcting  the 
problems.  Fii'st  off,  design  authority  for 
virtually  every  vehicle  tliat  cames  the 
Nissan  badge  in  the  U.  S.  has  been 
handed  back  to  Nissan  Design  Interna- 
tional, the  company's  San  Diego  studios, 
fi"om  its  Tokyo  designers. 

It's  too  eai'ly  to  tell  whether  the  new 
products  wUl  move  Nissan  back  into  the 
first  tier  with  Toyota  and  Honda,  but 
the  track  record  of  Gerald  P.  Hii'shberg, 
NDl's  founder  and  president,  is  good. 
NDl's  fii-st  design,  the  1987  Pulsar  NX, 
won  Nissan  its  first-ever  Car  of  the 
Year  award  in  Japan.  The  studio's  Alti- 
ma  family  sedan,  introduced  in  1992, 
more  than  doubled  the  sales  of  its  pre- 
decessor, the  Japan-designed  Stanza,  ndi 
also  designed  its  first-ever  Sentra,  Nis- 
san's entry-level  sedan,  which  is  coming 
in  1999.  Next  fall  also  will  bring  an 
Ameiican-designed  Maxima  that  will  be 
sportier  than  the  cuiTent  version,  a  col- 
laboration between  Japanese  and  Amer- 
ican designers.  In  April,  Nissan  will 
launch  a  new  compact  sport-utility  ve- 
hicle to  compete  with  Toyota's  rav-4 
and  Honda's  CR-v. 

As  Hirshberg  tells  it,  Nissan  lost 
sight  of  the  American  market  in  the 
early  '90s.  With  tlie  U.  S.  mai'ket  slump- 
ing, Nissan  focused  its  designs  on  Japan. 
The  results  are  just  showing  up.  Nissan 
rejected  NDl's  design  for  the  Pathfinder 
sport-utility  vehicle  and  went  with  one 
aimed  at  the  Japanese  market.  "It's 


WRONG  TURN 
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A  PERCENT  THROUGH  MAY 

DATA:  WARD'S  AUTOINFOBANK 


pretty  prissy  for  a  sport  ute,"  says  an- 
alyst Cedergren;  U.  S.  sales  are  down 
11%  from  a  year  ago.  The  new  but 
style-challenged  Frontier  compact  pick- 
up is  an  even  biggei-  disaster,  with  sales 
off  44%  in  the  first  five  months  this 
year.  "It  may  be  fine  for  a  farmer  in 
Japan,  but  Americans  aren't  even  con- 
sidei-ing  it,"  says  CNw's  Spinella. 
FEWER  PLATFORMS.  Given  its  U.  S.  loss- 
es, Nissan  couldn't  wait  for  next  year's 
new  products  to  kick  in.  So  last  fall, 
Nakamura  put  a  halt  to  many  of  the 
marketing  devices  Nissan  had  been  us- 
ing to  prop  up  sales.  In  1996,  for  in- 
stance, Nissan  stalled  fiddling  with  leas- 
es, driving  the  monthly  payment  down 
by  inflating  resale  val- 
ues. When  the  cars 
started  coming  back 
from  lease,  Nissan 
couldn't  sell  them  at 
high  enough  prices.  Its 
loss  last  yeai'  included  a 
$300  million  reserve  to 
cover  cars  still  under 
lease.  Unprofitable  sales 
to  rental-car  fleets,  an- 
other way  Nissan 
pushed  its  volumes  up, 
also  have  been  axed. 
The  result:  Annual 
sales  have  fallen  from 
the  750,000-to-770,000  range  of  the  mid- 
1990s  to  around  650,000  today. 

Advertising  has  also  been  recast. 
Gone  ai'e  the  amusing  "Enjoy  the  Ride" 
ads  with  cameos  by  an  enigmatic  Japan- 
ese character  and  his  Jack  Russell  ter- 
rier. In  their  place  are  spots  featuring 
the  cars  and,  in  some  cases,  compar- 
isons with  the  competition. 

It  has  been  a  bitter  pill  for  Nissan  to 
swallow,  but  the  moves  in  the  U.  S.  are 
only  a  small  part  of  more  sweeping 
changes  wi-ought  by  the  parent  compa- 
ny. World vride,  Nissan  has  posted  losses 
in  five  of  the  past  sLx  year's.  Wlien  it  an- 
nounced the  cuTTent  loss  in  May,  Nissan 
said  it  would  cut  the  number-  of  vehicle 
platforms  it  builds,  including  the  Altima, 
from  25  today  to  10  by  2003.  It  is  selling 
some  of  its  holdings  in  sister  companies 
to  pay  off  debt  that  now  totals  37%  of 
revenues. 

"Drastic  action  was  called  for-,  and, 
absolutely,  there  are  signs  that  they're 
taking  it,"  says  Lincoln  Meirihew,  an 
analyst  at  r-eseai-cher  J.  D.  Power  &  As- 
sociates in  Agom'a  Hills,  CaKf.  Nakamu- 
ra's  ovei'haul  clear-ly  shows  that  he  is 
setting  aside  shorl-term  objectives  in 
favor-  of  the  long  haul.  The  U.  S.  auto 
mar-ket  is  in  its  fifth  year-  of  i"obust  sales, 
but  sooner  or  later,  it  will  undoubtedly 
run  into  r-oadblocks.  Nakamiu-a  can  only 
hope  that  he  tm-ns  the  company  ar-ound 
before  the  ride  gets  more  bumpy. 
By  Larry  Armstrong  in  Los  Angeles 
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COLUMBIA  B-SCHOOL 
MAKES  THE  A-LIST 

Meyer  Feldberg's  charm  and  connections  spur  a  turnaround 


It's  early  on  a  Sunday  evening,  and 
Meyei'  Feldberg  is  happUy  ensconced 
in  his  Manhattan  flat.  Spending  a 
cozy  night  with  a  good  book?  Hard- 
ly. The  dean  of  Columbia  Business 
School  is  hard  at  work — cntci-t aining. 
Tonight,  he's  hosting  a  re- 
ception for  the  school's 
74-nnember  boaixl  of  over- 
seers, a  group  of  high- 
wattage  executives  that 
includes  Mano  J.  Gabelli, 
Henry  R.  Kravis,  and 
Benjamin  M.  Rosen, 
chairman  of  Compaq 
Computer  Coip. 

While  the  business  ti- 
tans sip  cocktails  and  ad- 
mire the  paintings  of 
Feldberg's  wife,  Barbara, 
the  native  South  African, 
56,  works  the  crowd  con- 
fidently. A  dapper  ch'esser 
whose  flashy  cufflinks, 
suspenders,  and  tie  stand 
out  in  a  sea  of  banker 
blues  and  gi'ays,  he  vdns 
a  promise  to  teach  a 
coui'se  here,  a  gift  towai'd 
a  new  building  there.  He 
cajoles,  flatters,  and  prods 
the  board  members  into 
donating  more  time  and 
money  than  they  ever  in- 
tended. "I  think  Meyei- 
Feldberg  can  do  any- 
thing," says  Raymond  G. 

Viault,  vice-chairman  of  CAJOLER-iN-CHIEF 

General  Mills  Inc.  and  a  B-school  dean  Feldberg 

B-school  board  member.  ^ 

LONG  TERM.  In  a  world  expects  recruiters 

where  B-school  deanships  and  hiring  exeCS  to  SeiVe 
are  revolving  doors,  Feld-       gyggt  lecturerS 
berg  IS  an  anomaly.  Now 
in  Kis  ninth  year,  he  has  pushed  Colum- 
bia from  an  organization  adrift  to  a 
school  whose  selectivity  and  reputation 
have  impi-oved  dramatically — and  he  has 
invigorated  the  school's  once  passive 
alumni  in  th'-  process.  In  business 
week's  ranking.'  of  the  top  20  business 
schools,  ColumbiH  vaulted  from  No.  14  in 


1988  to  No.  6  in  1996,  the  most  recent 
ranking.  From  1993  to  1998,  applica- 
tions sui'ged  81% — compared  with  56% 
for  the  University  of  Michigan  Business 
School  and  36%  for  Hai-vard  Business 
School.  And  wliile  the  Mi  ;  ,\  is  In  it  eveiy- 


( '(iluinl)ia's  shift 
has  been  stiiking:  Fully 
47%'  of  applicants  were 
admitted  in  1992,  but  just 
13%  made  it  in  1997.  Tlie 
newfound  energy — along 
with  flush  economic 
times — has  boosted  the  endowment  to 
$110  million,  up  fi'om  $16  million  in  1989. 

In  part,  Columbia's  renaissance  has 
mirrored  New  York's.  Columbia  "is  the 
quintessential  business  school  in  the 
quintessential  city,"  says  Feldberg. 
"Crossing  the  street  at  Broadway  and 
116th  Street  is  part  of  your  education." 


So,  too,  have  the  school's  fortunes 
with  Wall  Street's.  Columbia  h; 
come  a  favorite  recnaiting  haunt 
vestment  banks,  thanks  to  a  stn 
nance  department  and  Feldberg's 
for  exploiting  his  surroundings,  br 
the  likes  of  Kravis,  Gabelli,  and  ^ 
V.  Shipley,  chairman  of  Chase  M; 
tan  Corp.,  to  mingle  with  student 
TIGHT  QUARTERS.  It's  a  heady  j 
phere.  Feldberg  says  that  while 
40%  of  entei-ing  students  say  they" 
centrate  in  finance,  over  half  c 
year's  gi-aduating  class  has  taken  j 
the  area.  In  this  raging  bull  m 
the  uptown/downtown  link  is  a  d 
asset.  But  should  the  market  ti 
worry  some  Columbia  board  me 
and  alumni,  it  could  quickly  becon 
ability.  Warns  Viault:  "The  school's 


MEYER  FELDBER 

BORN  Johannesburg, 
South  Africa,  1942 

EDUCATlbN  BA,  Unl 

sity  of  Witswatersranc 
1962;  MBA,  Columbi 
University,  1965;  Phi 
University  of  Cape  To 
1968 

FAMILY  Married  to 
painter  Barbara  Feldt 
two  children  (30,  27, 
one  granddaughter  (1 
months) 

ACADEMIC  SPECIA 

Organizational  behav 

CLAIMS  TO  FAME 

Internationally 
competitive  swimmei 
late  1950s;  ballet  lo 
knows  the  world's  be 
hotel-workout  faciliti 

STATED  AMBITION 

Make  Columbia  the 
world's  best  B-schoo 


itatidnai  pull  [toward  Wall  Stree 
strong  and  should  be  resisted.' 

Times  were  not  always  so 
1994,  stuck  in  overcrowded, 
Uris  Hall  when  rivals  were  mov 
glamorous  new  homes,  Feldberj 
out  the  stops.  He  thi'eatened 
the  school  to  the  suburbs  if  the 
sity  didn't  let  it  join  vrith  the  lai 
to  put  up  a  new  building  on  thi 
an  old  post  office.  To  prove 
raise  the  cash,  Feldberg,  withl 
help,  held  a  meeting  of  12  pr| 
gi-aduates,  including  Leon  G.  jl 
man,  chairman  of  Omega  Advis ; 
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ASSIONATE 
lENT  SYSTEM? 


f^i^2l}lSij221^}!^iy}P^^  ti-ademark  of-Dodge  and  Chrysler  Corporation,  lamborghini  i».a  fegistered  traderoark  of  Autpmobili  UtnborgI,,,,  5  p  A. 


igitai  Document  Deliuery  Systei 


odeV:  Di620 


ig-ital  Copier 


d 


Lift  the  hood.  It  is  therfe  you'll  understand  one's  appreciation  for, 
the  remarkable  Minolta  Di62o.  Designed  specifically  to  allow 


you  to  control  your  copying  and  printing  in-house  with  unmatched  productivity  and  powerful 
document  finishing  capability.  •  At  it's  heart,  an  advanced  digital  image  processing  technology: 
UMOS  (Laser  Intensity  Modular  System),  Minolta's  exclusive  process  that  uses  a  one-dot 
intensity  varying  method  to  reproduce  halftones  with  subtle  precision.  •  Yet  perhaps  what  really 
warrants  your  personal  affection  is  the  Di62o's  amazing  ability  to  finish  the  job.  It  staples  in  three 
positions.  Punches  2-hole  or  three-hole.  Even,  folds  in  three  ways:  half-fold,  crease-fold  (with 
saddle-stitch),  or  z-fold  for  oversized  pages.  #  Of  course,  you  can  access  all  these  capabilities- 
directly  from,  your  desktop  using  the  Di62o  as  a  network  printer.  Experience  the  ^^^B^ 


power  of  the  Di62o.  See  why  it's  nothing  short  of  a  high  performance  machine. 
For  more  information  call  i-8op-964'6658.  vywyy;rDir|^ttad3.com/ad.  • 


MINOLTA 


A  Renaiss|}|Q§ : 

^erson  wapif  a 
hotel  that  i 


doesn't  just  grvi 


ip  serviOe  to 
njest 


satisfaction. 


At  Renaissance,  we  don't  just  talk  about  personalized  attention,  we  graciously  provide 

It  every  day.  Pertiaps  that's  why  we  were  ranked  the  "Highest  Upscale* 
Hotel  Cham  in  Guest  Satisfaction"  in  a  1998  Frequent  Flyer 
Magazine/J.D.  Power  and  Associates  study.**  You  see,  we  believe  catering  to  our 

guests  Is  the  essence  of  Renaissance  Hospitality."  It  means  if 
you  make  a  request,  it  Is  attended  to.  No  matter  what.  And  at  every  Renaissance  hotel, 
you'll  enjoy  superb  dining,  comfortable  accommodations 
and  a  warm,  inviting  atmosphere.  There  are  over  70  Renaissance  Hotels  &  Resorts  In 
23  countries  worldwide  where  you  can  experience  a  Renaissance.  You'll  find  we  offer 

a  variety  of  services — except,  of  course — Hp  service.  Call  1-800-HOTELS-l  or 
your  travel  agent,  or  visit  us  at  renaissancehotels.com. 

It's  time  lor  a  Renaissance.  RENAISSA^ 


HOTELS  AND  RESOl 


'Upscale  excludes  luxury,  mid-price,  economy  and  budget  chains.  "Frequent  Flyer  Magazine/J.D,  Power  and  Associates  1998  Upscale  Hotel  Chain  Guest  Satisfaction  Study."'  Study  conducti] 
frequent  business  travelers  at  upscale  hotels  and  is  based  on  8,067  individual  evaluations.  11  upscale  hotel  chains  were  ranked  in  the  study  ©1998  Renaissance  Hotels  international 


anagement 


4i 


^>  Harriott  rewards'" 

Now  earn  points  at  participating 
Renaissance  Hotels  &  Resorts,  . 

•■  With  Marriott  Rewards,  it's  never 
been  easier  to  earn  free  vacations. 
You  can  earn  points  at  eight 
different  hotel  brands  and  over 

1,300  locations  worldwide. 
Call  i-800-249-0800  to  join. 

■  'h 


abelli.  Feldberg  turned  on  the 
.  Within  three  days,  he  had  $12 
I  committed,  and  the  university 
pproved  the  project.  The  $42  mil- 
iilding— jokingly  called  Quintes- 
Hall  or  House  of  Meyer  in  the 
t  newspaper — will  open  this  fall, 
laps  becaase  F'eldberg  himself  was 
broad,  he  has  made  the  school  a 
for  students  interested  in  a  glob- 
;ation.  Columbia  was  one  of  the 
-schools  to  weave  international  is- 
iroughout  the  cuiriculum,  thanks 
to  a  $10  million  gift  in  1991  from 
A.  Chazen,  then  head  of  Liz  Clai- 
[nc.  Before  international  cases  be- 
rendy  elsewhere,  the  school  of- 
exchange  programs  and  gave 

courses.   

berg  has  fol- 
through  on 
nissions  side 
:  30%  of  the 
ts  are  from 
and  80%  are 
n  other  lan- 
(China  is  the 
feeder.)  Re- 
are  pleased. 

uality  of  MBAs  at  Columbia  has 
id,"  says  Richard  B.  Fisher,  chaii- 
the  executive  committee  at  Mor- 
nley  Dean  Witter  &  Co.  "We  find 
\d  more  people  we  want  to  hire." 
lAL  TOUCH.  Feldberg  brings  the 
impetitive  zeal  to  his  job  that 
/ed  as  a  world-ranked  swimmer 
h  Africa.  He  loves  to  compare 
'gy  of  Columbia  to  rivals  such  as 
uth's  Amos  Tuck  School  of  Busi- 
Iministration,  poking  fun  at  its 
campus  in  rural  New  Hamp- 
iefore  Columbia,  he  served  as 
Tulane  University's  B-school 
president  of  the  Illinois  Insti- 
j  Technology. 


Columbia's  focus  on 
Wall  Street  is  a 
concern:  What  happens 
in  the  next  downturn? 


ders  admire  Feldberg's  talent 
ling  a  personal  relationship  with 
toi's.  "Besides  formal  meetings," 
mpaq's  Rosen,  "he  meets  with 
dividually.  In  turn,  eveiyone  en- 
iong.  It's  not  just  window-dress- 
Idberg  sends  handvmtten  notes 
ra  of  E-mail,  scrawling  a  memo 
ue  marker  when  a  board  mem- 
W  gets  mamed  or  a  professor 
award.  "It's  the  largei-than-life 
e  in  the  thicker-than-life  pen," 
;e  Schinderman,  the  B-school's 
i  dean  for  special  projects, 
erg  also  reminds  headhunters 
recruiting  process  is  a  two-way 
'n  return  for  Columbia's  best 
jhtest,  he  expects  not  only  a 
It  also  a  guest  lecture  or  a  se- 
lOng  course.  "He's  shameless," 


laughs  Jeny  I.  Speyer,  chief  executive 
of  Tishman  Speyer  Properties.  "His  en- 
thusiasm is  infectious."  Morgan  Stan- 
ley's Fisher  is  a  Harvard  gi'aduate,  but 
he  win  nonetheless  show  up  at  Columbia 
to  speak  next  year  and  has  helped  co- 
workers raise  $750,500  for  an  am- 
phitheater in  the  new  building. 
CATCHUP.  Feldberg's  social  flmry  makes 
some  wonder  if  he  is  neglecting  his  stu- 
dents. Feldberg  admits  that  he  spends 
less  time  at  Uris  Hall  than  he  did  in  the 
early  1990s,  when  he  sat  in  the  school's 
deli  with  his  bagel  and  heai'd  a  litany  of 
student  complaints.  Says  Saul  D.  Good- 
man, vice-president  at  Evercore  Part- 
ners and  a  member  of  the  Class  of  1994: 
"I  could  see  a  student  going  to  Colum- 

  bia,  having  a  great 

experience,  and 
never  having  seen 
him.  But  it's  not  as 
if  you  need  to,  be- 
cause everything's 
kind  of  0.  K." 

That's  partly  be- 
cause Feldberg  has 
a  strong  team,  led 
by  Vice-Dean  for 
Students  Safwan  M.  Masri.  But  he  still 
holds  office  hours  and  hosts  student 
breakfasts.  "When  certain  things  hap- 
pen," says  recent  gi'aduate  Ei^in  LeiJoier, 
"he  likes  to  be  around."  WTien  the  stock 
market  fell  last  year,  he  met  with  stu- 
dents to  ease  concems. 

For  all  of  Feldberg's  goodwill,  there 
are  still  many  issues  to  tackle.  Despite 
the  new  building,  space  remains  a  prob- 
lem. Some  students  complain  that  the 
school's  teaching  quality  is  uneven,  even 
with  a  program  to  lure  new  faculty.  The 
finance  focus  makes  Columbia  vulnerable 
to  placement  problems  should  the  mar- 
ket tank.  And  as  the  cahber  of  students 
rises,  so  do  expectations — keeping  the 
pressure  on  the  dean. 

Feldberg  is  trying  to  build  up  the 
school's  status  in  other  sectors  such  as 
media,  entrepreneurship,  and  real  es- 
tate. Yet  many  students  feel  the  school 
has  a  way  to  go.  "For  new  media,  it 
has  definitely  been  a  struggle,"  says 
Michelle  S.  Nasir,  a  recent  graduate. 
"They  do  offer  some  good  classes,  but 
not  enough."  Few,  however,  doubt  that 
Feldberg  will  do  what  it  takes  to  keep 
his  students  at  the  forefront  of  re- 
craters'  minds.  "I  have  spent  my  career 
studying  senior  executives,"  says  Donald 
C.  Hambrick,  a  tenured  management 
professor,  "and  I  would  rate  him  up 
there  among  the  best."  The  biggest  risk 
may  be  that  recruiters  come  and  steal 
away  Feldberg  himself. 

Bij  Jennifer  Reiyigold  in  New  York 


Renaissance  Locations 

North  America:  Arizona:  Scottsdale  California: 

Indian  Wells,  Long  Beach,  Los  Angeles,  San 
Francisco  (2)  »  Colorado:  Denver  •  Washington,  D.C. 
(2)  «  Florida:  Orlando  (2),  St.  Petersburg  » 
Georgia:  Atlanta  (3),  Lake  Lanier  •  Hawaii:  Maui 
«  Illinois:  Chicago,  Oak  Brook,  Springfield 

•  Maryland:  Baltimore  *  Massachusetts:  Boston  • 
Missouri:  St.  Louis  •  New  York:  New  York,  White 
Plains  «  Ohio:  Cleveland  »  Tennessee:  Nashville 
'  Texas:  Austin,  Dallas  (2),  Houston  <■ 
Washington:  Seattle  '  Canada:  British  Columbia: 
Vancouver  •  Ontario:  Niagara  Falls  •  South 
America:  Brazil:  Sao  Paulo  •=  Caribbean: 
Dominican  Republic:  Santo  Domingo  »  Grenada: 
St.  George's  ■  Jamaica:  Ocho  Rios  •  U.S.  Virgin 
Islands:  St.  Thomas  •  Europe:  Austria:  Vienna 
(2),  Salzburg  >  Czech  Republic:  Prague  •  France: 
Paris  •  Germany:  Chemnitz,  Dusseldorf, 
Hamburg,  Heidelburg,  Karlsruhe,  Cologne, 
Leipzig,  Munich  •  Russia:  Moscow  •  Switzerland: 
Zurich  •  The  Netherlands:  Amsterdam  •  United 
Kingdom:  London  •  Turkey:  Antalya,  Istanbul  » 
Asia-Pacific:  China:  Hong  Kong  (2)  «  India:  Goa 

•  Japan:  Gifu,  Naruto,  Okinawa,  Sapporo,  Tokyo 

•  Korea:  Seoul  *  Malaysia:  Kuala  Lumpur  (2), 
Melaka,  Sandakan  •  Myanmar:  Yangon  • 
Philippines:  Manila  «  United  Arab  Emirates: 
Dubai  '  Australia:  Sydney  •  M/dcf/e  East:  Egypt: 
Alexandria  •  Israel:  Jerusalem 

Call  1-800-HOTELS-l 
or  visit  us  at  renaissancehotels.com. 


It's  time  for  a  Renaissance. 


Marketing 


NOW,  TENNIS  BALLS 

ADC  nuACiyft  Tuc  nnftc 


Penn  Racquet  Sports  courts  canine  customer 


Suppose  your  industry  were  in 
free  fall.  What  would  you  do  to 
find  more  customers?  Would  you 
go  global  in  search  of  sales?  Ti-y 
the  Internet? 

How  about  switching  species? 
That's  the  ch-astic  move  made  by  Penn 
Raccjuet  Sports,  the  nation's  No.  1  maker 
of  tennis  balls,  which  is  sulfeiing  from 
flat  sales  and  a  decade-long  lull  in  recre- 
ational tennis.  This  month,  Penn  begins 
mai'keting  its  familial-,  fivzzy  orbs  to  some 
undeniably  loyal  customers:  dogs.  R.  P. 
Fetchem's  is  a  traditional  tennis  baU  that 
has  been  gussied  up  as  a  "natiu-al  felt 
fetch  toy"  for  pooches.  "Ten  times  more 
people  own  pets  than  play  tennis,"  ex- 
plains Penn  President  Gregg  R.  Weida, 
owner  of  a  schnauzer  named  Jake. 
NO  DYES.  Penn  is  teaching  an  old  ball 
new  marketing  tricks — and  hoping  to 
bounce  its  estimated  $70  million  in  sales 
up  by  5%  to  10%.  For  the  benefit  of 
four-legged  consumers,  Penn  has  made 
the  balls  dye-fi-ee.  They  sport  the  Ral- 
ston Purina  Co.  logo,  thanks  to  a  li- 
censing deal  with  the  dog-food  giant. 
The  biggest  change  is  the  price:  $4  to  $5 
for  a  can  of  two  Fetchem's  vs.  $2.50  for 
three  old-fashioned  tennis  balls.  That 
hasn't  deteri'ed  retailers.  PetsMart  Inc. 
will  test  them,  ordeiing  400  cases  for  its 
413  stores.  "The  fact  that  it's  got  the 
Ralston  name  and  the  natural  felt  are 
pluses,"  says  Greg  Forquer,  PetsMart 
vice-president  for  merchandising. 
But  that  won't  attract  more  tennis 


players.  For  Penn — a  small  Phoenix- 
based  division  of  chemical  and  defense 
conglomerate  GenCoi^p  Inc. — making  a 
move  into  dog  toys  may  be  one  indica- 
tion that  tennis  shows  no  imminent 
signs  of  a  comeback.  The  game  has  a 
base  of  5  million  hard-core  players,  but 
it's  losing  the  weekend  whackers,  ex- 
plains Brad  Patterson,  executive  direc- 
tor of  the  Tennis  Industi-y  Assn.  Recre- 
ational play  is  down  almost  20%  over 
the  past  decade.  Ball  sales  have 
dropped    29%    since  1991. 
"Twenty  years  ago,  there 
was  no  inline  skating, 
no  Blockbuster  Video, 
no  home  computers," 
mes  Patterson.  "It's 
harder  to  gi'ab  mind 
share." 

Like  other  ball- 
makers,  Penn  has 
been  unable  to  duck 
the  force  of  the  ten- 
nis devolution.  Mid- 
west Research  analyst 
Mark  E.  Koznarek,  wHb" 
follows  Penn's  parent  com- 
pany  GenCorp,  forecasts  zero 
gi'owth  for  Penn  and  tags  the  unit  a 
"below-average  part  of  the  business" 
that  is  ripe  for  a  sell-off. 

The  dog-toy  solution  had  been  kicking 
around  Penn  for  years.  But  in  1996,  it 
found  a  champion  in  Laura  Kurzu,  who 
directs  Penn's  account  at  Veritas  Ad- 
vertising, a  St.  Louis  agency.  Kurzu  had 


ADVANTAGE,  JA 

President  Weid 
with  R.  P.  Fetcl 

connections  at 
ston  Purina  ani 
convinced  the 
should  enter  i 
licensing  deal.  " 
laughed  at  fron 
sides,"  recalls  I 
"CHEAP."  But 
may   get  the 
chuckle.  Tennis 
be  stalled,  but 
pampering  is  1 
ing.  Human  I 
will  shell  out  $ 
box  for  doggie 
and  will  pay  J 
for  a  pet  canop. 
Most  importa 
Penn,  they  buy 
Last  year,  owne 
ished  $41.7  mill 
dog  toys  sold 
stores,  says  th 
Industry  Join 
visory  CouncO  ( 
While  $5  a  can  might  make 
players  gasp,  it's  no  barrier  fi 
lovers  in  search  of  the  perfect 
"That's  cheap,"  says  Jim  Sweem, 
gional  manager  in  Chicago  for  Pe: 
phes  Plus,  a  145-store  chain.  His 
dog  toys  for  as  much  as 
Sweeney  hasn't  been  pitched  1 
Penn  sales  force  but  predicts  hea 
move  1,000  cans  of  Fetchem's  a  n 
New  York  dog  owner  Joel  Katzi 
balk  at  the  Fetchem's  pri( 
"This  guy  will  do  ani 
for  a  ball,"  he  saidf 
cocker  spaniel. 


TENNIS  BALL  BUST 


'91    '92    '93    '94  '95 
A  MILLIONS  OF  DOLWRS 

DATA:  TENNIS  INDUSTRY  ASSN. 


He  loves  thei 
than  food." 
But  whil( 
knows  the 
ball  world, 

I  ncounter 
new  comjci 

II  the  pet  tcb 
ness.  IndeedP' 

already  has  ;ri' 
Melia  Luxur 
Pi'oducts  makes 
vors  of  dog  tennis  bk 
eluding  "zesty  orangi 
"PB&J"  (peanut  butter  and  jell 
sales  are  in  the  "hundreds  of 
sands,"  says  President  David  V^- 
Pet  watchers  aren't  surprised  'i 
more  entries.  "Everyone  ani 
brother  wants  to  get  in,"  sa; 
Mitchell  of  pijac.  Fetch,  anyont 
By  Dennis  Berrnan  in  N< 
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Menlo  Charity  Horse  Show 

To  benefit  Peninsula  Center  for  the  Blind  and  Visually  Impaired 

August  5-9  190  Park  Lane 

8  a.m.  to  5  p.m.  Atherton,  Ca  94027 

Admission  $10  Per  Day  (children  under  12  admitted  free) 

•  Continuous  activity  in  three  rings  daily  •  Over  500  outstanding  horses  and  riders 

•  Beautiful  setting  •  Olympic-style  jumping  on  grass  •  Top  rated  hunter/jumper  show 

For  further  information  call  (415)584-7690 

The  Peninsula  Center  for  the  BUnd  and  Visually  Impaired 
enables  clients  to  achieve  their  highest  potential  through 
programs  that  promote  independence  and  improve 
quality  of  life. 

2470  El  Camino  Real,  Suite  107  •  Palo  Alto,  CA  94306 
Phone:  (650)858-0202 

Web  site  address:  www.pcbvi.org/horseshow 


PENINSULA 

CENTER 

KFO  R  Til  r  f  ^ 
LIND 

VISUALLY  IMPAIRED 


TAltY  HO 


FUN-FILLED  FAMILY  CIRCUS 
ENTERTAINMENT! 

RIDING  EXHIBITIONS! 

CHUCK  WAGON  GRILL! 

EVENING  COCKTAILS! 

FIVE-STAR  CELEBRITY  CHEFS 
DINNER! 

LIVE  AUCTION! 

DARING  PERFORMERS  TO 
THRILL  AND  ASTOUND! 

DANCING  INTO  THE  NIGHT! 

Woodside-Atherton  Auxiliary  invites  you  to  attend  a  Peninsula  tradition. 
Join  us  for  family-oriented  amusements  and  activities  throughout  the  day, 
followed  by  an  evening  of  elegant  dining  and  dancing. 

SATURDAY,  SEPTEMBER  12,  1998 
Menlo  Circus  Club  -  Atherton,  California 

Please  call  650-949-3845  for  information  and  reservations. 


Proceeds  benefit 

"ST  LUCILE  PACKARD  CHILDREN'S 
^  HEALTH  SERVICES  AT  STANFORD 

UCSF  StanforJ  Health  Care 


A  Diviswn  ofTheMcGraw-HiUCjnnpames 


WORLD  ENERGY 


A  Business  Week 
Special  Advertising  Section 


We're  Giving  You 
Some  Power! 


In  Houston  this  Fall,  the  World  Energy  Council  will  convene 
its  1 7th  Congress.  Energy  ministers,  senior  executives,  and 
government  officials  from  around  the  v^orld  will  get  together  to 
discuss  the  future  of  the  world's  energy  sources.  BusinessWeek 
will  be  there,  and  so  can  you  with  "World  Energy."  Shine  a  light 
on  your  business  as  the  world's  most  influential  talk  about  the 
planet's  bright  future.  Over  5  million*  readers  will  be  looking 
in  -  don't  get  left  in  the  dark. 


Issue  Date:  September  14,  1998 
Ad  Close:  August  3,  1998 

For  more  information,  please  call  John  McGuire, 
Account  Manager,  at  (214)688-5188  or  e-mail 
john_mcguire@businessweek.com. 

♦Source:  1998  Spring  MRI 
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WITH  OUR  REGISTRATION  CERTIFICATE 
YOUR  COMPANY  IS  GOING  PLACES. 


We're  QMI-a  division  of  CSA.  If  management  system  registration  is  one  of 
your  company's  goals,  call  us.  If  superior  service  and  attention  to  your  company's  n 
are  important  to  you,  talk  to  us.  If  new  business  opportunities  here  at  home  or  arou 
globe  are  in  your  plans,  meet  with  us.  At  QMI,  you  get  the  registration  certificate  yo 
to  compete.  Find  out  why  our  customers  consistently  tell  us  our  service  is  better  th 
competitors.  Call.  We'll  give  you  a  world  of  reasons  to  give  us  your  business. 

QMI  and  CSA.  We  deliver  more  than  you  expect. 

Call  1-800-465-3717 
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velopments  to  Watch 


ED  BY  NEIL  GROSS 


INY  TURBINE  TO  POWER  YOUR  LAPTOP 


ETIME  AROUND  2000,  SAY  INVENTORS  AT  THE  MASSA- 

5etts  Institute  of  Technology's  gas-turbine  lab,  en- 
!S  the  size  of  shirt  buttons  could  begin  to  replace  10- 
0-watt  batteries  in  handheld  computers,  cell  phones, 
camcorders.  Lab  director  Alan  H.  Epstein  predicts ' 
an  engine-driven  power  pack  could  be  made  about 
25%  smaller  than  today's 
lithium  batteries,  and  could 
run  twice  as  long  be- 
tween rechargings. 
Make  that  refu- 
elings.  The  mit 
invention  resem- 
bles a  jet  engine, 
with  a  2-mm- 
long  combustion 
chamber,  a  4-mm 
turbine  wheel,  and 
a  tiny  generator. 
The  engine  mns  on 
ne  and  tanks  come  in  different  sizes.  One  the  size  of 
'top  battery  pack  could  deliver  20  hours  of  comput- 
!e. 

•  far,  only  the  combustion  chamber  and  the  wheel 
been  tested.  The  generator  won't  strut  its  stuff 
the  fall.  But  over  the  next  five  years,  Epstein  be- 
5,  output  of  these  tiny  engines  will  soar  to  100 
5.  That's  enough  to  satisfy  the  U.  S.  Army,  mit's 
5or,  which  wants  a  new  power  som-ce  for  its  global 
ioning  system  receivers,  night-vision  goggles,  and 
■  military  gear.  Nellie  Andreeva 


lAL  SKIERS  CAN 
THE  MOGULS 

ktitive  skier,  virtu- 
ty  researcher  Craig 
ell  wanted  to  make 
er  simulations  as  ex- 
s  downhill  racing.  So 
founded  a  compa- 
'I  \'irtual  Motion  Inc. 
^liurgh  to  develop  a 

I'f  of  video  game 
•  There  are  no  spe- 
'■.e'es.  But  his  device 
the  inner  ear's 
system,  which  con- 
ilance.  The  headset 

of  three  nerve  stim- 
pressing  against  the 
d  and  behind  each 

tcansmitting  differ- 
fi-ns  of  weak  electri- 
als,  the  set  tricks  a 
^taring  user  into 
:  tiiat  he  or  she  is 


moving  up  or  down,  forward 
or  backward. 

Although  the  technology  for 
stimulating  nerves  has  been 
around  for  years,  Viitual  Mo- 
tion is  the  fii'st  to  employ  such 
techniques  to  activate  the  in- 
ner eai-.  Tlie  fii-st  big  challenge 
was  working  out  specific  sig- 
nal patterns  to  simulate  com- 
plex movements.  Researchers 
then  had  to  experiment  with 
the  motion  patterns  until  they 
had  learned  enough  about 
them  to  coordinate  the  mo- 
tion sensations  with  the 
video.  Campbell  pulled  this 
off  with  $1  million  in  ven- 
ture capital.  Now  he  is  seek- 
ing manufacturing  partners 
to  make  the  headsets,  which 
also  work  with  vr  goggles. 
He  predicts  that  they  will 
be  in  stores  by  Christmas, 
1999,  and  will  sell  for  about 
$80.  Johanna  Knapschaefer 


THIS  MICROSCOPE 
CAN  POKE  AT  ATOMS 

SINCE  their   invention  A 

decade  ago  at  IBM  and  Stan- 
ford University,  atomic  force 
microscopes  (afms)  have  pro- 
duced startling  images  of  ex- 
otic atomic  landscapes.  The 
scopes  perform  their  magic 
by  dragging  a  supei-fine  nee- 
dle across  a  sample  of  mater- 
ial. The  needle  bumps  up  and 
down  as  the  atoms  that  foi-m 
its  tip  are  repelled  by  atoms 
on  the  sample.  A  computer 
then  translates  the  movement 
into  dazzling,  multicolored 
topographic  drawings. 

Early  afms  used  silicon 
tips.  But  in  1996,  Nobel  piize- 
winning  chemist  Richard  E. 
Smalley  replaced  the  silicon 
with  a  tough  new  carbon 
stracture  known  as  a  "nano- 
tube,"  which  proved  more 
flexible.  Now,  in  the  July  2 
Nature,  Harvard  University 
chemistry  professor  Charles 
M.  Lieber  offers  a  glimpse  of 


what  nanotube  tips  wiU  do  for 
biology.  Lieber  and  his  team 
chemically  modified  a  nan- 
otube so  that  the  afm  needle 
itself  can  perform  chemical 
analyses  as  it  travels  over  the 
sample.  Since  the  tube  is 
made  of  carbon,  Lieber  ex- 
plains, "we  can  exploit  well- 
developed  organic  reactions 
to  attach  various  molecules 
that  interact  differently  with 
the  sample."  That  opens  gi-eat 
possibiHties.  For  example,  it 
will  be  possible  to  explore 
features  on  a  cell  by  attaching 
something  to  the  nanotube 
that  binds  to  a  particular  re- 
ceptor. Or  one  could  test 
whether  a  new  di-ug  molecule 
binds  to  a  protein. 

afms  still  can't  dehver  3-D 
images  of  molecules.  That  re- 
quires x-ray  ciystallogi-aphy, 
which  consti-ucts  images  out 
of  patterns  of  x-rays  diffi-act- 
ed  from  crystals.  "But  afms 
allow  you  to  get  functional 
information  about  the  mole- 
cule you  are  studying," 
Lieber  says.  □ 


TO  ZAP  SAND  FLIES,  TRY  BUFFALO  BREATH 


FROM  the  mangrove  MARSHES  AROUND  BOYNTON  BEACH, 

Fla.,  biting  sand  flies  swarm  into  backyards  and  play-  ' 
gi-ounds,  making  life  miserable  for  residents.  Universi- 
ty of  Florida  entomologist  Jonathan  Day  feels  the  resi- 
dents' pain— and  has  come  up  with  a  dandy  fix. 

Like  all  biting  insects,  sand  flies— called  moose  flies 
and  "no-see-ums"  in  the 
Northeast — track  their  hosts 
through  plumes  of  carbon 
dioxide  released  by  respira- 
tion. To  protect  school  yards. 
Day  is  building  fences — up  to 
1,500  long— fitted  with  traps 
that  slowly  release  carbon 
dioxide  and  octenol,  a  chemi- 
cal the  bugs  mistake  for  wa- 
ter-buffalo breath.  The  bugs 

swarm  to  the  traps  and  get   

stuck  in  mineral  oil  that  lines  special  mesh  panels  over 
the  vents.  In  a  recent  one-day  test,  Day  nabbed  200,000 
sand  flies  in  a  single  trap. 

When  the  mineral  oil  is  replaced  with  insecticide,  Day 
says,  the  fence  also  works  effectively  against  such 
blood-sucking  nuisances  as  mosquitoes  and  deer  flies. 
Day  has  applied  for  patents,  and  Air  Liquide  America 
Corp.  of  Houston  plans  to  develop  the  product.  □ 


^FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwjuly@busmessweek.com 
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WHAT  TO  DO  BEFORE 
DISASTER  STRIKES 


Already  this  year,  ice 
stoiTOs  have  devastat- 
ed northern  New  Eng- 
land, El  Nino  rains  have  bat- 
tered Southern  California, 
and  tornadoes  have  ham- 
mered cities  from  Oklahoma 
to  Maryland.  In  recent 
weeks,  brushfires  have  de- 
stroyed mor'e  than  100  homes 
in  northern  Florida.  And  the 
hurricane  season  is  just 
beginning. 

It's  hard  to  imagine  the 
toll  taken  by  a  natural  disas- 
tei-:  family  members  injui'ed 
or  killed,  homes  destroyed, 
businesses  shuttered,  whole 
towns  living  in  high  school 
gyms. 

But  at  least,  you  think,  in- 
sui'ance  wWl  pay  to  repair  the 
damage.  Except  in  many  cas- 
es it  does  not.  You  may  not 
be  covered  at  all  for  some 
losses,  or  carriers  may  refuse 
to  give  you  full  value  for 
youi-  home  and  its  contents. 
"There  are  a  lot  of  compa- 


nies that  will  lowball,"  says 
Robert  Hunter,  dii-ectoi-  of  in- 
surance at  the  Consumer 
Federation  of  America. 

How  can  you  protect  your- 
self.'' The  easiest  way  is  to 
make  sui'e  you  are  fully  in- 
sured— well  before  disaster 
strikes.  Here's  a  checklist: 
■  What's  covered?  Most  poli- 
cies will  protect  you  against 
fire,  theft,  and  wind.  But  they 
exclude  earthquakes,  floods, 
and  sewer  backups. 

You  can  buy  extra  protec- 
tion against  backups  for  a 
few  dollars.  Earthciuake  in- 
surance, by  contrast,  can  be 
very  costly.  In  California, 
you'll  have  to  buy  it  ft-om  a 
state  pool. 

Flood  insurance  is  provid- 
ed by  the  federal  govern- 
ment, although  you  can  buy 
it  through  most  agents  when 
you  pm-chase  yoiu'  homeown- 
er's policy.  It  will  cost  an  ex- 
tra $300  to  $500  a  year  for  a 
typical  home,  but  if  you  live 


in  an  area  that  floods,  you 
will  need  it. 

■  Will  yom"  carrier  pay  100% 
of  the  cost  of  rebuilding  youi- 
home  and  replacing  your  per- 
sonal property?  You  should 
always  pur- 
chase full  re- 
placement in- 
surance. But  buyer  beware: 
Carriers  are  now  limiting 
what  they  will  pay,  even  for 
full  replacement  policies. 
Even  if  you  get  replacement 
cost  coverage,  your  insurer 
still  may  not  make  you 
whole. 

Say  you  have  such  a  policy, 
which  states  the  value  of 
your  home  is  $200,000,  but 
estimates  to  rebuild  come  in 
at  $:300,000.  Until  recently,  in- 
surers would  cough  up  that 
amount.  But  because  they 
had  consistently  understated 
home  values  in  insui'ance  poli- 
cies, and  because  replacement 
estimates  can  run  very  high, 
insurers  were  getting  killed. 


INSURANCE 


Now,  majur  piupL-i  i^i 
sualty  insurers,  incluc 
dustiy  heavyweight  i 
Insurance  Co.,  will  or, 
you  the  $200,000  plu^ 
ditional  20%,  or  $240,i 
if  your  house  is  total! 
may  be  on  the  hook 
difference. 

Allstate  Senior  Vicj 
dent  Ronald  McNeil 
the  company  would  s| 
tect  policyholders  if 
owner  has  lost  ahi 
everything:  "I'd  ba 
pressed  to  put  the 
in  the  lurch  at  that 

  the 

But  01 


surer^ 

kept  the  protection  | 
into  their  contracts,  j 
sui'ance  Group — whicl 
mostly  in  the  Mid-.| 
states — says  it  still  1 
all  rebuilding  costs.  I 
Chubb  Group,  thougj 
only  provide  150%  J 
in  some  disaster-prorl 
Keep  in  mind,  thoil 
all  insui^ere  will  want  I 
if  you  have  done  a 
vation.  If  you  havej 
paying  premiums 
added  value  of  thl 
provements,  no  insJ 
replace  them.  | 
■  What  contents  are 
Generally,  policies  wj 
your  possessions  f(| 
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ONE  PICTURE  IS  WORTH... 

Since  a  storm  can  destroy  your  records, 
document  what  you  own,  and  store  the  list- 
preferably  including  photos-in  a  safe  place 


le  value  of  the  house 
[f  your  home  is  insui'ed 
)0,000,  its  contents  are 
ted  for  up  to  $150,000. 
lat  doesn't  mean  your 
will  just  write  you  a 
for  that  amount — no 
ms  asked.  To  get  the 
ue  of  what  you  lose  in 
3tei',  first  get  full  re- 
ent  cost  coverage  for 
;s.  "Cash  value"  insur- 
5  worthless.  You  will 
!  depreciated  value  of 
vas  destroyed.  Thus, 
hree-year-old  50-inch 
'  only  be  worth  $200. 
may  also  have  to 
that    you  actually 
that  set,  especially  af- 
total  loss.  To  avoid 
as,  make  a  record  of 


all  your  possessions. 
"Take  a  tour  of  youi* 
home  with  a  video- 
camera,"  says  Chubb 
home-office  catastro- 
phe-claims manager 
Peter  Seay.  At  the 
very  least,  take  still 
pictures  and  make  a 
written  list.  Store 
the  documentation  in 
a  safe  deposit  box  or 
ship  it  off  to  Uncle 
Harry  in  Altoona. 
Ajid  don't  just  store 
a  recoi'd  on  youi"  PC. 
It  won't  help  if  youi' 
desktop  burns  to  a 
crisp. 

Finally,  make  sm"e 
yuur  insurer  knows  about 
your  artwork,  jewelry,  and 
collectibles.  If  they  are  espe- 
cially valuable,  get  them  ap- 
praised and  buy  riders  to 
cover  them  separately. 
TRANSLATIONS.  Since  most 
policies  are  in  legalese,  ask 
your  agent  to  explain  your 
coverage,  and  insist  that  he 
show  you,  in  the  written  pol- 
icy, just  what  is  covered.  And 
do  it  on  a  lazy  summer  af- 
ternoon— before  that  big 
storm  hits. 

If  a  calamity  does  strike, 
be  ready  to  deal  with  both 
yom-  agent  and  an  adjuster — 
who  wall  detei'mine  the  value 
of  your  loss.  After  the  most 
seiious  storms,  carriers  wdll 
send  their  own  emergency 


response  teams  to  your  town. 
The  federal  government  may 
get  involved,  as  well.  The 
President  could  declare  your 
county  a  disaster  area  and 
send  staffers  from  the  Fed- 
eral Emer'gency  Management 
Agency  to  set  up  shop. 

FEMA  can  make  small  cash 
gi'ants  to  storm  victims  and, 
through  the  Small  Business 
Administration,  make  low-in- 
terest loans  of  up  to  $40,000 
to  homeowners.  That  can 
help,  but  it  isn't  intended  to 
replace  piivate  insui'ance. 

Once  you  are  safe,  contact 
your  agent  or  call  your  carri- 
er's 800-number.  Good  insur- 
ers will  try  to  contact  you 
witMn  24  houi's  of  a  catastro- 
phe. But  it  will  take  days — if 
not  weeks  or  months — to  get 
a  check  for  the  full  amount 
of  your  losses.  Most  compa- 
nies will  provide  money  right 
away  for  living  expenses. 
That  will  pay  for  a  hotel 
room  and  some  clean  clothes. 
A  few,  including  high-end 
Chubb,  will  find  you  a  rental 
house.  Insist  on  enough  cash 
to  keep  you  going  for  a  few 
weeks.  "Tliey  should  be  hand- 
ing you  some  pretty  fast 
money  if  you  can't  live  in 
your  house,"  says  Hunter 

Once  you've  restored  some 
sense  of  order  to  your  life, 
you'll  need  estimates  for  re- 
building. Unfortunately,  the 
first  days  after  a  natural  dis- 


aster are  the  worst  time  to 
do  it.  Demand  for  reputali^e 
local  contractors  is  enoiTnoit 
and  fly-by-night  operator- 
descend  on  disaster  sites  like 
jackals.  That  will  be  a  prob- 
lem for  getting  estimates 
and,  later,  for  doing  the 
work. 

If  you  can,  find  a  contrac- 
tor you've  used  in  the  past. 
But  remember,  there  is  no 
hui-ry.  You'll  be  happier  get- 
ting the  job  done  right  than 
getting  it  done  fast. 

Whatever  you  do,  don't 
feel  pressm-ed  to  take  the  in- 
surance company's  fu-st  offer. 
You  will  be  at  yom*  most  vul- 
nerable, and  insurers  know 
you  are  eager  to  get  back  in 
yoiu"  house.  If  you  think  you 
are  being  low-balled,  don't 
take  their  check.  Use  your 
own  estimates  to  negotiate. 

Remember  that  yom-  bank 
probably  owns  more  of  your 
house  than  you  do.  And  it 
will  have  first  claim  on  any 
settlement.  So  be  prepared 
to  work  with  your  mortgage 
lender  to  finance  rebuilding. 

Good  insurance  companies 
can  help  you  get  through  a 
terrible  time.  Bad  ones  will 
mal^e  the  pain  woree.  The  best 
time  to  sort  the  good  fi'om  the 
bad  is  long  before  disaster 
strikes.  Review  your  home- 
owner's policy,  talk  to  your 
insurer  about  additional 
coverage  and  riders,  and  do 
cost  comparisons  with 
competing  caniere.  Sm-viving  a 
disaster  is  enough  of  an  ordeal. 
At  least  you  can  plan  now  to 
malte  the  afteiTnath  a  little  less 
painful.      Howard  Gleckman 


Protecting  Against  Calamity 

BEFORE...  ...AFTER 

t  full  replacement  coverage  for  your  home  and  Contact  your  agent  right  away, 

contents,  and  be  sure  all  rebuilding  costs  will  7~.  T7  , 

paid.  You  may  also  need  extra  msurance  for 

^^.h.^^I^^31^^^^j.^.^A^.^^.^^^^^^    You  don't  need  to  accept  the  company's  first  set- 

3p  a  record  of  all  your  home's  contents,  not  tiement  offer.  If  you  think  your  carrier  is  low- 

t  your  valuables.  Videotapes  or  photos  are  your  balling,  get  your  own  estimates  and  negotiate. 

^proof,_bu^keepUiem_outsKJe_your  honie.__  ^'ge^ry^en  hmng"a"ix^nt;aitir"t(^^k^7epai;i" 

I  your  agent  about  your  fine  art,  collectibles,  Quality  workers  will  be  hard  to  find,  but  fly-by- 

i  antiques.  You  may  want  to  get  special  riders  night  outfits  will  not. 

^over  them.  data:  business  week 
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A  FUND  THAT'S  RIDING 
THE  EUROPEAN  WAVE 


Two  years  ago,  when 
a  venture  capitalist 
urged  Harold  Sharon 
to  take  a  look  at  Har- 

veys  Furnishings,  a  British 
furniture  and  rug  chain,  his 
reaction  was  "Harveys  who?" 
Indeed,  Har- 
veys appeared 
to  be  "a  prosaic,  marginally 
profitable  company,"  recalls 
Sharon,  co-manager  and  chief 
international  stock-picker  for 
the  Warburg  Pincus  Global 
Post- Venture  Capital  Fund. 
But  a  different  story 
emerged  when  Sharon  start- 
ed digging.  He  learned  that 
Harveys'  top  gims  were  be- 
ing replaced  by  new  man- 
agers who  planned  to  shake 
up  the  stodgy  retailer  and 
go  for  gi'owth.  Convinced  the 
stock  was  undervalued, 
Sharon  bought  in.  As  the 
rest  of  the  market  cottoned 
to  the  new  Harveys,  its 
stock  soared,  enabling  the 
fund  to  notch  a  50%  gain  on 
the  stock  when  it  sold  out 
12  months  later. 

In  the  two  years  since  the 
fund's  inception,  its  three 
managers — Sharon,  Elizabeth 
Dater,  and  Stephen  Lurito — 
have  made  a  name  for  them- 


SMART  MONEY 


selves  by  getting  in  on  the 
ground  floor  of  big  movers 
such  as  Harveys.  Up  nearly 
50%  last  year,  the  tiny  War- 
burg Pincus  fund — its  assets 
are  $5  million — was  the  top- 
performing  global  mutual 
fund  of  1997,  according  to 
Standard  &  Poor's  Micropal. 

With  a  gain  of 
about  19%  so 
far  this  year,  the  fimd  shows 
little  sign  of  losing  its 
momentum. 

The  fund  invests  in 
U.  S.  companies,  too.  It 
has,  for  instance,  a  hold- 
ing in  Premier  Parks, 
owner  of  the  Six  Flags 
amusement  parks  and 
the  fastest-growing  re- 
gional theme-park  oper- 
ator in  the  world.  But 
most  of  its  pizzazz 
comes  from  the  revolu- 
tion sweeping  European 
markets  these  days. 
Deregulation  and  the 
birth  of  the  euro  are 
breeding  a  rash  of  privatiza- 
tions, initial  public  offerings, 
and  coiporate  restinctuiings. 
The  trends  are  drawing  ven- 
ture capital  from  around  the 
globe — and  providing  fertile 
ground  for  the  type  of  com- 
panies the  Warburg  Pincus 
fund  favors. 


With  '■',')'/(  of  its  assets  in 
Europe,  the  fund  invests  in 
companies  that  private 
investors  have  bought  out, 
restructured,  or  taken  public 
in  the  past  decade.  Managers 
of  these  companies  typically 
own  large  stakes  and,  as  a 
result,  "have  a  lot  of 
incentive  to  run  the  business 
well,"  Dater  says.  In  fact, 
most  of  the  65  companies  the 
fund  owns  expect  earnings 
to  grow  a  tidy  80%-  in  1998. 

Occasionally,  the  fund  in- 
vests alongside  venture  cap- 
italists. It  joined  in  the  June 
privatization  of  Seat,  Italy's 
leading  phone -directory  pub- 
lisher, for  example.  The  deal 
was  Europe's  biggest  lever- 
aged   buyout    ever,  with 


TRIUMVIRATE:  Co -man 
Lurito,  Sharon,  and  ij 
run  $5  million  in  ass< 

ture  capitalists  will 
most  of  the  cost  of  ri 
turing  the  notorious! 
ficient  publisher,  outs 
vestors  will  make  m( 
the  makeover  works. 
PRECISE  PICK.  One  Co 
tal  turnaround  stock  tl 
has  already  profited  l 
Mettler-Toiedo  Intern 
a  Swiss  maker  of  pr 
inst'Timents.  Venture 
ists  bought  the  compar 
the  former  Ciba-Geij 
yeai's  ago.  ITiey  install 
management,  cut  cost 
off  their  acciuisition 
and  reported  a  100%  i 
in  fii-st-quaiter  eaiTiin| 
annual  earnings  gro 
more  than  20%,  the  $J 
lion  company  looks  ] 
ably  valued  at  16  tim 
mated  1999  earnings, 
says. 

Another  favorite  is 
British  company  restr 
in  the  late  1980s.  Hays 
supplies  business  s 
such  as  warehousing, 
mail,  and  temporar 
now  has  a  market  v 
$7  billion  and  is  exj 
internationally.  It  h£ 
one  of  the  fimd's  bigg( 
ners,  up  1.50%  since 
of  1996. 

With  the  deals  in 


Warburg  Pincus  Bets  on  Euro] 


COMPANY 

PRICE* 

EST.  P-E* 

DESCRIPTION 

EXPRO  INTL.  Britain 

$8.33 

18 

Surveys,  manages  oil 

SAIA-BURGESS 

$262.91 

17 

Minimotors  for  luxui 

ELECTRONICS  Switz. 

SAUER  (SHS)  Germany 

$13.38 

12 

Hydraulic  systems  iii 

SEAT  Italy 

$0.66 

20 

Phone-book  publisher 

*June  29 


DATA,  BLOOMBERG  FINANCIAL  MARKETS,  E  M,  WARBURG  Plllj 


venture  capitalists  buying 
70%  of  the  company  for  .$3 
billion  and  an  additional  $1 
billion  going  in  through  an 
initial  public  offering.  The 
Warburg  Pincus  managers 
put  some  4%  of  their  fund's 
assets  into  the  IPO.  They're 
betting  that,  while  the  ven- 


expected  to  contiijw 
breakneck  pace,  ventiie 
italists  are  likely  tj:'] 
turning  up  deaf. 
Warburg  Pincus.  'Jl 
Post- Venture  Capitf''' 
be  a  mouthful.  But^l 
holders  certainly  are  . 
plaining.  Kerri 
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:parating  ballyhoo 

m  BREAKTHROUGH 


ost  daily,  head- 
s  trumpet  the 
ings  of  new  med- 
studies,  from 

to  cure  cancer  to  diets 
■nsure  good  health  and 
,ity.  Then,  in  short  or- 
ontradictory  evidence 
follows.  For  nonscien- 


research,  look  for  key  details 
in  reports  on  medical  stud- 
ies. If  a  study  is  epidemio- 
logical, then  it's  not  much 
more  than  an  educated  guess. 
Epidemiological  research 
looks  at  large  gi-oups  or  pop- 
ulations to  make  correlations 
between  such  things  as  diet 
or  habits  and  health.  Because 
the  studies  do  not  occur  in  a 


ease,  as  the  famous  1960-85 
Seven  Countries  Study  sug- 
gested. But  even  after  ad- 
justing for  numerous  vari- 
ables, researchers  could  not 
eliminate  all  the  factors  that 
might  explain  their  results. 

Only  controlled  e.xperi- 
ments  or  clinical  trials  estab- 
lish definite  causal  links.  Still, 
a  study's  size  and  duration 
may  greatly  af- 
fect how  depend- 
able its  findings  are.  "Giving 
10  people  a  pill  for  two 
months  is  hardly  going  to 
provide  solid  evidence  of  its 
effectiveness,"  says  Dr.  Cyn- 
thia Mulrow,  director  of  the 


HEALTH 


ypes,  this  wealth  of 
il  information  can  be 
nding.  How  do  you 
te  the  ballyhoo  from 
jakthroughs? 
t,  it  pays  to  remember 
a  study's  crossover  to 
linstream  press,  "a  lot 
eats  get  lost  in  the 
ition,"  says  Dr.  Alan 
,  director  of  the  Center 
lary  Care  &  Outcomes 
'ch  at  Stanford  Uni- 

in  Palo  Alto,  Calif. 
L  studies  represent  an 
on,  not  revolution,  in 
le.  "Sudden,  dramatic 
ries  happen  incredibly 

says  Dnimmond  Ren- 
deputy  editor  for  the 
il  of  the  American 
d  Association  (jama) 
ofessor  of  medicine  at 
liversity  of  California 
Francisco.  So  be  skep- 
iQut  "breakthroughs." 
fid  ate  the  significance  of 


controlled  environment,  they 
"are  good  for  generating  hy- 
potheses but  they  don't  prove 
anything,"  says  Garber.  A 
case  in  point:  Researchers 
still  believe  that  the  Mediter- 
ranean diet,  which  is  rich  in 
olive  oil  and  vegetables,  may 
cut  the  incidence  of  heait  dis- 


Where  To  Find  Online 
Medical  Studies 

JOURNAL  OF  THE  AMERICAN 
MEDICAL  ASSOCIATION: 

www.ama-assn.org/public/journals/ 
jama/jamahome.htm 

THE  NEW  ENGLAND  JOURNAL  OF  MEDICINE: 

www.nejm.org 

THE  LANCET 

www.thelancet.com 

THE  COCHRANE  COLLABORATION 

www.smd .  kc  I  .ac .  u  k/kcsmd/l  i  b/coc  h/ 
coch.htm 

THE  NATIONAL  LIBRARY  OF  MEDICINE 

igm.nlm.nih.gov 

San  Antonio  center  of  The 
Cochrane  Collaboration,  a 
nonprofit  organization  that 
analyzes  and  compiles  med- 
ical research.  The  headline- 
grabbing  reseai'ch  on  the 
weight-loss  drug  leptin  was 
a  six-month  study  involving- 
just  123  people,  and  the  pro- 


gi-am  was  compleu-. .  r  only 
76%  of  its  60  obese  ^  sets. 

Meanwhile,  don't  l  too 
excited  if  the  researc  as 
conducted  on  lab  animal  s 
were  the  highly  publici 
studies  of  drugs  that  ei';!': 
cated  cancerous  tumors  i,, 
mice.  Ti'eatments  that  work 
very  well  in  animals  often 
have  no  effect  on  humans. 

Even  studies 
with  human  sub-, 
jects  may  not  be  relevant  if 
the  subjects  differ  markedly 
from  you  in  age,  ethnicity, 
gender,  or  health  status. 

Also  look  closely  at  the  re- 
ported health  outcome.  Re- 
search published  last  month 
in  JAMA  suggests  that  individ- 
uals who  take  the  cholesterol- 
lowering  diaig  lovastatin  have 
a  37%  lower  risk  of  develop- 
ing a  serious  symptom  of 
heart  disease,  such  as  chest 
pain.  But  the  study  does  not 
show  that  the  drug  reduces 
the  likelihood  of  death  or  hos- 
pitalization or  even  makes 
people  feel  better. 

You  can  try  to  evaluate 
studies  yourself  by  accessing 
them  dii'ectly  in  the  top  med- 
ical jom-nals,  which  are  avail- 
able online.  They  subject 
studies  to  rigorous  scientific 
review  by  three  or  more  ex- 
perts before  publication.  You 
should  check  souix-es  such  as 
The  Cochrane  Collaboration 
to  get  a  sense  of  the  num- 
ber of  studies  conducted  on  a 
given  topic,  and  which  direc- 
tion the  weight  of  the  med- 
ical evidence  is  leaning. 
These  days,  you  have  to  do 
some  spadework  to  get  the 
real  story  behind  news  re- 
ports of  the  latest  medical 
miracle.  Kate  Murphy 


WORTH  NOTING 


■  IRA  CONVERSIONS.  Congress  giveth  and 
Congress  taketh  away,  as  witness  the  lat- 
est tune-up  for  the  Roth  Individual 
Retirement  Account.  In  "technical  coiTec- 
tions"  likely  to  become  law  in  mid-July, 
Congress  is  tinkering  with  rules  that 
could  affect  ira  owners  thinking  of  con- 
verting old  accounts  to  Roth  iras.  Roth 
IRAS  don't  give  a  tax  break  on  deposits 
but  allow  both  deposits  and  earnings  to  be 
withdrawn  tax-free  in  retirement. 

The  bill  will  create  an  escape  hatch  for 
investoi-s  who  switch.  Conversions  ai-e 
barred  foi-  those  who  earn  over  $100,000, 


which  discourages  people  who  can't  predict 
their  income.  Now,  if  savers  convert  an 
IRA,  then  find  at  yearend  that  their  income 
exceeds  the  cap,  they  can  switch  back  with 
no  penalty.  They  must  I'everse  the  conver- 
sion by  the  due  date  of  their  tax  retui-n. 

Congress  also  wants  to  close  a  loophole 
that  would  have  let  IRA  owners  convert 
accounts  to  Roth  iRAs,  then  withdraw 
the  funds  without  a  penalty.  Such  conver- 
sions, as  with  other  Roth  accounts,  will  be 
subject  to  a  10%  penalty  on  funds  with- 
drawn less  than  five  years  after  the  ira  is 
set  up.  Mike  McNayn.ee 
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out  one  of  those  pesky  reader  service  cards?  Connect  wi 
BizLink,  Business  Week's  new  electronic  reader  service 
fulfiLLment  system.  You'LL  get  the  information  you  need  1 
way  you  want  it — by  fax,  phone,  mail,  or  e-maiL.  It's  fre 
it's  fast  and  nothing  could  be  simpler.  Why  wait? 
Access  BizLink  now: 

www.businessweek.com/BizLink 


BusinessWeek 


Most  Read.  Best  Read.  Worldwide. 


And  if  you  don't  have  an  Internet  connection, 
just  call  1-800-848-6708. 


July  13,  199i 


1  3Com 

2  Air  Liquide 

3  BREITLING  WATCHES 

4  Charles  Schwab 

5  Clarify  Inc. 

6  Comdisco 

7  Datek  Online 

8  Defined  Assets  ^'^  - 
Select  S&P  Industrial 
Portfolio 

9  Dreyfus 

10  E*TRADE  Securities 


11  Ericsson  Inc. 

12  Fujistu  PC 

13  Government  of  Dubai 
-  Dept.  of  Tourism  & 
Commerce  Marketing 

14  GTE  Internetworking 

15  Flexi  International 
Software 

16  J.D.  Edward 

17  Liberty  Mutual 

18  MCI  Data 

19  Minolta 


20  Mississippi 
Department  of 
Economic  & 
Community 
Development 

21  Mita  Copystar  America 

22  Mitsubishi  Electronics 
America 

23  Panasonic  Personal 
Computer  Company 

24  Partner  fuer  Berlin 

25  Praxair 


26  Prudential 
Investments 

27  QAD  Inc. 

28  Qualcomm 

29  Rockwell  Corporatiot 

30  SAS  Institute,  Inc. 

31  Siemens  Telecom 
Networks 

32  Sprint 

33  The  Timken  Comapn; 

34  Trend  Microsystems 


isiness  Week  Index 


DUCTION  INDEX] 


^s\nH■  from  last  week  0 
lange  ;rom  last  year  b  'j" 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX . 

June  20=133  6 
1992=100 


June  Oct.  Feb.  June 

1997  1997  1998  1998 

;  index  is  a  4-week  moving  average 

oduction  index  fell  in  the  v»eek  ended  June  20.  The  unaveraged  index 
ipped,  to  132.3,  from  133.6.  After  seasonal  adjustment,  both  auto  and 
xoduction  plummeted  10%.  as  the  UAW  strike  at  GM's  Flint,  Mich, 
las  brought  company-wide  production  to  a  stand-still.  Cumulative  output 
at  General  Motors  topped  the  100,000-vehicle  mark  this  viieek.  Output 
il,  oil,  coal,  and  rail  freight  viiere  also  down.  Electricity  and  lumber 
tion  posted  small  gains. 

ction  nrjei  ropvfighl  1998  by  The  McGraw-Hill  Companies 


ING  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

;  PRICES  (6/26)  s&p  tm 

1133.20 

1100.65 

27.7 

IRATE  BOND  YIELD.  Aaa  (6/26) 

6.53% 

6.49% 

-11.3 

'  SUPPLY,  M2  (6/15)  billions 

$4,192.2  $4,183.7r 

7.4 

L  CLAIMS,  UNEMPLOYMENT  (6/20)  thous 

364 

330r 

10.3 

lAGE  APPLICATIONS,  PURCHASE  (6/26) 

241.3 

274.6 

16.0 

iAGE  APPLICATIONS,  REFINANCE  (6/26) 

1,202.7 

1,406.2 

184.7 

S:  Standard  &  Poor's,  Moody's,  Federal  Reserve,  Labor  Dept  ,  Mortgage 
Assn.  (Index   March  16,  1990=100) 

IREST  RATES- 

IL  FUNDS  (6/30) 

LATEST 
WEEK 

7.06% 

WEEK 
AGO 

5.36% 

YEAR 
AGO 

6.24% 

RGIAL  PAPER  (6/30)  3-month 

5.51 

5.50 

5.64 

ICATES  OF  DEPOSIT  (7/1)  3  month 

5.60 

5.60 

5.67 

HORTGAGE  (6/26)  30-year 

7.07 

7.08 

7.81 

TABLE  MORTGAGE  (6/26)  one-year 

5.78 

5.83 

5.88 

:6/26) 

8.50 

8.50 

8.50 

Federal  Reserve.  HSH  Associates,  Bloomberg  Financial  Markets 


STEEL  (6/27)  thous.  of  net  tons 

LATEST 
WEEK 

1,888 

WEEK 
AGO 

2.067# 

YEARLY 
%  CHG 

-8.3 

AUTOS  (6/27)  units 

81,883 

96.798r# 

-25.1 

TRUCKS  (6/27)  units 

93.805 

103.867r# 

-21.2 

ELECTRIC  POWER  (6/27)  millions  of  kilowatt-hrs 

77,400 

70,713# 

6.3 

CRUDE-OIL  REFINING  (6/27)  thous.  of  bbl./day 

15,333 

15,443# 

2.3 

COAL  (6/20)  thous.  of  ret  tons 

20,689# 

21,279 

3.4 

LUMBER  (6/20)  millions  of  ft. 

486.0# 

494.9 

0.1 

RAIL  FREIGHT  (6/20)  bilhons  of  ton-miles 

26.8# 

27.5 

3.1 

Sources:  Arrencan  Iron  &  Steel  Institute,   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept  ,  WWPAi,  SFPA;,  Association  of 
American  Railroads 

PRICES 

GOLD  (7/1)  $/troy  02. 

LATEST 
WEEK 

296.800 

WEEK 
AGO 

293.850 

YEARLY 
%  CHG 

-10.7 

STEEL  SCRAP  (6/30)  #1  heavy,  $/ton 

135.50 

135.50 

-2.2 

COPPER  (6/26)  e/ib. 

78.2 

77.7 

-33.0 

ALUMINUM  (6/26)  e/ib 

63.8 

63.5 

-15.3 

COTTON  (6/27)  strict  low  middling  1-1/16  in.,  t/\b.  75.55 

73.04 

4.7 

OIL  (6/30)  $/bbl. 

14.05 

14.16 

-29.1 

CRB  FOODSTUFFS  (6/30)  1967=100 

233.81 

240.00 

-1.5 

ORB  RAW  INDUSTRIALS  (6/30)  1967=100 

296.20 

296.84 

-11.7 

Sources:  London  Wednesday  final  setting,  Chicago  market.  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (7/1) 

LATEST 
WEEK 

138.28 

WEEK  YEAR 
AGO  AGO 

141.13  114.41 

GERMAN  MARK  (7/1) 

1.82 

1.80 

1.75 

BRITISH  POUND  (7/1) 

1.66 

1.67 

1.67 

FRENCH  FRANC  (7/1) 

6.10 

6.04 

5.91 

ITALIAN  LIRA  (7/1) 

1790.2 

1774.2  1705.8 

CANADIAN  DOLLAR  (7/1) 

1.46 

1.47 

1.38 

MEXICAN  PESO  (7/1)^ 

8.941 

8.932 

7.947 

TRADE-WEIGHTED  DOLLAR  INDEX  (7/1) 

113.3 

113.5 

103.7 

Sources:  Major  New  York  banks.  Currencies  expressed  m  units  per  U  S.  dollar, 
except  for  Britisti  pound  in  dollars.  Trade-weighted  dollar  via  J  P  Morgan 


ta  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
t.  l=^Western  Wood  Products  Assn,       2=Southern  Forest  Products  Assn.         3^Free  market  value       NA=Not  available       r=:revised       NM=Not  meaningful 


E  WEEK  AHEAD 


I  EJALES 

£  July  6^  Sales  of  cars  and  light 

'obably  added  up  to  an  annual  rate 
E  million  for  June,  says  the  median 
:  of  economists  surveyed  by  Stan- 

'oor's  Mi^s,  a  division  of  The 
If  Hill  Companies.  Although  Chrysler 

d  General  Motors  Corp.  v*/ill  release 

earlier  in  the  month,  the  final 
not  be  calculated  until  Ford  Motor 
't  'ts  on  July  6.  In  May,  motor-vehicle 
s  reased  5.2%  to  a  16.2  million 

inks  in  part  to  rebates  and  other 
»  entives.  Car-buying  accounted  for 
P  ter  of  the  0.4%  gain  in  real  con- 
s' ending  in  May.  After  such  a  runup, 
'   !s  were  expected  to  be  softer.  Plus, 


the  ongoing  strike  at  gm  probably  held  back 
sales  as  dealers  ran  out  of  some  of  gm's 
more  popular  models. 

INSTALLMENT  CREDIT 

Wednesday,  July  8,  3  p.m.EDT>-  Consumers 
probably  added  about  $4  billion  more  in 
debt  than  they  paid  off  in  May,  says  the  s&p 
MMS  forecast.  That's  below/  the  $5.5  billion 
taken  on  in  April,  and  even  less  than  the 
$4.7  billion  averaged  each  month  in  the 
first  quarter,  when  consumer  spending 
jumped  at  a  6%  annual  rate.  However,  the 
strong  showing  of  vehicle  sales  in  May  sug- 
gests that  installment  credit,  which 
includes  auto  loans,  may  have  increased 
more  than  the  median  forecast. 


PRODUCER  PRICE  INDEX 

Friday,  July  10,  8:30  a.m. edt>-  Producer 
prices  of  finished  goods  were  probably 
unchanged  in  June,  says  the  s&p  mms  fore- 
cast. Excluding  the  volatile  food  and  energy 
components,  core  producer  prices  most 
likely  edged  up  just  0.1%  last  month.  In 
May,  total  producer  prices  increased  0.2%, 
as  did  core  prices.  Prescription  drugs  post- 
ed a  surprise  10.7%  increase.  In  addition, 
tobacco  products  also  were  more  expensive, 
and  gas  prices  started  to  turn  around  in 
May.  Food  also  will  begin  to  post  some 
steep  price  increases  in  coming  months.  In 
particular,  dairy  prices  are  rising.  However, 
total  producer  prices  are  still  below  where 
they  were  a  year  earlier. 


BUSINESS  WEEK  /  JULY  13,  1998  145 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Advanced  Fibre 
Communications  (AFCI)  46 
Aerotek  International  42 
Air  Liquide  America  139 
AK  Steel  108 
Alcatel  Alsthom  52 
Alcoa  (AA)  4 
AlliedSignal  (ALD)  4 
Allstate  (ALL)  140 
American  Airlines  (AMR)  4 
AmencanAxle  34 
Amencan  Home  Products 

(AHP)  104 
Amencan  Medical 

Technologies  (AMTI)  8,118 
Anglo  Amencan  88 
Apple  Computer  (AAPL)  10, 

128 

Aramark  Sporets  & 
Entertainment  B 
Asustek  Computer  88 
AT&T(T)  52 

B  

Banco  Itau  88 
BASF  52 
BayNetworks  52 
Bear  Stearns  (BSC)  108 
Bell  &  Howell  (BHW)  96 
Bell  Atlantic  (BEL)  126 
Beverly  Enterprises  (BEV)  38 
BMW  132 

Boeing  (BA)  46,128 
Bovespa  88 
Brean  Murray  126 
Burns  Sports  Celebrity 
Service  114 


Daimler  Benz  (DAI)  52 
D&F  Group  114 
Dell  Computer  (DELL)  10,128 
Delphi  Automotive  (GM)  34 
Detroit  Diesel  34 
Deutsche  Bank  Securities  46, 
128 

Deutsche  Telekom  126 
Dow  Chemical  (DOW)  104 
DreamWori(S  SKG  96,102 
Dreyfus  8,118 
DSC  Communications 
(DIG!)  52 
DuPont(DD)  104 


K  

Kaiser  Aluminum  (KLU)  104 
Kellstrom  Industries 
(KELL)  126 

Korea  Electnc  Power  88 


Laidlaw  Equities  118 
Lehman  Brothers  (LEH)  34, 
46 

Liz  Claiborne  134 
Lukoil  88 

M 


ED&F  MAN  44 
Electro  Scientific  Industnes 
(ESIO)  126 
Ell's  Cheesecake  42 
Encanto  Networks  128 
Encsson  (LM.)  (ERICY)  52 
Ene  Insurance  Group  140 
Evercore  Partners  134 
Excel  Technology  (XLTC)  126 

F 


Major  League  Baseball  6 
Marshall  Field  (DH)  46 
McGraw-Hill  (MHP)  145 
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>soo 

Dec.   lune  June  25-iuly  1 


1148.56 


l-«veek  change 
+  1.4% 

HEMTARY 

Itreet  wrapped  up  the  sec- 
•jarter  with  small  gains  tor 
.  The  Dow  industrials  fin- 
up  1.7%  and  the  Stan- 
&  Poor's  500,  2.9%.  Not 
but  still  good  considering 
ist  a  few  weeks  ago,  many 
)rs  thought  stocks  would 
the  second  quarter  in  the 
Diumn.  And  on  July  1,  the 
er  quarter  got  off  to  a 
!  start  with  the  Dow  gain- 
points  and  the  S&P  500 
;  a  new  high  of  1148.6.  In 
St  week  especially,  U.S. 
have  been  helped  by  high- 
es  in  Asia  and  the  hope 
ose  battered  markets  have 
turned  around. 
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kSURY  BOND  INDEX 

Dec.  June  June  25-July  1 


■1690 


:i662  39 

;  1640 

-1615 


change       1 -week  change 
I'  %  +0.4% 

Dmberg  Financial  Markets 

i  mmm 

I  "  H  U.S.  Diversified  Hi  All  Equity 
^    return        52-week  total  return 


Tingstar,  Inc. 


%  change 


U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

9048.7 

1.4 

16.1 

NASDAQ  Combined  Composite 

1914.5 

2.0 

31.5 

S&P  MidCap  400 

365.7 

2.3 

25.4 

S&P  SmallCap  600 

192.9 

2.2 

19.1 

S&P  SuperComposite  1500 

244.3 

1.5 

26.6 

SECTORS 

Latest 

%  change 
Week  Year 

Bloomberg  Information  Age 

355.5 

0.9 

31.6 

S&P  Financials 

139.1 

2.0 

34.0 

S&P  Utilities 

247.7 

1.4 

23.4 

PSE  Technology 

350.0 

1.8 

20.8 

FOREIGN  MARKETS 

Latest 

%  change 
Week  Year 

London  (FT-SE  100) 

5919.9 

2.0 

24.6 

Frankfurt  (DAX) 

5906.9 

2.2 

53.2 

Tokyo  (NIKKEI  225) 

16,362.9 

8.2 

-19.0 

Hong  Kong  (Hang  Seng) 

8543.1 

3.0 

-43.8 

Toronto  (TSE  300) 

7366.9 

1.4 

12.5 

Mexico  City  (IPC) 

4422.1 

1.0 

-3.0 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

S&P  500  Dividend  Yield 

1.38% 

1.40% 

1.82% 

S&P  500  P/E  Ratio  (Last12mos.) 

27.1 

26.3 

22.6 

S&P  500  P/E  Ratio  (Next  12  mos. 

)*  21.9 

21.7 

17.8 

First  Call  Earnings  Revision* 

-1.91  % 

-1.27% 

NA 

TECHNICAL  INDICATORS 

Latest 

Week 
ago 

Reading 

S&P  500  200-day  average 

1022.7 

1017.5 

Positive 

Stocks  above  200-day  average 

48.0% 

44.0% 

Neutral 

Options:  Put/call  ratio 

0.50 

0.61 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

2.05 

2.18 

Neutral 

BEST-PERFORMING 

Last 

Last  12 

GROUPS 

month 

% 

months  % 

Computer  Software 

22.6 

Specialty  Appar.  Retailers  108.7 

Communications  Equip. 

18.0 

Broadcasting 

95.2 

Broadcasting 

15.9 

Homebuilding 

82.5 

Homebuilding 

14.6 

Automobiles 

79.1 

Airlines 

14.6 

Airllines 

77.3 

WORST-PERFORMING 

Last 

Last  12 

GROUPS 

month 

% 

months  % 

Machine  Tools 

-15.5 

Metals 

-43.9 

Oil  &  Gas  Drilling 

-12.3 

Gold  Mining 

-27.0 

Specialty  Chemicals 

-8.2 

Oil  &  Gas  Drilling 

-26.7 

Hospital  Management 

-7.9 

Engineering  &  Constr 

-18.9 

Hotels  &  Motels 

-7.6 

Leisure  Time 

-16.8 

BLOOMBERG  MONEY  FLOW  ANALYSIS 


Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Citicorp 

149V4 

-3^4 

IBM 

1141^16 

-2% 

AT&T 

57  Vb 

-1  '^16 

J.P.  Morgan 

117Vl6 

-7 

Bell  Atlantic 

45^8 

-1 'Vis 

Mobil 

76^8 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 

change 

Intel 

74  Vs 

eVs 

WorldCom 

48'/i6 

3 

Microsoft 

108^8 

24^8 

Cisco  Systems 

92Vi6 

18 '72 

Dell  Computer 

92 '^16 

I4V2 

Qwest  Communications  Intl. 

34'/8 

2V8 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.10 

5.09 

5.17 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds. 

90-DAY  TREASURY  BILLS 

5.09 

5.04 

5.18 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

5.05 

5.06 

5.19 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.34 

5.41 

5.64 

GENERAL  OBLIGATIONS 

4.39% 

4.39% 

4.95% 

4.93% 

10-YEAR  TREASURY  NOTES 

5.43 

5.46 

6.45 

PERCENT  OF  TREASURIES 

80.88 

80.45 

87.99 

87.19 

30-YEAR  TREASURY  BONDS 

5.62 

5.66 

6.74 

TAXABLE  EQUIVALENT 

6.36 

6.36 

7.17 

7.14 

LONG-TERM  AA  INDUSTRIALS 

6.23 

6.27 

7.22 

INSURED  REVENUE  BONDS 

4.56 

4.56 

5.18 

5.17 

LONG-TERM  BBB  INDUSTRIALS  6.73 

6.73 

7.61 

PERCENT  OF  TREASURIES 

84.01 

83.57 

92.07 

91.44 

LONG-TERM  AA  TELEPHONES 

6.63 

6.61 

7.47 

TAXABLE  EQUIVALENT 

6.61 

6.61 

7.51 

7.49 

EQUITY  FUNDS 

EQUITY  FUND  CATEGORIES 

Leaders 

Four-week  total  return 


Laggards 
%   Four-week  total  return 


% 


ProFunds  UltraOTC  Investor 
Amerlndo  Technology  0 
Managers  Capital  Apprec. 
TCW/DW  Mid-Cap  Equity  A 
Potomac  OTC  Plus 

Leaders 

S2-week  total  return 


26.7  Lexington  Troika  Russia  -22.4 

19.9  Guinness  FIgt.  Asia  Sm.  Cap  -15.6 

16.9  6M0  Emerging  Markets  III  -14.7 

16.3  Pioneer  India  C  -14.2 

15.9  Newport  Tiger  Cub  B  -12.2 


Laggards 
%   52-week  total  return 


Leaders 

Four-week  total  return 

Technology 
Communications 
Large-cap  Growth 
Mid-cap  Growth 
Small-cap  Growth 

Leaders 

52-week  total  return  % 


Laggards 

%  Four-week  total  return  % 

7.7  Diversified  Emerging  Mkts.  -7.9 

7.0  Pacific/Asia  ex-lapan  -7.3 

6.6  Precious  Metals  -6.6 
6.2  Latin  America  -6.4 

4.7  Natural  Resources 


Laggards 

52-week  total  return 


-3.6 


% 


United  Science  &  Tech.  A 
Transamerica  Prem.  Ag.  Gr. 
United  Income  A 
Transamerica  Prem.  Sm.  Co. 
Weitz  Hickory 


92.9  Matthews  Korea  I  -69.3 

77.1  Lex.  Crosby  Sm.  Cap  Asia  -64.7 

72.5  Montgomery  Emerg.  Asia  R  -63.5 

72.0  Guinness  FIgt.  Asia  Sm.  Cap  -62.7 

62.0  Lex.Troika  Dialog  Russia  -62.4 


Communications  37.2  Pacific/Asia  ex-Japan  -52.9 

Financial  34.8  Diversified  Pacific/Asia  -41.8 

Large-cap  Growth  31.1  Precious  Metals  -35.7 

Europe  29.3  Diversified  Emerging  Mkts.  -33.5 

Large-cap  Blend  26.1  Japan  -26.8 


.  of  market  close  Wednesday,  July  1,  1998,  unless  otfierwise  indicated.  Industry  groups 
3OO  companies  only.  Fundamentals,  tecfinicai  indicators.  Bloomberg  money  flow  analy- 


sis, and  mutual  fund  returns  are  as  of  June  30.  For  a  more  detailed  explanation,  write  to  us  or  E- 
mail  tigures@businessweek.com.  NA=Not  available  **Vanguard  index  500  Fund 
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Editorials 


ASIA:  ONE  YEAR  LATER 


On  the  first  anniversary  of  Asia's  worst  recession  in  half 
a  century,  it  is  clear  that  the  geoeconomic  shape  of  the 
Pacific  Rim  will  be  far  differ-ent  from  what  anyone  anticipat- 
ed just  a  year  ago.  The  fulcrum  of  growth  is  slowly  shifting 
from  a  senescent  Japan  and  stagnant  Southeast  Asia  to  a  dy- 
namic, confident  China.  President  Clinton's  remarkable  jour- 
ney will  likely  mai'k  this  tectonic  shift  for  future  histories. 
Consider  these  events  taking  place: 

■  China  is  choosing  a  strategy  of  pumping  up  domestic-led 
economic  growth,  in  contrast  with  the  International  Monetary 
Fund's  policy  of  austerity  and  Japan's  weak  yen-and-export 
push.  By  cutting  interest  rates,  privatizing  housing,  inviting 
foreign  investment,  and  keeping  the  renminbi  stable,  Bei- 
jing is  increasing  domestic  demand  and  growth.  Certainly, 
China  shares  many  of  the  woes  afflicting  Asia — insolvent 
banks,  lax  regulatory  enforcement,  and  comiption.  Yet  its  vig- 
or in  attacking  these  problems  and  its  decision  to  opt  for  a 
strong  currency  set  it  apart  and  show  real  leadership. 

Clinton's  televised  debates  with  President  Jiang  Zemin 
and  Beijing  University  students  over  the  utility  of  American- 
style  freedom  in  the  Information  Age  may  well  signal  a  new 
openness  in  China's  polity.  Human  rights  are  still  a  huge 
problem.  But  the  countiy  has  moved  fi"om  totalitarianism  to 
a  looser  form  of  authoritarianism.  The  hope  is  that  China  will 
follow  Taiwan  and  Korea  down  the  road  to  democracy. 

■  Japan,  in  contrast,  is  stuck  in  a  hermetically  sealed  society. 
Despite  the  rhetoric  of  reform,  its  political  and  bureaucrat- 
ic elites  deny  there  is  anything  basically  wrong  and  run  the 
country  as  a  pension  state  focused  on  an  aging  population. 
Problems  are  described  as  isolated,  and  solutions  take  an  in- 
ordinate amount  of  time.  Seven  years  into  a  severe  banking 
crisis,  Tokyo  is  just  now  passing  legislation  to  create  a 


Resolution  Trust  Corp.-type  unit.  Meanwhile,  the 
ployment  rate  soars  to  new  records.  Among  men,  wh 
stitute  most  of  the  labor  force,  it  hit  4.3%  in  May 
worse  for  the  young.  The  jobless  rate  for  men  15 
years  old  rose  to  8.4%. 

Foreign  investment  should  be  pouring  in  to  reinvl 
growrth,  but  Uttle  is  allowed.  Mergers  and  acquisitions 
be  consolidating  companies,  but  few  are  permitted, 
grants  should  be  arriving  to  give  new  life  to  societ 
support  the  elderly,  but  they  are  forbidden.  Outside 
should  be  taking  over  failing  corporations,  but  that  is  i 
cepted.  As  much  as  China  is  invigorated,  Japan  is  stu 
The  contrast  is  startling. 

■  Southeast  Asia  is  in  agony.  A  huge  nascent  middle  c 
being  pushed  back  into  poverty.  Depression  is  loomii 
donesia  is  deindustrializing,  with  people  leaving  cities 
turn  to  villages.  Chinese  merchants  are  fleeing  (up  to  1 
have  left).  Overseas  Chinese  capital  that  funded  m; 
Southeast  Asia's  past  three  decades  of  growth  is  dryi 

■  IMF  doctrine  is  being  repudiated.  Investor  confiden 
not  been  restored  a  full  year  after  the  Asian  crisis  beg 
the  IMF  stepped  in  demanding  high  interest  rates  an( 
fiscal  restraint.  A  call  for  looser  monetary  policy,  moi 
emment  pump-priming,  and  increased  domestic  gro 
spreading.  Thailand  and  Korea  have  already  cut  ii 
rates,  along  with  Malaysia,  China,  and  Hong  Kong. 

President  Clinton  got  it  nght.  His  was  not  a  boast 
hibition  of  American  triumphahsm  but  rather  a  forcefii 
ment  of  American  principles.  The  changing  shape 
requires  a  strong  U.  S.  foreign  policy  that  promotes  Ai 
values,  strategic  interests,  and  economic  well-being, 
context,  China's  efforts  to  modernize  desei-ve  U.  S.  si 


GM'S  CHANCE  TO  GET  IT  RIGHT 


Is  General  Motors  Corp.  finally  going  to  do  what  it  should 
have  done  10  years  ago?  Will  this  strike  spur  it  to  close  ex- 
cess manufacturing  capacity,  dump  tired  brands,  and  tnm 
bloated  bureaucracy?  Will  the  United  Auto  Workers  end  its 
self-destructive  opposition  to  work-iiile  changes  and  parts  out- 
soui'cing  that  are  absolutely  needed  to  boost  productivity? 
History  says  no.  This  time,  we  hope,  will  be  different. 

GM  once  held  over  half  of  the  U.  S.  vehicle  mai'ket,  but  that 
is  down  to  31%.  Even  after  closing  factories  during  the  reces- 
sion of  the  early  1990s,  the  company  has  50%  more  assembly 
plants  than  Ford  Motor  Co.  but  only  25%  more  market  shai-e. 
It  has  twice  as  many  brands,  gm  simply  has  to  cut  back. 

But  that's  not  the  worst  of  it.  gm  is  the  most  vertically  in- 
tegrated of  all  the  world's  major  auto  companies,  buying  spark 
plugs  and  other  low-tech  components  fi-om  its  own  Delphi 
and  Delco  operations.  Other  carmakers  are  assembling  entire 


exhaust,  transmission,  and  other  auto  systems  from 
supphers  that  design  and  build  them.  The  UAW,  fearinj 
in  membership,  is  fighting  outsourcing  tooth  and  nail, 
must  sell  its  parts  operations  and  speed  up  plans  to  bi 
ally.  The  UAW  fiercely  resists  changing  workplace  i 
well.  GM  has  local  agi'eements  that  allow  employees  l 
quotas  and  go  home  early  or  work  a  second  job.  That' 

gm's  management  shares  much  of  the  blame.  Ba 
sions,  such  as  the  one  to  starve  Saturn  of  funds  foi 
sport-utility  vehicle  and  a  minivan,  have  hurt  the  o 
and  curbed  job  gi'owth.  Even  worse,  since  1992,  gm's 
management  ranks  have  increased  47%,  while  Ford 
dropped  by  37%.  Not  good. 

Opportunities  often  pop  up  at  unexpected  times.  1^ 
rent  strike  was  not  supposed  to  develop  into  a  totj^ 
down,  but  it  did.  gm:  carpe  diem.  I ' 


1 


148  BUSINESS  WEEK  /  JULY  13,  1998 


NNUAL 


HOW  TO 


Strategies  for  retiring  LATER 


and  living 


a  more  ACTIVE  lifestyle 


PAGE  74 


BURLINGAME 

JUL  1  0  1998 
LIBRARY 


www.businessweek.com  AOL:  Keyword:  BW 


The  v-i^a 
world's  largest  computer 
maker  is  you-know-who.  And  now 
^    you  know  another  leader,  too.  That's 

right,  Fujitsu. cP We're  a  global  maker  of 
everything  from  tablet,  notebook  and  desktop 
Cs  to  workstations,  servers,  supercomputers  and 
ftware.  cPWe  also  make  a  full  line  of  computer 
;ripherals  including  high  capacity  disk  drives, 
agneto-optical  removable  storage,  tape  cartridge 
3ck-up  systems,  high  volume  document  scanners 
nd  workhorse  printers. cP  Why  are  we  telling  you 
this?  Because  we  fully  expect  you'll  be  s 
more  and  more  of  our  products  in  yc  '.■-^ 
business.  And  when  you  do,  we 
^,     don't  want  you  to  wonder, 
^    •       "Fujitsu  who?" 


cP 
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Up  Front 


EDITED  BY  ROBERT  McNATT 
SILICON  CULTURE 

WAKE  UP  AND  SMELL 
THE  JOB  OFFER 

SUN    MICROSYSTEMS   IS  SO 

thii'sty  for  high-tech  workers, 
it's  seeking  recruits  among 
Silicon  Valley  techies  who 
are  really  wired:  coffee- 
drinkers.  In  an  effort 
to  catch  their  blood- 
shot eyes.  Sun  has  _ 
taken  to  advertis- 
ing job  opportuni- 
ties on  disposable 
coffee  cup  holders  in 
local  coffee  shops. 

Sound  like  Java 
gone  amok?  Not  for 
an  industry 
strapped  for  soft- 
v.-are    programmers.  "Re- 
cruiting is  so  difficult  right 
now.  We're  trying  to  get 
word  of  mouth  going  about 
Sun."  says   Heidi  Crozer. 
spokeswoman  for  Sun's  So- 


HELP 
WANTED 


laris  di\ision.  Sun  is  putting 
its  logo  on  "Java  jackets" — 
cardboard  cup  holders  that 
invite  potential  applicants  to 
visit  Sun's  Web  site.  Tliiity 
of  the  CalifoiTiia-based  Noah's 
New  York  Bagels  stores  have 
strapped  them  around  cups 
of  coffee  since  May. 

But  in  its  campaign,  Sun, 
developer  of  the  Java 
~       progi'amming  lan- 
guage, does  more 
than  reach  out  to 
java  junkies.  It  also 
takes  a  swij^e  at  rival 
Microsoft,  wliich  has 
traditionally  played 
the    heavy  in  Sun's 
advertising.  The  cup 
hoklere  proclaim:  "De- 
clare  your  indepen- 
dence"— encoiu-aging  workei^s 
and  customei-s  to  "think  out- 
side the  [ilicrosoft]  box,"  says 
Crozer.  Outside  the  box,  and 
now,     outside     the  cup, 
too.  Tammy  Reiss 


CAMPAIGN  '98 

A  SMOOTH  ROAD  FOR 
SENATOR  POTHOLE 

NEW  York  se.\.-\tor  .\lfoxse 
D'Amato  fancies  himself  the 
Comeback  Kid  of  Empire 
State  politics,  a  guy  expected 
to  lose  elections  but  who 
still  manages  to  win.  Well, 
this  year,  the  three-term 
Repubhcan,  dubbed  Senator 
Pothole  because  of  his  con- 
stituent service,  may  need  to 
get  used  to  a  different  role: 
front-runner. 

D'Amato's  startling  politi- 
cal resurgence  is  giving  fits 
to  Democrats,  who  have 
made  the  recapture  of  his 


D'AMATO:  For  once, 
ahead  in  the  polls 

Senate  seat  theii-  No.  1 
priority  this  year.  He 
has  endured  years  of 
mediocre-to-poor  rat- 
ings in  the  polls.  For 
the  fii-st  time  tliis  yeai\ 
however,  three  major 
independent  polls  show 
D'Amato  ahead  of  all  his  po- 
tential Democratic  rivals:  for- 
mer Vice-Presidential  candi- 
date Geraldine  Ferraro, 
Representative  Charles 
Schumer,  and  New  York  City 
Public  Advocate  "Slark  Green. 

The  latest  Mason-Dixon/ 
PMR  poll,  for  instance,  gave 
D'Amato  a  tliree-point  edge 
over  leading  contender  Fer- 
raro.   Sobered  Democrats 
credit  his  comeback,  in  part, 
to  strong  fund-raising  and  a 
canny  choice  of  issues,  such 
as  a  ciusade  against  ATM 
surcharges.     On  such 
issues     are  politica 
cai'eei's  resuiTected. 
Richard  S.  Dunham 


TALK  SHOW  Ul  got  on  him  and  rode  him  100  yards  ani 
never  looked  at  another  horse?' 

— the  late  Roy  Rogers,  cnmmentitig  on  his  first  meeting 
with  Trigger 

TRANSIT  TALES 

EXPRESS  TO  PHOENIX,  PLEASE 


FLYING  FROM  WASHINGTON  TO 

Phoenix  is  no  big  deal  if  you 
don't  mind  stopping  in,  say, 
Atlanta  first.  Sen- 
ator John  McCain 
(R-Ariz.)  minds. 
The  chair  of  the 
Senate  Commerce 
Committee  is 
pushing  a  bill  to 
increase  long-haul 
flights  at  Wash- 
ington's Reagan  McCAIN:  fu 
National  Airport, 
bringing  direct  flights  to  his 
hometown.  Phoenix. 

But  the  plan  is  fljing  into 
opposition  from  business  in- 
terests, which  fear  a  drop  in 
flights  fi'om  ai'eas  closer  to 
the  capital.  Why"?  Because 
aii'lines  prefer  more  profitable 
long  hauls  to  short  ones,  they 
believe  carriers  may  dump 
some  short  routes  for  new. 


longer  ones.   So  buj 
gi'oups  fi-om  several  Et 
states  are  opposing  th(4 
sure,  as  ar|i 
state  tran; 
tion  secre 
Senator  Bil 
(R-Tenn.),  |i 
fears  some  | 
to  Ms  states 
be  at  risk,  srs 
won't  back  t? 
unless  e>.t 
senice  stay 
McCain  says  he  only;- 
to  foster  competition  ai 
service  won't  be  disi 
He  vows  not  to  fly  frc 
tional  to  Phoenix,  tn  si 
sincerity.  Remembt-r:  I 
then-House  Speakei 
Wright  got  nonstop  st 
to  Dallas  by  adding  loi 
flights  at  National.  H 
the  flights.  Lorraine  Ik 


IPO  WATCH 

RECIPE  FOR 

ti  CORDON BLEUm? 

chef  BERNARD  LOISEAL"  IS 

cooking  up  a  new  recipe. 
The  owner  of  Burgundy's  La 
Cote  d'Or,  one  of  only  21 
restaurants  in  France  to  earn 
three  stars  in  the  presti- 
gious Michel  in  Guide,  plans 
to  go  public  this  September 
in  Paris.  Loiseau  hopes  to 
raise  as  much  as  S8  milhon  to 
expand  his  restaurant,  hotel, 
and  boutique,  open  a  Paris 
bistro,  and  begin  mail-order 
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sales  of  a  line  of  gen 
foods  and  \\ines. 

Loiseau's  listing  wiE  5 
first  for  a  big-name 
chef — but  probably  ii 
last.  With  the  French 
my  gi-o\\ing  again,  othi 
restauratem-s  who  ~ti 
dm-ing  the  recessiuii  a 
ing  similai"  steps  to  eyji 
Pm'\-eyors  of  luxin-yc 
who  go  mass  mai'k'  ', 
er,  risk  taiTiisliing  ilu-i 
tation     through  c 
"Some  chefs  have  eve ' 
putting  their  names 
food,"      says      Ale  : 
Lazai-eff,  dii'ector  ui  t 
tional  Council  for  tin 
nary  Aits. 

Nevertheless,  the  p'  ' 
payoff  is  too  ap] 
to  resist.  Sa\>  I 
"I  compai'e  Hi. - 
Christian  Di- 
fashion  desigm- 
qgn  haute  coutum 
der  to  sell  pret-,) 
so  can 

William  E>  • 


LOISEAU  and- 
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Up  Front 


TOBACCO  ROW 

BIG  TOBACCO:  NOT 
SMOKING  IN  DIXIE 

BIG  TOBACCO  MAY  HAVE  WON 

the  latest  round  on  Capitol 
Hill,  but  it's  losing  support — 
even  in  its  traditional 
stronghold  of  the 
South.  According 
to  a  recent  poll 
by  the  Pew 
Research  Cen- 
ter, cigarette  mak-  '^"^ 
ers  can't  muster 
majority  support 
in  any  region  of 
the  country. 
And  among 
Southerners, 
where  support 
is  strongest, 
only  36%  side 
with  tobacco  in 
the  industry's  cur 
rent  battle  GAME  PLAN: 
with  Washing- 
ton,  while  56%  side  with  the 
government.  That's  astonish- 
ing. A  year  ago,  when  South- 
erners were  asked  a  similar 
question — whether  they  fa- 


vored a  proposed  tobacco  set- 
tlement thought  to  hurt  the 
industry — only  37%  said  they 
did,  according  to  a  cnn/;7SA 
Today  poll. 

"Even  in  the  South,  peo- 
ple see  the  personal  implica- 
tions of  tobacco  [usage],  and 
they  want  govern- 
ment involvement," 
says  Molly  Sonner, 
an  analyst  at  Pew. 

Politically,  Big 
Tobacco  did  best 
among  GOP  loyalists 
in  the  South,  48%  of 
whom  back  it.  But 
60%  of  independent 
voters   side  with 
the  government,  re- 
flecting the  rise  of 
independent  voters  in 
Southern    cities  and 
suburbs.  They  are  more 
likely  to  mirror  national 
trends.  Big  Tobacco's 
Selling  abroad    game  plan? 

Keep  selling 
cigarettes  abroad,  and  hope 
that  the  antigovernment  mo- 
mentum that  stopped  the  Mc- 
Cain bill  will  keep  on 
growing.  Richard  S.  LhinJuim 


MEDICAL  MARVELS 

THE  DOCTOR 
IS  IN-THE  PLANT 


SAY  "AH":  Quicker  service 

WHEN  A  company's  PLANT  IS 

stuck  in  the  boonies  with 
nary  an  hmo  in  sight,  or  it's 
in  the  big  city  with  a  second- 
rate  health  care  plan,  it  needs 
a  cure  fast.  Now  there  is  one: 
hiring  a  firm  to  start  a  pri- 


mary-care center  at  the  plant. 

The  medical  equivalent  of 
the  company  store  is  on  the 
rise.  Says  Dr.  David  Kaplan, 
of  benefits  consultant  Towers 
Perrin:  "It's  an  alternative 
more  and  more  companies 
are  starting  to  explore."  Cor- 
porate Health  Dimensions 
(CHD)  of  Latham,  N.  Y., 
makes  a  business  of  setting 
up  clinics.  It  runs  one  at  the 
MGM  Grand  Hotel  in  Las  Ve- 
gas— hardly  a  doctorless 
burg.  Says  CHD  President  Su- 
san Mathews:  "There's  more 
interest  because  there's  a  dis- 
appointment in . . .  managed 
care."  And  at  a  plant  in  rural 
Grand  Island,  Neb.,  farm- 
equipment  maker  New  Hol- 
land North  America  teamed 
up  with  CHD  and  a  local  hos- 
pital to  start  a  clinic  that  re- 
sulted in  lower  premiums  and 
predictions  of  lower  costs  for 
New  Holland.  Now  that's  al- 
most as  good  as  the  return 
of  house  calls.       Joayi  Oleck 


DRAWN  &  QUARTERED 


-WAY  PATROL 


YOU'VE  GOT  MAIL,  AND  MAIL.  AND  MAIL . . . 


REMEMBER  WHEN  NEW  GAD- 

gets  made  work  easier?  Well, 
that  day  may  be  over.  With 
the  deluge  of  messages  from 
phones,  pagers,  faxes,  snail 
mail,  and  especially  E-mail, 
employees  are  more 
apt  to  feel 
headaches 
than  happi- 


ness, says  a 
new  survey 
by  Pitney 
Bowes. 

An  average 
office  worker, 
says  the  study, 
sends  or  gets 
an  amazing  190 
messages  each 
day  from  all  sources.  And  al- 
most half  of  executives  sur- 
veyed expressed  difficulty 
dealing  with  that  load. 

With  82  million  business 


workers  now  using  E-i 
something  has  to  give, 
the  experts.  E-mail  has 
potential  for  wreaking  h; 
on  someone's  workday," 
Mark  Levitt,  a  research  i 
ager  at  Internati 
Data  Corp.  Adds ' 
Bikson,  a  senior  so 
tist  at  RAND,  the  S 
Monica,  Cahf ,  t 
tank:  "There 
pressure 
respond  fa( 
Waiting  a 
is  practio 
unheard  of 
what  should 
do?     Says  Le- 
"Corporate  policy 
individual  restraint  are  n 
ed  to  keep  E-mail  from 
tiplying."  Right — and  E 
a  copy  of  this  item  to  ] 
boss.  Tammy  h 


THE  BIG  PICTURE 


THE  CASE  OF  THE  DISAPPEARING  COSTS 

Companies'  finance  costs — back-office  stuff  such  as 
accounts  payable,  payroll,  budgeting,  and  tax  planning 
have  dropped  dramatically  because  of  streamlined  operj 
tions  and  technology  leveraging.  Predictions  are  for  a 
to  1%  of  revenue. 


I 


■94       '96  '98 

FROM  A  STUDY  OF  1,200  COMPANIES  WHO 
REVENUES  RANGE  FROM  $1 1  MILLION  TO  $90 1 
DATA;  THE  HACKEH  GROUP  i 


FOOTNOTES  U.  S.  adults  who  are  aware  of  the  World  Cup,  74%;  who  know  it's  about  soccer,  52%;  who  know  it's  in  France;  2 
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Giving  kids  a  chance  to  live  out  their  dreams  is  just  one 
of  the  commitments  Little  League  Baseball®  makes. 

CNA  not  only  provides  Little  League  Baseball  with  general  liability  insurance,  but  also  covers  the  players, 
coaches  and  volunteers  with  accident  medical  expense  insurance.  CNA  can  help  you  keep  your  commitments 
by  offehng  a  broad  array  of  insurance  products  and  services  for  your  business,  home,  auto  and  life.  What  CNA 
brings  to  the  game  is  over  a  century  of  experience  and  more  than  $60  billion  in  assets,  http://www.cna.com 
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See  for  yourself.  The  password  is:  \vvAy.as400.ibm.com/secure4             ^  (g)  p-bu?inp?^to.ii- 
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SLINGS  AND  ARROWS 
FOR  BARNES  &  NOBLE 


"The  baron  of  books"  (Cover  Story, 
June  29)  about  Barnes  &  Noble  Chief 
Executive  Leonard  S.  Riggio  under- 
scoi'es  an  important  issue  that  applies  to 
many  industries,  not  just  bookselling. 
CuiTent  Ameiican  thought  equates  the 
success  of  capitalism  witli  the  success  of 
democracy.  This  thinking  leads  many  to 
ignore  the  social  consequences  of  '90s- 
style  megabusiness. 

Tme  democracy  depends  on  even  the 
smallest  voices  being  heai-d.  While  it's 
ti-ue  that  industiy  consolidations  may 
lead  to  lower  prices  and  gi-eater  con- 
sumer choice  in  the  short  ^"■"■■i— 
nin,  these  positive  effects 
are  not  guai'anteed  to  last. 
The  lessons  that  lead  us  to 
reject  centralized  govern- 
ment apply  equally  to  soci- 
etal domination  by  a  few 
large  "private"  institutions. 
America's  challenge  dming 
the  next  millenniimi  will  be 
to  reap  the  positive  eco- 
nomic benefits  of  emerging 
business  models  wliile  pre- 
sei-ving  the  spii-it  of  individual  liberty 
and  choice  that  is  the  halbnai'k  of  a  tine 
democracy. 

Hans  M.  Eckardt 
Newport  Beach,  Calif. 

I  was  saddened  to  see  such  unam- 
biguous adulation.  "He  made  bookstores 
fun"?  In  many  cases,  my  fiiends  and  I 
have  always  found  independent  book- 
stores with  selection,  sei-vice,  and  char- 
acter much  more  "fun"  than  Riggio's 
cookie-cutter  boxes.  While  I  concede 
that  some  Barnes  &  Nobles  carry  a 
larger  selection  than  some  independents, 
I  do  not  concede  that  Riggio  serves 
readers  better  than  an  independent 
bookstore.  The  booksellers  at  my  fa- 
vorite independent  bookstores  have 
talked  with  me  about  books  for  years.  I 
trust  them. 

That  the  industry  has  not  seen  much 
increase  in  sales  over  the  past  10  years 
tells  me  that  Bames  &  Noble,  contraiy 


to  Riggio's  claims,  is  not  biinging  1: 
to  the  masses.  If  Barnes  &  Nol 
bringing  more  books  to  the  masses , 
have  so  many  publishers  cut  back  i 
midlists  lately? 

But  the  real  hypocrisy  in  Riti 
claims  is  shown  best  by  lookii 
where  he  opens  stores.  In  Mass 
setts,  Barnes  &  Noble  popped  i 
the  affluent  towns  of  Brookline,  C 
nut  Hill,  and  Cambridge,  where 
stores  abound.  Strangely,  Riggio 
looked  the  Boston  neighborhoo 
Dorchester  and  Roxbury,  which 
both  bookstores  and  a  boost  ti 
economy.  Riggio  did  this  [becaus(i 
market  ah'eady  existed.  He  would? 
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BARNES  &  NOBLE?  FUN' 

"My  friends  and  I  ha'^ 
always  found  indepe 
dent  bookstores  mt\ 
selection,  service,  ar 
character  much  mor 
'fun'  than  Riggio's  cc 
ie-cutter  boxes" 


had  to  work  a  little  harder  to  'i 
books  to  the  masses"  in  less  wnti 
neighborhoods. 

Molly  Thtai 
Brighton,  3: 

The  saddest  thing  is  Riggio's  a 
ment:  "I  don't  shed  a  tear  for  th( ' 
guy."  It  is  the  little  guy  wlm 
makes  the  most  worthwhile  coir 
tion  to  the  world  of  litei-atui'e. 
lustrate:  In  New  Haven  there  i>  ; 
derful  independent  shop,  The  I  'm 
Bookstore;  its  owner-proprietm-, 
Berliner,  watches  out  for  qualii  \ 
ature.  Back  when  I  lived  iii 
Haven,  I  would  walk  into  The  Vi ' 
and  Henry  would  gi"eet  me  \\  i 
latest  discovery.  My  whole  hnii' 
thrived  on  what  we  called  "i:. 
recommendations."  uft 

Now,  I  live  in  Phoenix,  wherep 
are  no  general  independent  o 
stores — ^just  megastores  hke  Bai; 
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and  Borders.  They  are  very  cold 
indeed. 

Louis  H.  Siiverslein 
Phoenix 

ries  &  Noble  deserves  to  succeed 
e  it  quietly  reaches  out  to  help 
m  and  families  in  communities 
the  country.  It  has  led  the  chai-ge 
lalf  of  two  community-based  or- 
tions  that  are  daily  changing  pee- 
ves. 

years  ago,  I  co-founded  First 
a  nonprofit  organization  that  pro- 
lew  books  to  disadvanteged  chil- 
In  our  earliest  days,  Barnes  & 
joined  the  effort  and  has  been  at 
e  at  every  stage.  From  Len  Rig- 
Tom  Tolworthy,  the  president  of 

&  Noble  Bookstores,  to  the  sales 
f  every  store,  Barnes  &  Noble 
en  a  committed  corporate  part- 
d  it  has  never  asked  for  credit. 

&  Noble  organizes  book  drives, 
5  its  employees  to  imdertake  sub- 
I  roles  in  community  efforts,  and 
5  stores  to  host  book  parties  for 
•dest  to  reach  children  in  the  na- 
^ith  the  help  of  Len  Riggio,  we 
•Qvided  new  books  to  hundreds  of 
ids  of  children  and  brought  the 
if  reading  to  families  who  have  no 
n  theii'  homes. 

Peter  F.  Gold,  Chairman 
First  Book 
Washington 

I  joyed  your  article  focusing  on 
agio's  strategies.  I  wanted  to  ex- 
[  ny  distaste  for  the  American 
I  Hers  Assn.  and  other  such  orga- 
is  that  band  together  to  fight 
market  giants.  I  enjoy  the 
&  Noble  stores,  with  their  vast 
n  and  discount  prices,  and  be- 
le  ABA  should  thank  Riggio  for 
ng  so  many  buyers  who  would 
erwise  buy  fi'om  a  small,  musty 
ire  that  carries  maybe  1,000 
[nstead,  they  fight  him  because 
i  envious  of  liis  profits  and  cam- 
then-  spite  with  claims  of  Riggio 
>  profit-driven  that  lesser-known 
Duld  never  sui'vive  in  his  stores. 

Jordan  Buser 
Waltham,  Mass. 

aestion  about  it.  Small,  indepen- 
lokstores  struggle  to  compete 
large  chains.  But  is  it  not  the 
all  walks  of  business?  As  co-ed- 
(-authors,  and  publisher  of  six 
short-nan  books,  all  written  by 
iirten  to  12th  gi-ade  public  scliool 
and  student-teachers,  we  can 
iliat  Barnes  &  Noble  was  willing 
ly  and  sell  them  while  the  small 
I  dents  refused  to  even  take  a 
Hook  at  them.  Barnes  &  Noble 


CORRECTIONS  &  CLARIFICATIONS 

The  correct  name  of  the  publication  cited  in 
"Party  stores  are  having  a  blast,"  (Mar- 
keting, June  22)  is  Party  &  Paper  Retailer. 


does  carry  the  works  of  small,  non- 
mainstream  presses. 

Carlos  A.  Bonilla,  President 
International  Consulting  Associations  Inc. 

Stockton,  Calif. 


ONLY  24  TEAMS,  PLEASE. 
IN  MAJOR  LEAGUE  BASEBALL 

Justin  Catanoso's  article,  "Baseball 
should  go  where  the  money  is"  (Sports 
Business,  June  29),  addresses  the  saUent 
problem  affecting  Major  League  Baseball 
(MLB):  There  are  too  many  teams  in 
markets  where  they  ai'e  not  viable,  giv- 
en the  economics  and  the  competition 
for  talent  coming  from  other  sports.  Still, 
his  suggestion  that  teams  move  to  big 
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Shocking,  isn't  it?  That  Williams  energy  just  inked  a  one-of-a-kind 
tolling  agiTement  to  meet  neaiiy  half  of  LA's  peak  electricity  needs. 
Add  that  to  our  long-term  reliable  pricing,  and  you've  met 
your  perfect  match. 


that  Williams  energy 
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FOR  THE 
BEST  DIGITAL 
DOCUMENT 

HANDLING 

SOLUTIONS, 

HERE  ARE 

TWO  NUMBERS 

TO  CALL 


&W8  Savin  Coicc  atron  Xerox®  o  o  trademork  of  XEROX  COI 


(Hey,  we  may  be  competitive;  but  we're  not  stupid.) 


COPIER  A  FACSIMILE 

lilli'lHiHllilililK! 

I'li.i.i 

At  Savin  we  believe  we  offer  some  of  the  best  document  handling 
solutions  around. 

 ^_     After  all,  like  you-know-who,  we  too  have  the  forward-thinking, 

1998    I      award-winning  technology  essential  to  boosting  productivity  in  today's 
digital  offices.  With  fast,  versatile,  connectable  digital  imaging  systems  that 
allow  you  (or  your  workgroup)  to  print,  sort,  duplex  and  staple  —  right  from  your  desktop. 
And  full-color  imaging  systems  that  turn  electronic  documents  into  brilliant  hard  copy. 
But  advanced  digital  technology  is  just  the  beginning.  Because  at  Savin  we're  dedi- 
cating ourselves  to  becoming  the  fastest,  most  responsive,  most  easy  to 
work  with  name  in  the  business.  With  smart,  energetic  Savin  professionals 
willing  to  do  whatever  it  takes  to  give  you  the  satisfaction  and  service 
I        you  deserve. 

To  find  out  more  about  the  company  with  the  technology 
,        and  attitude  that  will  win  you  over,  call  us  at  1-800-234-1900 
or  contact  us  online  at  www.savin.com.  And  that  other  number? 
Sorry,  you'll  have  to  look  it  up. 


saiAin 

WE'VE  GOT  WHM  IT  TAKES  TO  WIN  YOU  OVER" 


SAVIN  CORPORATION.  333  LUDLOW  ST, ,  STAMFORD,  CT  06904 
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markets  is  only  one  part  of  the  solution. 

Wliy  stop  there?  MLB  should  go  from 
82  teams  to  24.  It  could  subsidize  a  new 
and  higher  level  of  minor  leagTies,  in 
which  places  such  as  Milwaukee,  Pitts- 
burgh, Montreal,  and  the  Twin  Cities 
could  still  enjoy  high-caliber  games.  But 
with  its  high  salaiies  and  need  to  fill  a 
park  for  81  games,  baseball  has  special 
economic  demands.  Putting  fi-ancliises  in 
Orlando,  Nashville,  or  Charlotte,  N.  C, 
would  only  exacerbate  the  problem.  TVun- 
ing  the  game  back  into  tme  "big  leagues" 
vwll  improve  the  quality  of  i^lay,  reig-nite 
interest,  and  resei-ve  major  league  fran- 
chises for  cities  that  can  truly  compete. 

C.  James  Spellane 
Washington 

WHERE  GOOD  DOCTORS 
MAKE  GOOD  MANAGERS.  TOO 

Cancer  care  is  provided  by  physi- 
cians, not  facilities.  More  important,  the 
cost  of  cancer  care  can  best  be  con- 
trolled by  physicians  ("Bernie  Salick's 
business  is  cancer,"  People,  June  22). 

In  1996,  75  New  York  doctors  in- 
vested close  to  $3  million  (less  than  1% 
of  Dr.  Salick's  planned  investment)  to 
capitalize  their  for-profit  oncology  net- 


woi'k  organization,  Affiliated  Physicians 
Network  Inc.  (apn).  Their  goal  was  to 
provide  employers  and  managed-care 
organizations  with  a  network  of  physi- 
cians who  understand  quahty  and  cost 
effectiveness,  apn  now  has  more  than 
130  affiliated  pliysicians— close  to  20%  of 
oncologists  in  pnvate  practice — and  has 
initiated  oncology  risk  contracting  with 
Oxford  Health  Plans  and  other  regional 
managed-cai'e  leaders. 

While  hospital  systems  and  facilities 
battle  for  ego  and  for  spending  su- 
premacy, the  real  force  to  be  reckoned 
with  is  the  gToup  that  has  the  ultimate 
responsibility  and  provides  the  care — its 
physicians. 

Joseph  A.  Welfeld 
President  and  ceo 
Affihated  Physicians  Network  Inc. 

Fort  Lee,  N.J. 

WAS  AL  DUNLAP 

A  ONE-TRICK  GEO?  

In  "At  least  Chainsaw  Al  knew  how 
to  hire  a  board"  (News:  Analysis  & 
Commentary,  June  29),  John  Byrne  rec- 
ognizes the  importance  of  an  indepen- 
dent board  of  directors  to  protect 
shareholder  interests  in  all  corporate 


situations.  The  case  of  Sunbeam  Co 
illustrates  another  key  point:  nam( 
the  distinction  between  a  task-orient 
turnaround  manager,  who  makes  di' 
cult  decisions  and  stabilizes  a  mon( 
losing  business,  and  a  people-orient 
growth  manager,  who  defines  a  vis 
and  builds  a  team  to  implement  t 
plan.  All  too  often,  turnaround  m; 
agers  believe  (incorrectly)  that  tl- 
can  become  the  growth  manager. 

Ron  Gerber,  Presidi 
Gerber  &  < 
New  Y( 

SKILL  SHORTAGES: 

DON'T  FORGET  COMMUNICATION 

I  agTee  that  there  is  not  necessa 
the  scarcity  that  everyone  is  talk 
about  as  far  as  progi'ammers  and  si 
wai'e  developers  go  ("Is  there  a  tei 
shortage?"  The  Workplace,  June  29).  '\ 
as  an  entrepreneiu"  who  is  managing 
own  software  company,  I  find  that  t 
overall  skills  are  lacking.  Some  cai 
dates  have  the  skills  but  not  the  o 
munication  skills  to  sm'vive  a  team  { 
ject.  Tlie  IT  industiy  has  created  a  unii 
hiiing  and  filing  culture.  It  has  also  ( 
ated  a  veiy  temporary  atmosphere 


Nothing  validates  a  consistent  principle  more  tl: 


inies  large  and  small.  Companies 
andidates  need  to  change  theii"  ex- 
tions  so  that  the  result  will  be  a 
lier  workforce  in  general. 

Ban  Saraf 
Saraf  Software  Solutions  Inc. 

Alexandria,  Va. 

SOLDEN  ERA  OF 

SHOPPING?  DREAM  ON  

"The  digital  bazaar"  (InfoiTnation 
lology  Annual  Report,  June  22), 
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full  text  of  Business  Week,  the  Business  Week 
/  Briefing,  and  seven  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
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and  on  America  Online  at  Keyword:  BW. 
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ping  for  computer  equipment?  Visit  Maven,  our 
ine  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 

or  to  the  World  Wide  Web  at: 
vww.maven.businessweek.com 


you  inlbrm  i-eader-s  that  "you  also  save  a 
few  bucks  at  cybershops  that  don't  hit 
you  with  a  local  sales  tax"  and  then 
you  go  on  to  mention  New  York's  high 
sales-tax  rate.  Perhaps  the  cybershop 
won't  tax  you,  but  the  state  tax  agency 
might.  After  all,  there  is  a  "compensat- 
ing use  tax"  on  the  books  in  most 
states,  requiring  the  buyer  to  pay  the 
sales  tax  equivalent  if  the  seller  did  not 
collect  it.  It's  easy  enough  for  the  state 
to  monitor  Web  sales — they  are  hardly 
confidential. 

Thomas  T.  Semon 
Englewood  Cliffs,  N.J. 

The  assertion  that  the  balance  of 
power  shifts  from  businesses  to  con- 
simiers  seems  flawed.  Despite  the  equal- 
izing power  of  the  Net,  which  allows 
small  entrepreneurs  to  compete  with 
big  players,  the  economics  of  the  Net 
ai'e  not  primarily  govei'ned  by  the  high- 
est quality  or  lowest  prices  for  the  con- 
sumers. Even  in  the  new  world  of  E- 
business,  some  fundamentals  remain 
unchanged:  With  the  infomiation  explo- 
sion, the  battle  has  intensified  for  the 
consimier's  attention.  Having  seen  many 
sophisticated  consumers  struggle  with 
online  interfaces,  I  think  that  it  may 
take  a  while  for  the  era  of  the  "net 
savvy"  consumer  to  amve. 

Meanwhile,  most  lay  buyers  are  over- 


whelmed with  the  information  overload 
and  the  array  of  choices  available.  It 
may  be  more  apt  to  describe  the  "click 
here  economy"  as  "click  here,  and  click 
there,  and  there,  and  there  economy." 
And  if  one  has  read  the  fine  print  on 
the  Web  pages,  add  before  every  click: 
"Caveat  emptor." 

Yogesh  Malhotra 
Chaii'man 
Brint  Research  Institute 
Pittsburgh 
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A0L.COM 

How  Steve  Case  Beat  Bill  Gates,  Nailed  the  Netheads, 
and  Made  Millions  in  the  War  for  the  Web 

By  Kara  Swisher 

Times  Business  •  333pp  •  $25 

AMERICA  ONLINE: 
OFTEN  DOWN,  NEVER  OUT 


On  May  11,  1993,  ceo  Stephen  M. 
Case  of  America  Online  Inc. 
found  himself  face  to  face  with 
Microsoft  Corp.  Chairman  William  H. 
Gates  III.  AOL,  then  the  third-largest 
online-service  provider,  had  gone  public 
only  a  yeai-  earlier,  after  some  fairly 
rocky  beginnings.  Gates — the  most  pow- 
erful man  in  Corporate  America — was 
telling  Case  in  a  deadpan  tone:  "I  can 
buy  20%  of  you  or  I  can  buy  all  of  you. 
Or  I  can  go  into  this  business  myself 
and  bury  you." 

The  scene  provides  a  dramatic  open- 
ing for  Kara  Swisher's  book  aol.coni. 
The  company  was  "in  constant  danger," 
Swisher  wiites.  "Innumerable  challenges 
had  given  AOL  a  heart-rending  roller- 
coaster  ride  all  along  the  way."  But  de- 
spite its  many  missteps  and  regulai-  pre- 
dictions of  its  demise,  the  company  and 
its  ragtag  band  of  executives  somehow 
prevailed.  AOL,  based  in  Dulles,  Va.,  is 
now  the  world's  leading  online  service, 
with  12  million  users,  besting  Gates's 
Microsoft  Network,  which  has  just  over 
2  million. 

The  adventures  of  aol  contain  the 
raw  material  foi-  a  riveting  tale.  Swish- 
er, who  reports  on  Silicon  Valley  for 
The  Wall  Street  Journal,  does  a  good 
job  recounting  the  company's  turning 
points  and  depicting  the  assorted  char- 
acters who  led  the  way — from  taciturn 
co-founder  Case,  now  chauinan  and  ceo, 
to  the  flamboyant,  recently  imported 
president,  Robert  W.  Pittman.  Regular 
AOL  followers,  though,  may  find  the  book 
offers  few  insights,  despite  the  access 
the  author  got  fi'om  the  company  start- 
ing in  late  199(1. 

Swisher  excels  in  relating  the 
chronology  of  aol's  endless  perils  and 
occasional  triumphs.  Founded  in  1982 
in  Vienna,  Va.,  as  Control  Video  Corp., 
the  company  initially  planned  to  become 
an  online  computer-games  service  and 
then  a  maker  of  proprietary  online  ser- 


vices for  Commodore  Intemational,  Ap- 
ple Computer,  and  Tandy — but  that  did 
not  pan  out.  In  1991,  when  the  32-year- 
old  Case  became  j^resident,  the  company 
struck  out  on  its  own  as  America  On- 
line. It  resisted  the  acquisition  over- 
tures from  larger  competitor  Compu- 
Serve Inc.,  and  it  had  a  run  of  good 
luck  when  media  giant  Ti'ibune  Co. 
ponied  up  $5  million  for  a  9%  stake. 
The  next  year,  aol — with  150,000  users, 
$20  million  in  revenues,  and  little  prof- 
it— went  public. 

No  sooner  had  AOL  em- 
ployees celebrated  their 
Wall  Street  debut  than 
more  thi'eats  appeared  on 
the  horizon.  First,  Micro- 
soft founder  Paul  G.  Allen 
started  accumulating  aol 
shares.  Then,  at  the  meet- 
ing with  Case  that  was  re- 
counted at  the  book's  be- 
ginning, Gates  proposed 
that  Microsoft  should  buy 
out  aol.  When  Case,  now 
CEO,  persuaded  his  board 
to  back  a  go-it-alone  strategy,  Microsoft 
began  developing  a  competing  online 
service. 

So  it  goes.  The  book  treks  through 
the  rest  of  aol's  more  familial-  latter-day 
experiences.  The  company  launches  a 
bold  membership  drive,  "March  to  a 
Million,"  mass-maihng  250  million  free 
AOL  software  disks  to  consumers.  The 
surge  in  users  clogs  aol's  system  in 
February,  1994,  earning  the  company 
its  derogatory  moniker  "America  On 
Hold"  Two  months  later,  AOL  hits  its  1 
million  goal. 

Then,  AOL  survives  Microsoft  Net- 
work's 1995  launch,  pulling  a  fast  one  to 
neutralize  its  foe  by  incoi-porating  both 
Netscape  Communications  Coip.'s  lead- 
ing Navigator  Web  browser  and  Micro- 
soft's Internet  Explorer  browser  in  the 
AOL  service.  In  return.  Gates  agi'ees  to 
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Kara  Swisher 

place  aol's  icon  pi'ominently  on  liis 
dows  95  operating  system. 

Meanwhile,  new  troubles  devrj 
even  as  aol  membership  soars  to  5i 
lion  in  May,  1996.  The  company's  i' 
tanks  on  the  news  that  new  useri 
leaving  in  droves.  In  one  of  the 
revelations  in  the  book,  Swisher 
scribes  how  desperate  mid-level  AC 
even  consider  launcliing  a  premium- 
"adult-content"  channel  to  retain  i 
bers.  State  attorneys  general  inv 
gate  the  company's  allegedly  u 
marketing  practices.  The  Securiti 
Exchange  Commission  questions 
aggressive  accounting. 

In  October,  aol  announces  unl 
ed-use,  flat-rate  pricmg  to  keep  i 
bers  from  defecting  to  cheaper  I 
net  service  providers.  And  its  systi 
soon  ovei-whelmed  in  the  infamous 
busy-sigjial  crisis,  as  subscribers 
usage  from  1.5  million  houi-s  a  day  1 
million  hours.  But  at  the  same 
new  AOL  exec  Bob  Pittman  puts  in 
a  seemingly  successful 
tronic-commerce  stra 
signing  multimillion-c 
deals  with  merchants 
as  cue  International 
Amazon.com  to  sell 
wai'es  on  aol.  And  by 
tember,    1997— with 
busy-signal  crisis  b 
it — AOL  buys  its  old  r 
sis  CompuServe  and  1 
eve)-y  bit  the  triumjia 
cybersurvivor. 

Swisher  doesn't  go  b 
beyond  this  familiar  saga  to  get  th( 
story  of  AOi>'s  numerous  near-deat 
periences.  She  provides  little  an;yt 
of  the  corporate  cultm-e  that  led  fct 
many  snafus.  And  although  brief  ae 
tion  is  made  of  early  tensions  l  ict  i 
Case  and  Pittman,  the  book  lc;i\  < 
explored  the  turmoil  that  must  a 
existed  in  the  executive  suites  dd 
these  crises. 

Still,  aol.com  is  a  faithful  chrtisi 
of  the  considerable  surface  dram;: 
surprising  victor  that  continues  td 
down  challenges — such  as  the  i  " 
unsuccessful  acquisition  overt  iii 
AT&T,  aol's  story  is  far  from  n\c 
this  gives  Swisher  plenty  of  oppnr  i 
to  return  with  Chapter  Two  n  i 
cyberpioneer's  capers. 

BY  CATHERINE 
Ya  ng  covers  aol  for  business 


THE  STORY  OF  AOL'S  PERILS  AND  TRIUMPHS 
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EPHEN  H.  WILDSTROM 

lILD  YOUR 
VN  BROWSER 

Microsoft  is 


^  consumers 
choices  in 
surfing  software 

St  weekend,  I  created 
Web  browser.  It's  not 
very  good  browser, 
;n  I'm  not  a  veiy  good 
mmer.  Still,  it's  fully 
nal,  and  the  task  took 
y  a  couple  of  hoi.rs. 
want  to  see  what  a 
ist  who  hasn't  writ- 
erious  program  in  a 
can  do,  download 
from  the  BUSINESS 
A^eb  site  (www.busi 
ek.com/tocs/comput 

■  should  you  care? 
e  the  ease  of  cre- 

a   new  browser 
that  consumer 

in  Web  software 
explode — not  disap- 
5  the  Justice  Dept. 
a  its  antitmst  suit 
:  Microsoft.  And 
enough.  Microsoft  itself 
onsible.  At  least  four 
•owsers  based  on  Mi- 
's Internet  Explorer 
ppeared;  not  bad  for  a 
narket  segment, 
visible  pait  of  Internet 
er — the  browser  win- 
)u  get  when  you  click 

IE  icon — is  just  the 
^er  of  a  collection  of 
re  components  that 
e  Internet  access  in 
ws.  All  these  other 

are  available  to  any 
mmer  with  a  copy  of 
mming  languages  Vi- 
isic  or  C++.  Microsoft 
iffers  do-it-yourself 
:tions  on  the  Web 
7iicrosoft.com/ie/build 
tm). 

elopers  gain  two  ad- 


vantages from  this  arrange- 
ment. First,  Microsoft  has 
done  the  hard  work.  A 
browser  is  expected  to  run 
Java  applets,  display  graph- 
ics of  all  sorts,  play  audio 
and  video,  and  pull  off  other 
feats,  all  of  which  require 
complex  software.  Even  the 
simplest  browser  built  on  the 
IE  platform  can  do  these 
things,  because  the  basic 


opment  gave  up  on  tiying  to 
write  its  own  browsers  and 
chose  the  IE  platform  for 
Notes  4.5.  The  result  is  a 
browser  that  works  well  and 
has  a  distinctive  Notes  look. 
The  KidDesk  Internet  Safe 
browser  from  Edmark,  an- 
other IBM  division,  is  based 
on  IE,  as  is  MediaLive's  Surf 
Monkey,  another  "kid  safe" 
browser. 

A  second  advantage  comes 
in  getting  the  product  to  con- 
sumers. Online  distribution 
is  an  attractive  way  to  ship 
Internet-based  products,  es- 
pecially for  smaller  compa- 
nies that  struggle  for  shelf 
space.  But  long  downloads 
frustrate  consumers. 
Netscape  Communications' 
Navigator  browser  requires 


EXPLOSION 


Four 

new  browsers  have 
appeared  based  on 
Explorer;  not  bad 
for  a  dying  segment 

software  is  part  of  Windows. 

Leaving  the  hard  work  to 
Microsoft  allows  other  devel- 
opers to  focus  on  the  special 
featiu-es  and  unique  look  and 
feel  that  will  distinguish  theii- 
browsers.  IBM's  Lotus  Devel- 


a  mmimum  8  MB 
download — at  least  45 
minutes  on  a  33.6  Idlo- 
bit-per-second  connec- 
tion. Because  it  uses 
IE  components  ah-eady 
part  of  Windows, 
Bigfoot's  NeoPlanet 
browser  is  just  791  KB 
and  can  be  down- 
loaded in  five  minutes. 

Microsoft  archrival  Net- 
scape could  benefit  by  using 
the  Microsoft  tools,  since  it 
could  then  focus  its  pro- 
gramming efforts  on  prof- 
itable server  software.  But 


Netscape,  cherishing  its  in- 
dependence, will  continue 
writing  browsers  from 
scratch.  Julie  Herendeen, 
Netscape's  director  of  client 
marketing,  says  that  while  it 
is  technically  feasible  to  use 
IE  components,  the  company 
has  no  intention  of  doing  so. 
The  reason:  By  conceding 
fundamental  design  decisions 
to  Microsoft,  Herendeen  says, 
Netscape  "would  no  longer 
have  a  role  in  driving  stan- 
dards for  the  Internet.  It's  a 
good  thing  to  have  at  least 
two  major  voices,  and  it's 
very  important  for  Netscape 
to  continue  to  be  involved." 
NO  SURRENDER.  Netscape  will 
rely  on  other  companies  to 
supply  the  code  to  nm  Java 
in  future  browsers  but  won't 
smrender  control  over  the  ba- 
sic browser.  Netscape  also  is 
opening  Navigator  to  gi'eat- 
er  customization  by  making 
the  original  programs  avail- 
able to  any  developer.  But 
I'ewiiting  this  code  is  harder 
than  using  Microsoft's  mod- 
ular approach. 

Netscape  has  a  point 
I       about  the  need  for 
*         diverse  views,  but 
its  significance  to 
consumers  is  unclear. 
I  tliinl<  that  what  really 
matters  to  the  folks  who 
just   use   computers  for 
work,  study,  or  play  is  that 
they  have  meaningful  choices. 
And  the  products  built  on  IE 
provide  those  choices. 

The  government's  case 
against  Microsoft  assumes 
that  unless  something  is 
done,  Internet  Explorer  will 
soon  be  the  only  browser. 
Microsoft  may  be  guilty  of 
anticompetitive  behavior, 
particularly  in  the  onerous 
licenses  it  imposed  on  com- 
putei-  makers  and  Internet 
service  providers.  And  I 
hope  many  makers  follow 
the  lead  of  Gateway  and  NEC 
and  ship  Netscape  on  their 
machines.  But  the  evidence 
suggests  the  design  of  IE 
should  encoui'age,  not  kill,  al- 
ternatives. In  this  area,  at 
least,  Microsoft  is  getting  a 
bum  rap. 
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■POWER  OF  LIGHT  Internet  traffic.  Video  applications.  LANS.  WANS.  (Whew!)  What's 
nng  to  take  to  get  you  the  bandwidth  you  need  to  make  it  all  work?  Optical  innovations 
1  Bell  Labs.  We're  dramatically  increasing  the  capacity  of  existing  networks  with 
meed  optical  networking  technology.  Our  new  WaveStar'optical  networking  system  is  an 
"ely  new  level  of  innovation.  It  delivers  five 
!S  the  bandwidth  of  today  s  commercial  fiber- 
:  systems,  without  adding  more  cable.  (That's 
igh  capacity  to  handle  every  bit  of  per-second 
dwide  internet  traffic  over  a  single  fiber.)  We 
V  how  to  get  you  the  bandwidth  your  network 
Is.  As  much  as  you  need.  Where  you  need  it. 

lake  the  things  that  make  communications  work: 


Lucent  Technologies 

Bell  Labs  Innovations 


600  Mountain  Avenue 
AJunayHUlNJ  07974-0636 
'>tq'.//www.lucentcom 
1-888-4-Lucent 


Tachnologies 


Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


DAIMLER  HAS  TO  STEER 
THE  CHRYSLER  MERGER 


WHO'S  BOSS? 

Unless 
Daimler 
imposes  its 
culture  on  the 
new  company 
and  takes 
complete 
charge,  don't 
be  surprised  if 
the  deal  fails 


Jeffrey  E.  Garten  is  dean  of  the  Yale 
School  of  Management.  A  former 
investment  banker,  he  was  Under 
Secretary  of  Commerce  for  Interna- 
tional Trade  in  the  first  Clinton  Admin- 
istration (jeffrey.garten@yale.edu). 


When  Chrysler  Corp.  and  Daimler 
Benz  announced  their  megamerger 
two  months  ago — the  largest  inter- 
national corporate  marriage  in  history — it 
looked  to  be  further  evidence  that  globaliza- 
tion cannot  be  stopped.  But  unlike  fluid  flows 
of  money  and  technology  across  borders,  the 
links  between  companies  of  different  nation- 
alities can  be  quite  brittle.  Remember  how 
Renault  was  unable  to  hang  on  to  American 
Motors  or  how  Matsushita  had  to  disgorge 
Universal  Studios?  Unless  tough  decisions 
are  quickly  made  to  overcome  deeply  in- 
gi'ained  differences  of  strategy  and  culture, 
global  combinations  can  easily  fall  apart.  In- 
deed, the  survival  of  the  soon-to-be  Daimler 
Chryslei'  is  already  at  risk. 

The  new  company  will  face  massive  chal- 
lenges. Daimler  Chrysler  will  still  be  only 
the  fifth-largest  car  company,  behind  General 
Motors,  Ford,  Toyota,  and  Volkswagen.  Its 
product  line,  ranging  from  an  $11,000  Dodge 
to  a  $130,000  Mercedes,  could  foster  a  con- 
fused image  and  culture.  The  German  corpo- 
rate governance  system  in  which  labor  and 
banks  hold  board  seats  in  order  to  take  a 
longer-term  view  could  collide  with  the  ob- 
session of  American  shareholders  with  im- 
mediate returns.  Compensation  philosophies 
could  be  UTeconcilable:  Just  compare  Chiysler 
Chairman  and  CEO  Robert  J.  Eaton's  1997 
pay  package  of  $16  million  with  that  of  Daim- 
ler chief  Jtirgen  E.  Schrempp's  $1.9  million. 
And  politically  explosive  decisions  are  sure 
to  arise  about  how  to  apportion  layoffs  be- 
tween America  and  Gemiany  when  downsiz- 
ing occurs  because  of  the  overcapacity  in  the 
global  auto  industry. 

A  SLOW  FUSE.  To  make  this  deal  work,  Daim- 
ler— which  has  been  subtly  identified  by  both 
parties  as  the  controlling  partner  despite  all 
the  talk  about  this  being  "a  merger  of 
equals" — needs  to  take  complete  charge, 
quickly  and  decisively.  But  in  public  state- 
ments, both  Eaton  and  Schrempp  have  gone 
to  gi'eat  lengths  to  underline  the  "evolution- 
aiy"  pi'ocess  of  integi'ating  the  two  companies. 
This  slow-fuse  approach — ^joint  CEOs  for  a  few 
years;  headquarters  in  both  Stuttgart  and 
Detroit;  separate  operations  for  engineering, 
manufacturing,  and  marketing — c-ould  unleash 
powerful  centrifugal  forces  among  competing 
departments. 

In  fact,  Daimler  ought  to  study  another 
set  of  deals  involving  a  high-profile  takeover 


 \- 

by  an  admired  foreign  company  of  j 
American  assets:  Sony  Corp.'s  acquisit 
both  CBS  Records  Inc.  and  Columbia  Pi 
in  the  late  1980s.  Sony  started  off  inist; 
thinking  that  it  could  oversee  its  li'eewh 
American  companies  from  afar  and  v 
light  touch.  It  failed  to  put  its  own  t;!- 
management  structure  in  the  U.S.  .  . 
glected  to  build  Hnks  between  Sony's 
can  subsidiaries  on  the  two  coasts.  F 
control  of  expenses,  and  by  1994,  Son 
forced  to  take  a  $2.7  billion  write-off. 

But  lessons  were  learned.  The  foil 
year  a  new  president,  Nobuyuki  Idei,  pi 
Sony  stamp  on  its  U.  S.  operations.  I 
placed  top  management  in  America  with 
ly  professional  U.  S.  executives,  su 
Howard  Stringer,  former  president  ( 
Broadcast  Group,  who  supported  Sony! 
dition  of  teamwork  and  its  goals  of  integ- 
its  operations  in  the  U.  S.  and  arour 
world.  Top  Japanese  executives  were  ■ 
in  New  York  and  Los  Angeles.  Idei  cf: 
the  U.  S.  once  a  month  to  oversee  the 
ness  and  to  network  with  such  Am': 
counterparts  as  Bill  Gates  and  Andy  C 

Sony  went  from  a  loss  of  $1.8  bill 
1995  to  a  pretax  profit  of  $3.4  billion  ii!' 
helped  in  part  by  its  enoiTnous  siicces  > 
computer  video  games.  A  leader  in  the| 
based  digital  revolution,  Sony  has  eveji 
shaled  the  resoui'ces  of  its  music  subsidii 
New  York,  its  movie  business  in  Los  At 
and  its  electronics  expertise  in  Tok>'i>  ' 
duce  European  movies  in  local  langnat 
of  Germany. 

Sony  and  Daimler  are  in  differen 
nesses,  of  coui'se,  and  no  one  bluepiint 
to  all  big  international  mergers.  But  th 
successful  global  companies,  such  as 
ABB  Asea  Brown  Boveri,  and  General 
have  put  their  unambiguous  imprint 
their  operations  by  imposing  one  stro 
porate  culture  with  central  managem 
the  most  critical  functions.  Someone  ni 
ticulate  overall  philosophy  and  values 
tablish  companywide  investment  pri 
Someone  must  set  financial  and  opei 
peribnnance  requirements,  compensati 
cies,  and  development  paths  for  senio 
utives.  LInless  Daimler  takes  charge 
kinds  of  tasks  immediately,  don't  be  su 
if  the  deal  comes  unwound.  Announcin 
global  merger  is  nothing  compared  to 
it  succeed. 


Is     IT     POSSIBLE     TO     BE     THIS  PASSIONATE 

^^^^    /  V     .A  D  O  C  U  M  E  N  T    S  Y  S  T  E  M  > 


:a  Corporation.  Vipgf  Is  a  registered  Irademark  ot'Dodge  and  Chrysler  Corporation.  Lamborghini  is,a  registered  trademarK  of  AutoniotiiU  Lamborghini  S.p  A 


Digital  Document  Delivery  Systei 


n^dei:  Di620'- 


Digital  Copier 


Lift  the  hood.  It  is  there  you'll  understand  one's  appreciation  for 
the  remarkable  Minolta  Di620,  Designed  specifically  to  allow 


you  to  control  your  copying  and  printing  in-house  with  unmatched  productivity  and  powerful 
document  finishing  capability.  #  At  it's  heart,  an  advanced  digital  image  processing  technology: 
LIMOS  (Laser  Intensity  Modular  System),  Minolta's  exclusive  process  that  uses  a  one-dot 
intensity  varying  method  to  reproduce  halftones  with  subtle  precision.  #  Yet  perhaps  what  really 
•  warrants  yoLir  personal  affection  is  the  Di62o's  amazing  ability  to  finish  the  job.  It  staples  in  thre^ 
positions.  Punches  2-hole  or  three-hole.  Even  folds  in  three  vyays:  half-fold,  crease-fold  (with 
saddle-stitch),  or  z-fold  for  oversized  pages,  #  Of  course,  you  can  access  all  these  capabilities  . 
directly  from  your  desktop  using  the  Di620  as  a  network  printer.  Experience  the  ^^fl^l^ 
power  of  the  Di62o.  See  why  it's  nothing  short  of  a  high  performance  machine.     ^^^^^P^  : 


For  more  information  call  1-800-964-6658.  www.min0ltad3.com/ad; 


It  takes  The  BEST  of  AMERICA^,  from  Nationwide  Financial  Services.  WeMI  help  you  augment  your  401(k)  plan  with 


with  investment  options  managed  by  some  of  the  most  trusted  fund  managers  in  the  industry.  Whichever  product  you  k 


financial  future.  For  more  information  on  The  BEST  of  AMERICA  retirement  products,  call  1-800-BEST-481,  contact  yoi 


The  BESTof  AMERICA  v.^nable  annuity  and  life  insurance  products  are  underwritten  by  Nationwide  Life  Insurance  Company  or  Nationwide  Life  and  Annuity  Insurance  Company,  members  of  the  Nat  i  :  ,.  . 
write  Nationwide  Life  insuuince  Company,  P.O.  Box  16609,  Columbus, OH  43216.  Please  read  the  prospectus  carefully  before  you  invest  or  send  money.  Withdrawals  made  prior  to  age  59-1/2  may  be  subj  i 
Member  NASD,  Columbus,  OH,  a  subsidiary  of  Nationwide  Life  Insurance  Company.  Nationwide  Life  is  a  subsidiary  of  Nationwide  Financial  Services,  inc.  Nationwide  and  Nationwide  Insurance  Enterprise^ 
of  Nationwide  Life  Insurance  Company.  The  underlying  fund  options  described  above  are  only  available  as  investment  options  in  variable  life  insurance  policies  or  variable  annuity  contracts  by  life  insurant  D' 


ement  plans  on  track. 


of  tax-deferred  variable  annuity  and  life  insurance  products, 
)T  of  AlVlERICA  can  help  you  stay  on  track  toward  a  more  secure 
ofessional  or  visit  our  web  site  at  www.bestofamerica.com 


Dr  more  information,  including  charges  and  expenses,  you  may  obtain  a  prospectus  from  a  registered  representative  or 
tnalty,  Tlie  general  distributor  for  Tlie  BESTof  AlVlERICA  products  is  Nationwide  Advisory  Services,  Inc.  (MAS), 
vice  marks  of  Nationwide  Mutual  Insurance  Company  The  BEST  of  AMERICA  is  a  federally  registered  service  mark 
offered,  or  made  available,  to  the  general  public  directly.  ©1998. 
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Economic  Trends 


BY  GENE  KORETZ 

AMERICANS  TURN 
TO  REAL  ESTATE 

As  foreigners  buy  financial  assets 

At  first  glance,  the  infatuation  of 
U.  S.  households  with  the  booming 
financial  markets  looks  as  strong  as 
ever.  Beneath  the  surface,  however, 
economist  Joseph  Carson  of  Deutsche 
Bank  Securities  spies  a  sea  change  that 
has  substantial  implications  for  the  in- 
vestment community. 

Specifically,  Federal  Reserve  flow-of- 
funds  data  indicate  that  it  has  been  in- 
vestors from  abroad  rather  than  Amer- 
icans who  have  been  the  big  net  buyers 

A  SHIFT  IN 
INVESTMENT  STRATEGY 


'93       '94         '95         '96         '97         '98 1 
▲  BILLIONS  OF  DOLURS  AT  ANNUAL  RATE, 
4-QUARTER  MOVING  AVERAGE 

DATA:  FEDERAL  RESERVE  BOARD  FLOW  OF  FUNDS 

of  U.  S.  financial  assets  over  the  past 
year  or  so.  Last  year,  foreigners 
snapped  up  some  $350  billion  worth, 
and  they  have  apparently  stepped  up 
the  pace  in  1998 — providing  vital  liq- 
uidity that  has  helped  keep  the  good 
times  rolling  on  Wall  Street. 

In  contrast,  the  Fed  data  reveal  that 
U.  S.  households  have  actually  become 
large  net  sellers  of  financial  assets  (chart). 
In  fact,  although  they  poured  some  $220 
billion  into  mutual  funds  and  even  more 
into  401(k)  plans  last  yeai;  they  sold  such 
massive  amounts  of  directly  held  stocks 
and  bonds  that  total  net  sales  of  financial 
assets  by  households  in  1997  ran  close  to 
$200  billion — a  trend  that  shows  no  sign 
of  slackening. 

At  the  same  time,  obsewes  Cai'son, 
the  household  sector  has  been  directing 
more  and  more  of  its  cash  towai'd  pur- 
chases of  real  assets,  primarily  housing. 
In  1997,  new  financial  flows  into  residen- 
tial real  estate  totaled  $260  billion,  and 
net  flows  into  housing  this  year  appear  to 
be  running  some  25%  to  30%  faster 

As  Carson  sees  it,  people  aren't  J"edi- 
recting  their  cash  flows  toward  home 
purchases  simply  because  incomes  are 


up  and  mortgage  rates  are  low.  They're 
being  drawn  by  relative  valuation  and 
potential  aftertax  returns.  Back  in  1982, 
the  cost  of  buying  100  shares  of  each  of 
the  stocks  in  the  Dow  Jones  industrial 
average  was  about  1.75  times  the  price 
of  an  average  home.  By  the  end  of  last 
year,  the  ratio  was  up  to  about  8  to  1 — 
making  home  purchases  seem  dirt  cheap 
in  comparison  to  equities. 

Similarly,  Carson  notes  that  existing 
home  prices  have  recently  been  rising  at 
a  6%  annual  clip — more  than  the  yield 
on  a  five-year  Treasury.  And  new  tax 
laws,  which  allow  homeov^Tiers  to  realize 
$500,000  worth  of  tax-free  capital  gains 
on  home  sales  every  two  years,  are  a 
powerful  investment  incentive. 

While  these  considerations  suggest 
that  households  wiW  be  shifting  capital 
toward  hard  assets  for  some  time,  Car- 
son thinks  that  the  direction  of  foreign 
investment  is  less  predictable.  Just  as 
troubles  in  Asia  and  elsewhere  have  in- 
spired flows  into  dollar  assets,  he  says, 
recoveries  in  those  areas  could  spark 
outflows,  as  could  concern  about  Amer- 
ica's widening  trade  deficit. 

If  such  a  reversal  were  sudden  and 
large,  the  impact  on  U.  S.  financial  mar- 
kets could  be  traumatic.  And  that  down- 
side risk,  compared  to  the  lower  risks  in 
a  housing  market  that  has  just  begun  to 
experience  healthy  appreciation,  says 
Carson,  may  be  one  more  reason  that 
households  are  putting  more  of  their 
new  capital  into  real  estate. 


BANK  MERGERS: 
WHO  BENEFITS? 

Certainly  not  the  customer 

Although  the  number  of  commercial 
banks  in  the  U.  S.  fell  from  13,123 
in  1988  to  9,215  in  1997,  there's  still  no 
end  in  sight  to  the  banking  industry's 
rapid  consolidation.  But  is  the  merger 
wave  beneficial  to  consumers? 

Advocates  claim  that  mergers  pro- 
duce efficiencies  that  lower  costs  and 
thus  permit  better  service  to  customers. 
Skeptics  worry  that  mergers  allow 
banks  to  cut  services  because  they  now 
face  less  competition.  A  recent  study 
by  Katerina  Simons  and  Joanna  Stavins 
of  the  Federal  Resei-ve  Bank  of  Boston 
tends  to  support  the  latter  view. 

Drawing  on  nationwide  data  cover- 
ing some  500  banks  from  1985  to  1995, 
the  two  economists  looked  at  how  mar- 
ket concentration  and  mergers  affected 
interest  rates  on  customers'  deposits. 
They  found  that  merged  banks  actually 


tend  to  lower  deposit  rates  in  the  v 
of  a  merger  (but  only  in  the  first , 
following  the  merger).  More  import 
while  rivals  of  newly  merged  bankg 
tially  boost  interest  rates  after 
merger — presumably  to  gain 
tomers — they  subsequently  lower  r| 
even  more.  Thus,  their  depositors 
out  over  the  long  term. 

Why  don't  the  merged  banks  fo 
the  lead  of  their  unmerged  competi 
by  lowering  their  interest  rates  ( 
the  long  term?  The  authors  specu 
that  service  declines  so  much  afti 
merger  that  merged  banks  have  to  ^ 
slightly  higher  interest  rates  than  t  t 
rivals  to  retain  customers. 

In  any  case,  the  study's  overall 
elusion  is  that  banks  tend  to  pay  lo 
interest  rates  in  markets  that  beq 
more  concentrated.  And  that,  sayj 
authors,  is  something  that  antitrust  j 
ulators  need  to  look  at  more  closeb 


ECONOMIC  NEW^ 
THAT  ISN'T  NEWS 

How  Wall  Street  eyes  the  data 


While  it's  well  known  that  thel 
lease  of  an  economic  indicator 
have  an  immediate — and  sometimes 
matic — impact  on  the  financial  marl 
David  Kelly  of  Primark  Decision  ] 
nomics  points  out  that  some  arei 
more  potent  than  others.  In  a  rei 
study,  he  looked  at  how  stock  and  t 
prices  reacted  to  various  data  relei 
from  1994  through  March  of  this  y« 
Of  16  indicators  analyzed,  repi 
Kelly,  only  a  half- 
dozen  or  so  seem 
important  for  the 
markets,  including 
employment,  the 
advance  report  on 
6DP,  retail  sales, 
the  employment 
cost  index,  and 
the  purchasing 
managers  index 
(chart).  Looking  at 
both  markets  to- 
gether, the  most 
powerful  price 
mover  was  the 
monthly  employ- 
ment report.  Not 
surprisingly,  the 
least  important 
was  the  final  re- 
port on  quarterly 
GDP,  which  is  issued  three  long,  d 
filled  months  after  a  quarter  has  en 
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Or  three.  Edit  and  send 
information  in  real  time. 
Forget  about  overnight 
mail,  faxes  and  email. 


V  eight.  Ease  of  use. 
V?  I  ike' Using  a  phone, 
(iverhead  projector 
d  ii  pen.  It's  that  simple. 


Or  seven.  Be  prepared  and  be 
impulsive.  E.xchange  information 
from  paper,  transparencies, 
electronic  files  or  3-D  objects 
on  the  fly. 


Or  four.  Real  collaboration. 
Get  remote  teams  truly  working 
off  the  .same  page,  highlighting 
and  marking  up  documents 
over  distance. 


Or  five.  High-quality  color 
images.  Unlike  a  fax,  you'll 
get  the  fill  effect  of  color- 
right  down  to  the  fine  print. 


Or  six.  Flexibility.  Connect  to 
one  or  more  sites  through  your 
existing  local  networks,  Internet 
connections  or  phone  lines. 


Introducing  the  3M  Dataconferencing  System  DCS3000.  It  s  obviously  useful  and  absolutely 
simple.  For  more  information  about  3M  Advanced  Meeting 

Solutions,  call  1-800-952-4059  or  visit  www.3M.com/nieetings       Make  the  meeting. 


3M  Innovation 


©  1998  NEC  USA,  Inc. 


In  1997,  NEC  registered  more  patents 
than  all  but  two  of  the  top  250  technology 
and  manufacturing  companies. 


You  never  know  what  NEC  will  come  up  with  next.  That's  because  we're  at  the  heart  of  developments  in  the  integrated 
;hnologies  of  multimedia:  The  computers  and  Internet  servers  that  can  make  web  storefronts  and  other  virtual 
npanies  possible.  The  communications  systems  and  imaging  devices  that  enable  second-graders  in  Mexico  to  share 
sons  with  classmates  in  London.  The  semiconductors  that  tell  your  bank  in  Iowa  how  many  lire  you  just  withdrew  from 
ash  machine  in  Milan.  .        ^  . 

just  imagine 

And  we're  developing  a  whole  new  generation  of  display  technologies  that  can  bring  

NEC  MULTIMEDIA 

sils  or  other  objects  to  life  by  surrounding  them  with  3D  text  and  graphics. 

Discover  the  world  of  multimedia.  Because  it's  your  world.  And  NEC  multimedia  can 
pyourunit  WWW.neC.COm  1.800.338.9549 

-e  1997  Registered  U  S  PalenH  -  U  S  Patent  ana  Trademark  OtUc 


PEOPLE  I  IM  AUSTRALIA 
K  U  I  L  D   SOME    P  M  E  T  T  Y, 

A  m  A  z  I  M  €  T  e:  i  n  g  s 

T  h  e  r  e  *  s    one    in  front   of  that 

E  1  G  W  e  I  T  E    E  U  I  L  D  I  N  Q 


In  26  countries  around  the  world,  from 
Turkey  to  Thailand,  Toyota  vehicles  are  being 
built  by  the  sanne  people  who  drive  them  - 
local  people.  Here  in  America,  Toyota  directly 
employs  more  than  23,000  people.  In  fact. 


more  than  half  the  Toyota  vehicles  sold  it 
America  are  built  here,  with  many  parts  com 
ing  from  U.S.  suppliers.  That's  why,  to  man', 
people,  Toyota  is  more  than  just  a  source  c 
local  transport,  it's  a  source  of  local  pride' 


TOYOTA  People  Drive  Us 

Visit  our  uicbsile  at  wwwlovota  com/usa  or  write  Toyota  Motor  Corporate  Services.  9  W.  57lh  St..  4900  N14.  New  York,  NY  10019  "1998 
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AS  THAT  A  SPEED  BUMP 
[I  SOMETHING  BIGGER? 

;  slowdown  is  real,  but  its  staying  power  is  hard  to  gauge 


(KEY  SIGN  OF  A 
K  SECOND  QUARTER 


How  weak  was  second-quarter 
economic  growth?  Based  on 
so  far,  the  economy's  performance  last  quarter 
he  poorest  in  a  long  time,  with  a  growth  rate  of 
ibly  less  than  2%.  In  fact,  given  some  not  far- 
ed assumptions  about  key  components,  such  as 
tories  and  foreign  trade,  a  case  can  be  made  that 
th  was  zero.  The  key  question,  however,  is:  Was 
econd-quarter  slowdown  the  start  of  a  lasting 
shift  that  will  extend  through  yearend? 
st  economists  believe  that  it  is.  On  average,  the  50 
isters  surveyed  by  Blue  Chip  Economic  Indica- 
ook  for  growth  in  real  gross  domestic  product  of 
the  second  quarter,  and  they  expect  the  economy 
e  by  2.2%  in  the  third  quarter  and  2.5%  in  the 
I.  The  economists  are  betting  that  the  Asian  crisis 
ontinually  vdden  the  trade  deficit  and  create  the 
for  an  inventory  adjustment  that  will  last  until 
nd.  The  expected  cooler  pace  would  follow  six 
ers  of  grov^rth  that  averaged  a  scorching  4.1%, 
rongest  such  period  since  the  mid-1980s. 

But  will  it  work  out  that 
way?  The  Asian  recession  has 
created  not  one  but  two  di- 
chotomies in  the  U.  S.  econo- 
my that  are  muddying  the  an- 
alytical waters.  First  is  the 
dichotomy  between  weakening 
foreign  demand  and  persis- 
tently robust  domestic  spend- 
ing. Second  is  the  related  split 
between  the  trade-sensitive 
goods-producing  sector  and 
I  es,  which  are  far  more  immune  to  the  Asian  flu. 
'■  !  negative  impact  from  Asia  on  U.  S.  trade  and 
I  facturing  is  undeniable.  But  on  balance,  there  is 
I*  ttle,  if  any,  evidence  that  those  shocks  are  mi- 
:  ig  to  domestic  demand  and  the  service  sector. 

in  mind  that  services  account  for  more  than  half 
'  80%  of  nonfarm  jobs,  and  70%  of  the  core  con- 
f  ■  price  index,  excluding  energy  and  food.  Any 
1  ;•  slowdown  in  the  overall  economy  wrill  have  to  be 
t  er  than  the  one  last  quarter 

I  JUNE  EMPLOYMENT  REPORT  illustrates  the 

I  ng  forces  underlying  the  second  quaiter's  softness 
1  ).  Overall  hours  worked  by  nonfarm  employees 
s  it  an  annual  rate  of  0.8%  last  quarter,  a  steep 
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ch-opoff  from  recent  quarters.  Total  hours  worked  are  a 
good  proxy  for  overall  economic  activity,  but  what 
really  happened  last  quarter  was  that  hours  worked  in 
factories  plunged  at  a  4.1%  annual  rate,  while  work 
time  in  services  rose  at  a  healthy  2.4%  pace. 

The  weakness  in  manufacturing  shows  up  in  shrink- 
ing payrolls  and  a  shortei*  workweek.  Factoiy  jobs  fell 
29,000  in  June,  after  a  22,000  loss  in  May  Factory 
payrolls  have  fallen  in  foui-  of  the  past  five  months,  and 
the  workweek  stayed  at  41.8  hours  in  June,  after  hit- 
ting a  record  of  42.2  hours  in  December. 

The  strike  at  General  Mo- 
tors Corp.  and  its  secondary 
consequences  will  further 
cloud  the  view  of  Asia's  effect 
on  the  economy  this  summer, 
because  the  strike  wiW  show 
up  in  a  variety  of  data,  in- 
cluding employment,  industri- 
al production,  purchasing  man- 
agers' surveys,  unemployment 
claims,  and  eventually  car 
sales  as  stocks  dwindle.  The 
June  data  were  only  marginally  affected,  but  the  July 
reports  vdll  show  the  full  brunt,  including  losses  of 
more  than  150,000  jobs. 

SERVICE-SECTOR  PAYROLLS,  however,  are  surviving 
the  Asian  mess  largely  unscathed.  Despite  the  manu- 
facturing job  losses,  overall  June  jobs  still  rose  a  solid 
205,000,  led  by  a  gain  in  service-sector  employment  of 
215,000.  In  the  first  half  of  1998,  monthly  increases  in 
service  jobs  averaged  227,000,  only  slightly  less  than 
the  244,000  a  month  in  the  second  half  of  1997. 

The  bifurcation  between  goods  and  services  is  espe- 
cially clear  in  recent  patterns  of  wages  and  prices. 
While  annual  wage  growth  in  manufacturing  has  fluc- 
tuated between  2.5%  and  3.5%  for  the  past  four  years, 
pay  gains  in  the  service  sector  have  gone  straight  up, 
Irom  2.5%  in  1994  to  4.8%  in  the  second  quarter  (chart). 
That  is  the  fastest  clip  in  15  years,  and  far  in  excess  of 
possible  productivity  gains.  As  for  consumer  prices: 
Excluding  the  ups  and  downs  caused  by  energy  and 
food,  core  inflation  for  goods  remains  barely  above 
zero,  but  core  service  inflation,  already  at  -3.1%,  is 
shovring  signs  of  turning  up. 

In  addition,  overall  job  growth  at  June's  pace  is 
still  fast  enough  to  keep  labor  markets  extremely 
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tight  and  wages  growing  even  faster.  That's  especial- 
ly true  now  that  the  labor  force  is  growing  more 
slowly  than  it  had  been,  because  the  U.  S.  is  starting 
to  run  out  of  job  seekers.  In  the  first  half  of  1998,  the 
labor  force  grew  at  an  annual  rate  of  only  0.4%,  the 
slowest  pace  in  any  half-year  period  in  nearly  three 
years.  The  unemployment  rate  rose  to  4.5%  in  June 
from  a  28-year  low  of  4.3%  in  April  and  May,  but 
unless  either  labor-force  growth  picks  up  or  employ- 
ment growth  slows,  the  jobless  rate  will  head  back 
down  again  in  coming  months. 

THE  SERVICE-LED  STRENGTH  in  job  growth  and 

pay  gains,  along  with  very  accommodating  financial 
conditions,  have  underpinned  domestic  demand.  Chief 
among  the  financial  pluses  is  the  ongoing  decline  in 
long-term  interest  rates  to  a  new  low  in  early  July  of 
5.57%  for  the  30-year  Treasury  bond,  not  to  mention 
the  steady  strength  in  stock  prices.  Early  in  the  second 
half,  these  supports  look  as  firm  as  ever,  which  is  a  key 
argument  against  a  lasting  slowdown. 

For  example,  June  car  sales  came  on  Hke  gang- 
bustei^s  (chart).  Sales  of  domestic  and  imported  cars  and 
light  tracks  hit  a  16.7  million  annual  rate,  even  higher 
than  the  16.4  million  pace  in  May  that  most  analysts 
had  deemed  unsustainable.  To  be  sure,  third-quarter 
buying  will  fall  back,  especially  in  July,  if  only  because 
of  a  lack  of  GM  cars,  but  also  because  incentive  pro- 
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grams,  which  helped  demand,  ended  on  July  1 
first-half  sales  far  exceeded  industry  expectations 

The  Federal  Reserve  Board,  especially,  is  ho 
the  second-quarter  slowdown  is  not  temporary, 
Fed  cautiously  left  interest  rates  unchanged  at  its 
19  meeting,  according  to  recently  released  mini 
and  again  at  its  June  30-July  1  confab. 

According  to  the  May  min- 
utes, two  policymakers  voted 
against  the  decision,  while  oth- 
ers said  the  status-quo  choice 
was  a  "close  call."  Asia  was 
the  key.  Policymakers  said 
that  raising  U.  S.  rates  would 
threaten  the  stability  of  Asia's 
financial  markets.  However, 
the  minutes  also  showed  that 
many  of  the  central  bankers 
emphasized  that  such  "market 
considerations  could  not  be  allowed  to  jeopardii 
fective  conduct  of  U.  S.  monetary  policy." 

What  is  becoming  clear  is  that  strong  domesti 
mand  and  a  solid  service  sector  are  generating 
and  price  pressures  that  are  being  masked  b; 
Asian  impact  on  exports  and  manufacturing.  I 
second-quarter  lull  is  lasting,  those  pressures  will 
But  if  growth  picks  up  again,  the  Fed  will  face 
very  tough  choices  by  yearend. 
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BRAZIL 


WALKING  AN  INTEREST-RATE  HIGH  WIRE 


The  crises  in  Asia  and  Russia 
have  again  raised  questions 
about  whether  Brazil  can  support 
its  cuiTency,  the  real,  and  sustain 
its  four-year-old  stability  plan. 

The  short-term  outlook  looks 
positive.  Since  the 
Central  Bank  doubled 
intei'est  rates  to  43% 
in  response  to  the  first 
Asian  scare  last  Octo- 
ber, hard  currency  re- 
serves have  soared 
from  $52  billion  to  $72 
billion.  And  the  cur- 
rent account  deficit, 
though  still  worrisome, 
should  drop  below  4% 
of  the  gross  domestic  product  in 
1998,  from  4.2%  last  year. 

But  Brazil's  longer-term  picture 
is  cloudier.  Since  late  November, 
interest  rates  have  been  gradually 
cut,  to  21%  now.  But  the  nominal 
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fiscal  deficit,  at  a  hefty  6.5%  of 
GDP,  means  that  further  rate  cuts 
will  be  minimal.  Real  GDP  gi'ew 
just  1.1%  in  the  first  quarter  from 
a  year  ago  and  is  expected  to  rise 
about  1%  the  entire  year.  High  in- 
terest rates  could 
hold  1999  GDP  growth 
to  just  2%'. 

Unemployment  is 
another  growing  con- 
cern (chart).  The  job- 
less rate  hit  8.2%  in 
May,  up  from  7.9%  in 
April,  and  it  would  be 
considerably  higher  if 
the  millions  of  work- 
ers in  the  informal 
economy  were  counted.  The  spike 
in  interest  rates  late  last  year  has 
aggravated  the  problem,  but  most 
of  the  unemployment  is  structural: 
Companies  forced  to  compete  in 
Brazil's  opening  economy  are  fir- 


ing thousands  of  employees. 
lessness  is  hmling  President 
nando  Henrique  Cardoso  in  thi 
polls,  though  he  is  still  expect^ 
to  win  reelection  in  October 
Cardoso  also  must  manage 
increasingly  delicate  debt  situd 
tion.  About  one  quarter  of  Bnr 
$265  billion  in  domestic  debt  e- 
pires  in  the  next  three  months 
The  government  has  acceleratl 
the  rate  at  which  it  issues  dolr- 
linked  paper  to  roll  over  matui; 
debt.  But  that  tactic  has  raise 
some  eyebrows  among  econonst 
since  the  move  exposes  Brazil: 
outstanding  debt  to  potential 
changes  in  the  currency  and 
overnight  interest  rates.  That! 
makes  investor  confidence  cruj 
To  keep  it,  Brazil  will  have  to<^ 
keep  curi'ency  reserves — as  wB 
as  interest  rates — high. 

By  Ian  Katz  in  Sao 
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MetLife  Employee  Benefits  and  Investment  Products  are  helping  > 
millions  of  Americans  become  financially  secure.  i 
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Dental 
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Long-Term  Care 


Auto  &  Homeowners 
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Hyatt  Legal  Plans^ 
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Benefits 
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Investment  Products 


75  years  of  institutional 
investing.  $330  billion 
in  assets  under 
management.** 


Plans  for  every  business. 
Even  small  businesses. 


America's 
fastest- 
growing 
major 
401  (k) 
provider* 


voluntary  benefits 


The  source  to 
support  diverse 
employee  needs. 


Instant  online 
information  for 
you  and  your 
employees. 
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Contact  your  broker,  consultant,  MetLife 
account  representative,  or  call  toll-free: 

1  877-MET-BtoB 

(1  877-638-2862) 

MetLife 

www.metlife.com/business 
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Our  Life  Advice  "  education  series  helps 
employees  make  sense  of  it  all. 


News:  Analysis  &  Commentary 


THE  INTERNET 


CLICK  HERE  FOR 
WACKY  VALUATIONS 


The  latest  buying 
frenzy  overinf  lates 
most  Net  stocks' 
potential 

Just  when  you  thought  Wall  Street's 
worship  of  the  Web  couldn't  get 
any  wackier,  Internet  stocks  take 
off  again — on  another  gr"avity-de- 
fying  streak.  Look  at  Yalioo!  Inc.  In  ear- 
ly June,  its  shares  sold  for  $104,  12  times 
its  initial-offering  price  in  1996.  From 
there,  it  sti-eaked  to  a  record  of  $199  on 
July  6  before  settling  down  to  $186  on 
the  8th — leaving  it  with  a  mai'ket  cap 


lATA  BLOOMBERG 
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somewhere  north  of  $9  billion.  This  for  a 
company  that  analysts  say  might  eai"n 
45^  a  shai'e.  That  translates  into  a  price- 
earnings  multiple  of  413. 

Still,  Yahoo!  is  practically  a  blue  chip 
compared  with  other  Net  issues:  At 
least  it  has  eaiTiings.  Many  of  the  shares 
enjoying  similar  i-unups  don't  even  have 
much  in  the  way  of  revenue. 

So,  why  the  latest  outbreak  of  Web 
mania?  One  factor,  say  analysts,  is 
that  small  investors  are  piling  into 
Internet-related  stocks  alrnost  in- 
discnminately  in  an  attempt  to 
catch  the  next  big  wave.  In 
the  process,  they  are  send- 
ing small-cap  issues 
into  uncharted 
regions 

mind-bog- 
gling velocities. 
Take  Inktomi,  a 
provider  of  search-en- 
gine technology  for  com- 
panies that  include  Mi- 
crosoft Corp.  Its  shares 
traded  publicly  for  the 
first  time  on  June  10  at 
18.  Now,  it's  trading  at  73^!.  All  sorts  of 
Interaet-related  stocks  have  been  on  a 
similar  coiu'se,  driving  the  Hambrecht  & 
Quist  Internet  Index  from  141  on  June 
1  to  a  record  208  on  July  6. 

The  new  prices  have  even  enthusi- 
astic analysts  scratching  their  heads, 
trying  to  come  up  with  valuation  meth- 
ods to  e.xplain  them  (page  34).  "If  there 
is  a  valuation  model,  it's  so  obscure  that 
it  defies  me,"  says  Andrea  Wilhams,  an 
analyst  at  Voipe  Brown  Whelan  &  Co. 

But  there's  something  more  than  in- 
vestor frenzy  at  play.  While  ciurent  val- 
uations will  almost  certainly  prove  un- 
sustainable— some  of  the  sui'ge  is  driven 
by  speculation  about  takeover  deals  that 
may  never  come  off — beneath  all  the 


froth  is  the  recognition  that,  at 
for  some  well-positioned  companie 
Web  is  about  to  start  deUvering  p 
By  2002,  there  will  be  62  n 
households  online,  and  consumer  E 
merce  will  hit  $22.6  billion  a  yea 
cording  to  Forrester  Research 
That  means  the  Web  will  ftnall; 
emerge  as  a  mass  medium  for  in- 
formation, entertainment,  and 
E-commerce.  And  companies 


that  now  operate  popular  "porta 
that  have  proven  theii'  ability  to  si 
line  ai'e  set  to  start  reaping  the  ref 
SOLID  SUBSET.  Yahool's  recent 
for  instance,  was  inspii'ed  by 
predictions  that  the  company  woulj 
projected  9(?  per  share  earnings 
chai'ges)  in  the  June  quailer.  On . 
Yahoo!  reported  pro  forma  resi 
15(2  per  share.  "A  subset  of  th(| 
many  Internet  companies  are  red 
panies  building  real  businesses,! 
David  V.  Crowder,  a  managing 
at  NationsBanc  Montgomery  Sec 
"Yahoo!  has  grown  faster  and 
profitable  much  more  quickly  th^ 
pie  thought  it  would." 

Indeed,  Yahoo!  has  evolved 
Net's  top  portal,  drawing  more 
million  users  a  month.  It  keepi| 
coming  with  free  E-mail  and  othe 
ies — and  advertisers  who  want  t\ 
them  follow.  Yahoo!  also  gets 
merce  revenue.  The  result:  AJ 
predict  earnings  per  share  to  j\ 
75c  on  revenue  of  .$229  million 

Who  else  will  be  able  to  deliveil 
as  well  as  promises  on  the  Net? 
tion  to  Yalioo!,  Amazon.com  and 


Prices  for  portals  are  so  high  that  tatei., 


Sfnazon.com 


Online  have  carved  out 
strong  positions.  Online  ti- 
tan AOL  is  now  the  single 
most  traveled  route  to  the 
Web.  And  Amazon  has  emerged 
as  the  most  adept  cybennei'chant. 
he  online  bookselling  pioneer  has 
nched  into  music  CDs,  and  ana- 
mticipate  moves  into  toys  and 
Revenue  is  projected  to  reach 
lion  in  2001,  the  yeai*  it  sees  prof- 
,h  earnings  of  86(2  a  share,  pre- 
amie  Kiggen,  an  analyst  at  Don- 
Lufkin  &  Jenrette  Inc. 
BancAmerica  Robertson  Stephens 
Keith  Benjamin  says  that  even 
)  companies  are  overvalued  by 
erous  yardstick — selling  for  more 
I  times  his  estimate  of  their  eai-n- 
:r  share  in  2001.  Amazon's  stock 
lost  tripled  since  June,  to  114K  on 
before  falling  back  to  107  on  July 
gives  Amazon  a  market  cap  of 
lion.  That  compares  with  Barnes 
e  Inc.'s  market  cap  of  $2.9  billion 
;nues  of  $2.8  bilhon  last  year, 
those  values  hold?  Not  likely. 
m,  any  company  that  can  identi- 
if  with  the  Web  has  a  winning 
from  Audio  Book  Club  to  Zapata 
)n  July  6,  fish  processor  and  food- 
e-material  maker  Zapata  said  it 
split  into  two  companies,  with 


HAMBRECHT  &  QUIST 
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one  focused  on  investing  in  Net  sites. 
Zapata  shares  doubled,  to  2VA,  in  one 
day — even  though,  Montgomeiy's  Crow- 
der  points  out,  it  really  isn't  in  the  por- 
tal business — it  just  plans  to  be. 
BIG  BETS.  "Portal"  is  the  magic  word, 
however.  With  media  companies  on  the 
prowl  for  portals  to  the  Web,  investors 
hope  to  cash  in  on  those  deals,  nbc 
kicked  off  the  rush  on  June  9  when  it 
bought  19%  of  Snap!,  a  portal  site  put 
together  by  Internet  news  publisher 
CNET  Inc.  The  next  media  company  to 
bite  was  Walt  Disney  Co.  On  June  18, 
for  $70  million  and  its  controlling  stake 
in  Web  site  pubhsher  Stamave  Corp., 
Disney  acquired  43%  of  Infoseek. 

Now,  investors  are  placing  bets  on 
who  will  be  next.  Netscape  Communi- 
cations Coi-p.  shai'es  leaped  53%  on  July 
1-2  after  an  exec  told  a  TV  interviewer 
that  the  company  was  talking  to  media 
companies  about  publishing  content  on 
its  Netcenter,  giving  it  more  portal  po- 
tential. And  shares  of  Lycos  Inc.,  the 
No.  4  search  engine,  have  risen  as  the 
company  negotiates  with  major  media 
companies,  including  CBS  and  Time 
Warner  Inc.  But  nothing  is  imminent, 
say  sources  close  to  the  company. 

But  many  analysts  warn  that  the  deal 
angle  may  be  a  sucker  bet.  Prices  have 
already  risen  so  high  for  portal  plays 


that  outright  buys 
have  become  prohibi- 
tive. Once  that  sinks  in, 
valuations  of  such  compa- 
nies could  begin  to  drift 
down — which  has  some  in- 
vestors shifting  theii"  focus 
to  E -commerce,  where  prof- 
its may  come  sooner.  A  new 
joint  study  ft'om  International 
Data  Corp.  and  RelevantKnowl- 
edge  Inc.  says  that  by  2002,  half  of 
the  102  million  people  in  the  U.  S.  who 
use  the  Net  at  home  will  be  shoppers. 

So  investors  are  tui'ning  to  cheaper 
E-commerce  stocks.  Those  include  music 
retailers  conow  Inc.  and  N2K,  both  val- 
ued at  less  than  two  times  1999  rev- 
enues, vs.  almost  nine  times  for  Ama- 
zon, says  Volpe's  Williams.  E*Ti'ade  has 
also  been  left  behind  because  of  con- 
cerns over  rising  competition  in  online 
brokerage.  But  Anui-ag  Pandit,  portfolio 
manager  for  the  $600  milUon  John  Han- 
cock Emerging  Growth  Fund,  says 
E*Trade  is  a  category  leader:  "They're 
redefining  the  process  of  investing." 

For  now,  however,  you  can  forget 


For  daily  business  news,  visit 
businessweek.com  or  AOL:  Keyword:  BW 
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fundamentals.  What  is  lofting  Internet 
stocks — and  could  quickly  bring  them 
back  to  eaith — are  forces  within  the  eq- 
uity markets.  Most  basic  ai'e  the  laws  of 
supply  and  demand.  Investors  continue 
to  chase  a  scarce  supply  of  shares.  Ex- 
cite, for  instance,  has  7  million  publicly- 
traded  shares.  That  makes  for  a  lot 
more  volatility  than,  say,  Disney,  which 
has  671  million.  The  small  float  exag- 
gerates short  squeezes,  too — when  short 


sellers  scramble  to  cover  theii'  positions 
and  push  prices  up.  In  June,  short  in- 
terest in  Amazon  hit  8  million  shares — 
out  of  about  16  million. 

Another  huge  force:  institutional  in- 
vestors. Ominously,  some  have  been 
selling  Internet  shares  recently.  "The 
group  has  gone  to  valuations  that 
aren't  sustainable,"  says  Michael  P.  Di- 
Carlo,  a  partner  at  dfs  Advisoi's,  which 
holds  AOL,  CDnow,  and  E*Trade,  after 


r 

taking  profits  in  Lycos  and  Info 
How  far  could  Internet  stocks 
Some  analysts  are  bracing  for  a  2( 
30%  correction  after  second-qu ! 
earnings  announcements.  That  cou 
duce  the  flip  side  of  this  stock-b  . 
mania — Web  depression. 

By  Heatlier  Green  in  New  York\ 
Amy  Cortese  in  New  York,  Paul 
in  Boston,  and  Robert  D.  Hof  ir( 
Mateo 


COMMENTARY 


By  Jeffrey  M.  Laderman 


NET  STOCKS:  IT'S  A  MAD,  MAD.  MAD,  MAD  MARKET 


Finance  101  tells  us  that  stocks 
are  almost  always  rationally 
priced — the  theory  that  all 
information  about  companies  and 
their  prospects  is  incorporated  into 
prices.  But  some  investors  looking 
at  sizzling  Internet  stocks  such  as 
Yahoo!,  Excite,  and  Amazon.com 
come  to  one  of  two  conclusions: 


rate  puts  Yahoo  profits  at  $4.29  a 
share  in  2003.  At  the  cun-ent  price  of 
186,  the  stock  is  trading  at  43  times 
projected  earnings  five  years  fi'om 
now.  That's  neai-ly  double  the  p-e 
ratio  for  the  Standard  &  Poor's 
500-stock  index,  based  on  the  next 
12  months'  earnings. 

Ai'e  investors  ovei"paying  earn- 


Emerging  technology  industries  can  turn 
on  a  byte,  leaving  today's  sparkling  business 
plan  looking  like  yesterday's  lunch 


Either  the  market  in  its  collective 
wisdom  knows  something  about 
these  companies  that  escapes  the 
average  investor,  or  the  theory  is 
just  bunk. 

Certainly,  most  of  the  tools  in- 
vestors use  to  value  equities  don't 
work  here.  Price-earnings  ratios? 
Many  don't  have  earnings.  Price-to- 
book  value?  Book  value  is  a  mean- 
ingless number  in  a  business  where 
fixed  assets  are  scant  and  accounting 
convention  doesn't  value  cyber  real 
estate.  Cash-flow  models  work  well 
on  matiu'e  companies  with  low  capi- 
tal expenditure  needs,  but  usually 
don't  on  fast-growing  tech  companies. 
OVERPAYING.  Some  folks  might  feel 
more  comfortable  paying  for  a  com- 
pany, such  as  Yahoo!,  that  is  cuirent- 
ly  profitable — rather  than  for  one 
that  isn't,  such  as  Excite.  But  that 
may  be  a  false  sense  of  security. 
Look  at  Yahoo!  Wall  Street  analysts 
are  forecasting  profits  of  45(2  a  share 
this  year  and  a  five-year  compounded 
annual  gi'owth  rate  of  57%,  according 
to  Zacks  Investors  Research.  If  the 
seers  are  right,  that  57%  grovrth 


ings  of  the  Internet  companies?  It 
sure  seems  so.  That's  why  small  com- 
pany investors  such  as  James  L.  Cal- 
linan  of  Robertson  Stephens  Emerg- 
ing Growth  Fund  prefei-s  using  the 
price-to-sales  ratio.  On  that  count, 
Callinan  says  Yahoo!  sells  at  80 
times  what  the  last  quarter's  sales 
figui'e  would  be  if  annualized.  Ex- 
cite, which  is  not  expected  to  turn 
profitable  until  late  next  year, 
comes  in  at  a  relatively  modest 
12  times  sales.  CaUinan  notes 
that  Yahoo  !'s  forecast  rev- 
enue gi'owth  rate  is  200%, 
compared  vrith  only 
100%  at  Excite.  But 
is  the  faster  rate 
worth  more 
than  six  times 
as  much? 

Price-to-sales 
has  its  shortcom- 
ings, too.  Excite 
might  be  a  steal  com- 
pared with  Yahoo!,  but 
who's  to  say  12  times 
sales  isn't  too  high?  Buy- 
ing the  cheapest  company 


in  an  overvalued  industry  is  noj 
guarantee  of  getting  a  vrimi 
"Yahoo!  gets  a  premium 
price  because  it's  the  man 
ket  leader  by  a  long  shot 
says  Paul  Cook,  portfolio 
manager  at  Munder  NetNet 
Fund.  "Not  all  the  search  engine 
companies  will  survive." 

Nor  is  there  a  guarantee  thai 
Yahoo!  will  stay  on  top.  Eme 
ing  technology  industrii-s  ( 
tiuTi  on  a  byte,  leaving  t( 
day's  sparkling  business 
plan  looking  like  yester- 
day's lunch.  Three  years- 
ago,  Netscape  Commiuiicf 
tions  Corp.  went  public  and  shi 
to  84  times  sales — higher  than 
hoo!'s  ciurent  valuation.  Aficion 
dos  bragged  that  it  would  eclip; 
Microsoft  Coi-p.  As  if.  Once 
Microsoft  set  its  sights  on  th( 
new  kid  on  the  block,  Net- 
scape's hot  hand  turned  to  i.-. 
There's  no  doubt  that,  i 
an  industry,  the  Internet;- 
huge  potential.  But  the  li 
tom  line  is  how  much  ii 
vestors  will  pay  in  to*' 
real  dollars  for  tonior 
row's  yet-to-be-deter- 
mined profits.  Perha] 
the  market's  extraor  - 
nary  valuations  on  ti 
Internet  companies 
rational.  But  it  will 
take  years  at  least  ^ 
fore  we  know.  The 
penalty  for  being 
wrong,  especially  for  tte 
buying  at  today's  prices,  il 
be  severe. 

Senior  Writer  Laderman  co  r; 
Wall  Street  far  BUSINESS  WEEK. 
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.TH  CARE 


lERE'S  THE  DREADED  SPIKE 
HEALTH  COSTS? 

lium  hikes  stay  small  as  employers  call  the  shots 


5  was  going  to  be  the  year  the 
alth-care  honeymoon  ended.  Em- 
oyers  who  had  enjoyed  three 
of  blissful  pricing  moderation 
I  for  the  reemergence  of  signifi- 
higher  premiums  from  newly 
(d  insurers.  Benefits  consultants, 
5treet  analysts,  and  the  media — 
DSS  v/EEK  included — all  predicted 
ealth  maintenance  oi-ganizations 
win  increases  of  at  least  4%  and 
ch  as  6%  or  more  this  year,  and 
ntially  higher  gains  in  1999. 
V,  evidence  is  mounting  that  the 
noon  isn't  quite  over  Despite  a 
outcry  against  stingy  managed- 
•Qgi-ams  that  has  Pi-esident  Clinton 
her  politicians  racing  to  add  costly 
tes,  the  cost  of  providing  health 
not  leaping.  A  recent 
'  of  1,583  employers 
IG  Peat  Mai-wick  finds 
e  health  premiums  up 
i%  this  yeai-.  Benefits 
tant  Towers  Penin's 
te  is  about  the  same, 
n  a  June  business 
Harris  Poll,  senior  ex- 
3S  said  their  compa- 
health  costs  would 
ust  3.5%  in  the  next 


12  months — barely  changed  from  the 
forecast  last  yeai'. 

In  many  places,  it  turns  out,  employ- 
ers still  call  the  shots  as  insiu-ers  stnig- 
gle  to  gi'ab  market  share  in  what  is  be- 
coming a  commodity  business.  Gillette 
Co.,  for  one,  predicts  its  HMOs  nation- 
wide will  pi'opose  piice  increases  of  3% 
to  6%  for  next  year — but  it  expects  to 
settle  at  between  1%  and  3%.  How?  It 
"will  let  [hmos]  know  what  [the  com- 
petition] is  charging,  then  let  them  de- 
cide if  they  want  to  lower  the  rate," 
says  Debor-ah  Winer,  manager  of  welfai-e 
plan  administi'ation. 

Similarly,  Greyhound  Lines  Inc.'s 
health-care  costs  will  increase  by  3% 
this  year,  and  about  the  same  in  1999 — 
"lower  than  we  thought,"  says  Benefits 


NEW  PROCEDURES 

Oulpaiieiii  Hiui  .. 
drug  therapies 
are  replacing 
hospital  stays, 
curbing  costs 

Director  Roy  Shaver 
Meanwhile,  the  Group 
Insurance  Commis- 
sion, which  represents 
300,000  state  employ- 
ees in  Massachusetts, 
secured  premium 
increases  averaging 
3.6%  for  contracts  ef- 
fective on  July  1 — 
higher  than  last  year, 
but  still  modest. 

That  bodes  ill  for 
HMO  earnings.  The 
difference  between 
the  old  5%  forecasts 
for  1998,  which  pub- 
lic HMOs  and  Wall 
Street  stiU  cUng  to,  and  the  more  recent 
data  represent  some  $6  billion  in  pre- 
mium revenue,  perhaps  a  third  of  total 
managed-care  industry  profits.  Given 
that  most  HMOs  haven't  had  much  suc- 
cess lately  in  cutting  payments  to  doc- 
tors and  hospitals,  their  profit  growth 
depends  almost  entu'ely  on  liiking  prices. 
"WISHFUL  THINKING."  HMO  stocks— no- 
tably United  Healthcai'e  Corp.  and  Well- 
point  Health  Networks  Inc. — have  risen 
this  year,  largely  on  the  promise  of 
strongei'  pricing.  That  could  be  hard  to 
live  up  to.  The  "predictions  of  faster 
[premium]  increases  were  predicated  on 
wishful  thinking  on  Wall  Street,"  says 
Howard  R.  Veit,  managing  principal  at 
Towers  Pen-in's  health  practice. 

To  be  sure,  medical  prices  ultimately 
will  head  higher:  Aging  baby  boomers 
will  Lift  demand  for  health  services  over 
the  next  several  decades.  Dmg  spending 
is  soaring,  up  15.4%  in  the  fii*st  quarter 
from  a  year  earlier,  a  function  of  more 
expensive  new  products  and  volume 
growth,  according  to  researcher  ims 
Health  Inc.  And  there  ai-e  political  pres- 
sures: The  federal  Patient  Access  to 
Responsible  Care  Act  and  state  efforts 
to  raise  care  levels  could  push  up  costs 


HEALTH  INFLATION 
REMAINS  TAME... 


...INSURERS 
CAN'T  RAISE  RATES... 


.AND  PROFITS 
ARE  SCARCE 


DATA;  KPMG  PEAT  MARWICK,  LABOR  DEPT ,  SALOMON  SMITH  BARNEY 
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by  several  percentage  points  if  enacted. 

The  question  is,  who  will  pick  up  the 
tab?  Employers  are  bound  to  accept 
some  inflation,  since  switching  caniers 
generally  brings  extra  costs  and  em- 
ployee discontent,  says  John  C.  Erb,  a 
vice-president  at  Gallagher  Benefit  Ser- 
vices in  Boca  Raton,  Fla.  Yet  health 
plans,  despite  the  ongoing  consolidation, 
still  haven't  achieved  the  mai'ket  power 
needed  to  dictate  negotiations. 

That's  why  many  experts  now  be- 
lieve that  the  rise  in  rates  will  be  more 
gradual,  and  shallower,  than  previously 
thought.  KPMG  Managing  Partner 
Richai'd  D'Amai'o  estimates  the  increase 
for  1999  at  o9c  or  6%,  dowTi  fi'om  the 
8%  to  10%  commonly  forecast  six 
months  ago.  Aetna  Inc.,  which  says  it 
won  HMO  price  hikes  of  "5%-plus"  in 
this  year's  first  quarter,  expects  a  grad- 
ual acceleration  to  ai'oimd  7%  next  year. 
MEDICARE  SHIFTS.  Besides  HMOs'  inher- 
ent weakness,  several  factors  will  help 
curb  premium  growth.  Underlying  med- 
ical cost  inflation,  as  measured  by  the 
consumer  price  index,  is  staitlingly  low. 
At  3%  in  May,  it's  up  fi'om  its  recent 
low  of  2.5%  last  October  but  remains 
well  below  its  highs  in  the  early  1990s. 
Even  that  figure  hkely  overstates  true 
inflation,  the  Labor  Dept.  concedes,  since 
it  fails  to  capture  quality  improvements 
as  well  as  the  shift  in  medicine  from 
hospital  stays  to  less  expensive  outpa- 
tient treatment  and  drug  therapies. 

At  the  same  time,  new  Medicai'e  re- 
imbui'sement  mles  ai'e  unlikely  to  shift 
co-sts  abmptly  onto  commercial  payers,  as 
analysts  once  feared.  While  Medicare's 
reimbui'sement  to  H.MOs  will  gi'adually 
ebb  in  some  mai'kets,  it  generally  will 
be  generous  enough  to  allow  high  profits. 
And  new  Medicare  niles  for  inpatient 
stays  will  have  little  effect  on  hospitals' 
profitability,  says  Stuart  Guterman, 
deputy  dii-ector  of  the  Medicai-e  Pajment 
Advisoi-y  Commission,  since  they  simply 
scale  back  increases  that  were  unlikely  to 
be  enacted  anyway.  So  costs  to  HMOs  ai'e 
unlikely  to  rise  as  well. 

Insm'ers  are  left  with  a  conundmm. 
To  justify  higher  premiums  over  the 
long  haul,  they  must  demonstrate  that 
managed  care  can  provide  better  ser- 
vice. But  to  build  up  service,  they  need 
higher  premiums.  And  for  now,  they 
appeal-  mii'ed  in  the  incessant  price  wars 
that  have  thi'ottled  earnings  since  1995. 
Employer's  ai'e  winning,  while  HMOs  face 
what  could  be  another  long,  unprofitable 
summer. 

By  Keith  H.  Hammonds  in  New 
York,  with  Geoff  Smith  and  William 
Synionds  in  Boston,  Wendy  Zellner  in 
Dallas,  ami  bureau  reports 


WASHINGTON 


SOCIAL  SECURITY:  AND  NOW 
FOR  THE  LIBERAL  FIX 

A  Democratic  plan  would  have  the  government  invest  in  sto 


For  months,  Capitol  Hill  liberals 
watched  in  silent  horror,  convinced 
the  crown  jewel  of  the  New  Deal 
was  at  risk.  Congressional  Republi- 
cans— and  even  some  influential  De- 
mocrats, such  as  Senator.  Daniel  P. 
Moynihan  (D-N.Y.) — argue  that  Social 
Security  can  best  be  shored  up  by  let- 
ting workei-s  invest  pait  of  theii'  payi'oU 
taxes  directly  in  the  stock  market.  As 
polls  showed  the  public  wanning  to  the 
idea,  liberals  were  still  on  the  sideUnes. 

But  not  for  much  longer  Hill  Demo- 
crats will  soon  roll  out  plans  that  would 
let  Social  Security  tap  into  the  stock 
market's  healthy  returns  without  putting 
individuals  at  risk  in 
bear  markets.  Sena- 
tor Edward  M. 
Kennedy  (D-Mass.) 
is  considering  legis- 
lation to  let  the  gov- 
ernment invest  up 
to  half  of  Social  Se- 
curity's surpluses  in 
the  market.  A  simi- 
lar measure  that 
Representative  Earl 
Pomeroy  (D-N.D.) 
will  soon  unveil 
could  become  the  of- 
ficial plan  of  the 
House  Democrats. 

Backers  figure 
that  switching  the 
trust  fund — now  in- 
vested just  in  Trea- 
sury securities — to  a 
blend  of  stocks  and 
bonds    could  close 


KENNEDY:  Backers  of  his  plan 


frets  Martin  A.  Regaha,  chief  econ 
of  the  U.  S.  Chamber  of  Commerct 
Liberals  think  they  can  defuse 
concern  by  following  a  model  laid  o 
Brookings  Institution  economist  I 
Aaron.  His  plan  would  establish  ■< 
Social  Secmity  Reserve  Boai'd  to  ^ 
the  surplus  toward  a  dozen  or 
large  money-management  or  mi 
fund  fiiTOS.  The  managers  would  1  ^ 
dered  to  build  portfolios  that  tracki 
stock  indices  as  the  s&P  500.  As 
sion-fund  managers,  they'd  be  ret 
to  vote  the  shares  they  buy  only 
best  interests  of  Social  Secuiity's  n 
ficiaries.  Aaron  says  his  schei; 

"triple-insulate' 
avoid  poHticalld 
ven  investment 

The  plan 
give  a  big  bo( 
the  mutual-fui 
dustry,  but  n 
much  as  the  ou 
privatization  f;i 
by   many  Re 
cans.  While 
Security  migh 
its  money  mar. 
up  to  $7  bill 
year,  that  0.M5' 
is  about  onc-ri 
what  fund  ciin, 
would   be  al 
charge  indn  i<li 
DOWNER?  Ill 
another  issue: 
investment  mi) 
offer  the  payof 
sors  expect.  Fie 
Reserve    Cli;  ' 
Alan  Green.- 1 1; 


nearlv  half  of  Social  „         ...         ,  ,  , 

Security's  projected  figure  higher  returns  would 

long-tei-m  deficit.  Tlie  close  half  the  system's  long-term  wamed  that  I 

plan  would  protect  (igflcit,  while  shielding  the  tru-t 

individuals  from  mai"-  •        •>     ,   r-  i   j.  •  i 

ket  risks-and  head  individuals  from  market  risks 

off  a  wholesale  re- 
placement of  Social  Security  with  a  sys- 
tem of  private  investment.  "We're  trying 
to  slow  dowm  the  mnaway  privatization 
freight  train,"  says  Representative  Jer- 
rold  Nadler  (D-N.Y.). 

But  business  isn't  eager  to  see  Uncle 
Sam  take  a  direct  stake  in  Corporate 
America — up  to  $2  trillion  by  2020.  "You 
could  be  socializing  the  private  sector," 


likely  to  drixc' 
share  pritt'> 
boost  bond  ret 
and  the  results  could  be  a  wash. 

But  the  left's  resun-ection  is  ^vc( 
news  to  those  CUnton  Adminisa' 
officials  who,  like  Ti-easury  Sec;t 
Robert  E.  Rubin,  are  skeptical  il 
private  accounts.  What  looked  k 
romp  towai'd  privatization  may  tia 
to  be  a  debate  after  all. 

By  Mike  McNarme  in  Was}\ 


36  BUSINESS  WEEK  /  JULY  20.  1998 


Check  the  spelling       ^  '  ^ 

yo.speW  check 
Don't  type  \whatrm  saying  ■ 

TOST  SmLL  CHECK  THIS  DOCUMENT  YOV 


Introducing  ViaVoice  98.  Unlike  other  speech  recognition  software, 
it  can  easily  comprehend  your  commands.  Period. 


( about  user  friendly.  New  ViaVoice™  98  from  IBM 
he  first  speecti  recognition  soflware  tfiat  fiappily 
ponds  to  ttiousands  of  commands  that  come 
urally  to  you:  So,  for  instance,  whettier  you  say 
;//  check"  or  "check  the  spelling"  it  knows  to 
Dond,  instead  of  spelling  out  tfie  words.  Almost 
if  it  understands  ttie  meaning  of  ttie  words,  not 


^)  e-business  tools 


just  ttie  sound.  Tfien,  say  sometfiing  like  "save" 
"send"  or  "create  a  3  by  4  table"  and  consider  it  done. 
New  ViaVoice  98  witti  Natural  Language  Commands. 
Starting  at  just  $49,'  you  migtit  say  it  even  understands 
ttie  word  "affordable"  too.  Look  tor  ViaVoice  98  at  your 
favorite  software  retailer  For  more  information,  visit 
www.jbm.com/viavoice  or  call  1  800  \m-225b. 


Solutions  for  a  small  planef" 


Microsoft"  Wdril  07  unly.  'MSRI'.  Dealer  prire.s  may  vary.  IBM.  ViaVoice,  the  e-business  logo  and  Solulions  for  a  small  planet  are  trademarks  of  Internalional  Business  Maeliini  s  ( lorpcjralion  in  the 
United  States  and/or  other  countries.  Microsoft  is  a  registered  trademark  of  Microsoft  Corporation.  ©  1098  IBM  Corporation. 
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BANKING 


A  YELLOW  WARNING 
FOR  BANKS 

This  crazy  lending  can't  last,  the  Fed  says 


A year  ago,  bankers  were  whooping  it 
up.  Competitive  and  confident, 
lenders  were  taking  increasing 
risks,  whether  it  came  to  pricing  loans 
or  setting  tenns.  Indeed,  the  only  thing 
bankers  seemed  to  fear  was  missing  the 
chance  to  join  in  on  the  fun — as  the 
coiporate  loan-syndication  mai'ket  broke 
$1  triUion. 

Now,  the  mood  is  shifting.  While  no 
one  is  suggesting  that  the  good  times 
are  gone,  there  is  distinctly  less  exu- 
berance. In  Washington,  regailators  are 
growing  more  critical  of  bank  lending 
standards.  The  latest  caution  flag  was 
waved  by  the  Federal  Resei-ve,  which 
on  June  30  issued  a  public  warning 
about  a  deterioration  in  commercial-loan 
underwriting  and  a  possibly  trouble- 
some concentration  of  lending  to  real 
estate  investment  trusts. 

And  it  won't  end  there.  Julie  L. 
Williams,  acting  Compti'oller  of  the  Cui- 
rency,  told  BUSINESS  week  that  she  will 
unveil  "new  initiatives"  on  July  13  in 
Chicago  to  improve  commercial  and  con- 
sumer lending  standards.  "It  is  time  to 
ratchet  up"  oversight,  Williams  says. 
"A  FIRMER  TONE."  Will  the  warnings  do 
the  trick?  Loan-pricing  data  suggest 
that  bankers  already  may  be  pulling 
back  from  the  race  to  arrange  loans  at 
any  price,  a  strategy  employed  in  hopes 
of  selling  borrowers  other  products. 
Loan  spreads — the  premium  that  cor- 
porate customers  pay  relative  to  the 
most  po]}ular  interbank  lending  rate,  LI- 
BOR— ai'e  rising  after  years  of  declines. 
Loss-leader  strategies  are  also  losing 
favor.  "Small  banks  are  looking  at  re- 
turns on  all  of  their  assets,  including 
loans,"  says  Caroline 
Shapiro,  a  vice-presi- 
dent in  the  loan  syndi- 
cation group  at  J.  P. 
Morgan  &  Co. 

In  addition,  a  key 
group  of  lenders  is 
missing  in  action. 
Japanese  banks  have 
retreated  from  loan 
syndications  as  they 
contend  with  problems 
at  home,  easing  compe- 
tition for  business. 
"Their  backing  away 


has  tended  to  put  a 
firmer  tone  under  the 
entire  market,"  says 
Robert  S.  Strong, 
chief  credit  officer  at 
Chase  Manhattan 
Corp. 

In  the  second  quai'- 
ter  alone,  spreads  on 
loans  to  companies 
with  neai-investment- 
grade  credit  ratings 
widened  24  basis 
points  to  95.5,  their 
highest  levels  in  four 
years,  according  to 
Loan  Pricing  Coi-p.,  a 
New  York  firm  that 
tracks  syndications. 
Up-front  fees  ai-e  also 
being  attached  to 
loans  more  often.  "We 
have  seen  clear  evi- 
dence that  a  reversal — that  is,  not  only 
a  bottoming  out,  but  a  fu'ming  of  pric- 
ing— has  taken  place,"  says  v^rthur  P. 
Davis  III,  Loan  Pricing  Corp.'s  presi- 
dent. "Until  recently,  the  pricing  was 
particularly  worrisome.  There  was  basi- 
cally no  money  to  be  made  in  lending  to 
certain  categories  of  borrowers." 

Still,  the  banks  have  a  ways  to  go 
before  they  reverse  the  excesses  of  the 
past  several  years.  Between  1992  and 
1997,  the  fees  banks  charge  top  quality 
coiporate  boiTowers  for  some  types  of 
backup  credit  fell  70%,  to  roughly  6  ba- 
sis points.  "There  is  not  enough  juice  in 
that  fee  to  pay  the  banker  and  the  ana- 
lysts and  eveiyone  else  involved,"  Davis 
says.  Even  this  year,  utility  holdings 
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company  Edison  International  uf  ^ 
mead,  Calif.,  renewed  a  deal  t 
about  4  basis  points  for  backup  li- 
credit  totaling  roughly  $3  billim.. 

The  Fed's  fear  is  that  eveti  i ' 
pull  back  now,  banks  have  Ictt  . 
selves  vulnerable.  After  compariiii. 
mercial  and  industrial  loans  m 
late  1995  and  late  1997,  the  Fe 
eluded  that  banks  were  dr 
prices — as  well  as  the  terms  that 
help  them  recover  collateral 
same  time,  the  Fed  worried  t 
lending  so  much  to  reits,  bank 
be  hit  if  a  real  estate  downturn 
the  ability  of  reits  to  tap  publi 
kets  to  repay  bank  borrowings. 
In  all,  the  Fed  found  a  surj 
lack  of  concern 
the  future.  AH 
banks  were  lenc 
longer  maturitie 
20%  to  30%  of  1( 
proval  documen 
the  Fed  review 
eluded  a  forma! 
tion  of  a  boiTow 
ture  performanc 
The  banks,  of 
have  heard  it 
fore — even  as 
piled  up  record 
The  Fed  and  th( 
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Comptrollei'  of  the  C'uiTency  have 
!d  about  under^winting  since  1995. 
16  regiilatory  heat  is  gi-owing.  In 
lary,  Eugene  A.  Ludwig,  then 
.roller  of  the  Cmrency,  sounded  an 

about  "too  much  money  in  the 
ig  system  chasing  too  few  deals." 
'ederal  Deposit  Insurance  Corp. 
said  more  banks  were  loosening 
b;  standai'ds  than  tightening  them, 
eed,  Williams  says  that  for  eveiy 
sing  development  on  the  credit 


fi-ont,  there  seems  to  be  a  new  worry. 
For  example,  banks  seem  to  be  tight- 
ening standards  for  credit  cards.  But 
lenders  are  loosening  them  for  home- 
equity  loans,  which  are  often  used  to 
consolidate  credit-card  debt — enabling 
consumers  to  charge  away.  So  while 
consumer  debt  levels  rose  only  slightly 
in  May,  the  volume  of  bank  home-equity 
loans  outstanding  rose  9%  over  the  pre- 
vious yeai",  to  $98  billion.  "There  may  be 
some  indicators  that  are  promising," 


says  Williams.  "But  it's  really  too  soon 
to  draw  any  conclusions." 

It  also  may  be  too  late  to  do  much 
about  easy  underwriting  should  the 
economy  falter.  "Anytime  the  regula- 
tors can  document  something,  the 
bankers  are  well  into  the  process,"  says 
Charles  Peabody,  banking  analyst  at 
Mitchell  Seciuities  Inc.  "If  we  happen  to 
have  a  downturn  tomorrow,  it's  too 
late." 

By  Gary  Silverman  in  New  York 


COMIVIENTARY 

By  Dean  Foust 

NAG,  NAG.  NAG.  WHAT  ELSE  CAN  BOB  RUBIN  DO? 


at  the  Institute  for  International 
Economics.  "This  is  bothersome  and 
scary." 

Perhaps  nothing  illustrates  this 
point  better  than  the  events  of  the 
last  few  weeks.  By  giving  in  to 
Japanese  pressui'e  to  join  in  the  yen 


V hat's  a  Ti'easury  Secretary  to 
do?  Robert  E.  Rubin  has  all 
but  begged  Japan  to  clean  up 
troubled  banking  system  and 
nulate  its  economy  with  tax  cuts 
3t  recently,  he  warned  on  July  7 
t  Japanese  officials  must  enact 
'ong  and  sustained  fiscal 
nulus"  to  "get  out  of  the 
:'ass  that  they've  been 
In  June,  against  his  ini- 
instincts,  he  even 
ped  engineer  a  massive 
chase  of  yen  to  halt  its 
e. 

lost  likely,  Japan  will 

tinue  to  resist  U.  S. 

ssure  to  take  the  politi- 

y  painful  steps  needed  to 

se  its  economy  back  to 

Ith.  But  Rubin  can't  sim- 

walk  away:  The  risks  of 

ig  nothing  are  too  gi-ave 

the  global  economy.  Ru- 

has  to  look  for  eveiy 
!  ortunity  to  keep  the 
I  t  on. 

'  ARY."  But  Rubin  has  a 

mma.  When  he  dealt 
■  1  cuiTency  crises  in 
'  dco  and  in  Asia's  tiger 

lomies,  he  could  extract 

lomic  reforms  in  return  RUBIN:  Should  lie  have  let  the  yen  continue  its 
'  U.  S.  and  International   


'  letary  Fund  assistance.  Despite 
*,  enormous  risk  a  shaky  Japan 
is  to  the  global  economy,  though, 
U.  S.  Treasury  is  largely  power- 
with  Tokyo.  A  weak  Japan  still 
more  of  a  hold  on  the  U.  S.  econ- 
'  than  the  surging  American 
iomy  has  on  Japan.  Japanese  in- 
'Ors  fund  the  U.  S.  cuirent-ac- 
it  deficit  with  their  holdings  of 
e  $300  biUion  in  Treasury  securi- 
"The  influence  the  rest  of  the 
Id  has  over  Japan  is  fairly  limit- 
admits  Marcus  Noland,  a  scholar 


rescue  mission  on  June  17,  Rubin 
bought  enough  goodwill  to  press 
Tokyo  to  go  ahead  with  a  plan  to 
close  insolvent  banks.  The  Japanese, 
with  great  fanfare,  pledged  to  create 
a  new  "bridge  bank"  that  would  take 
over  smaller  institutions.  But  Japan- 
ese officials  are  committing  only  a 
sliver  of  the  $530  billion  or  more 
needed  for  the  cleanup.  What's  more, 
they  have  all  but  signaled  that  the 
19  largest,  most  powerful  banks  are 
protected.  That  has  helped  drive  the 
yen  back  close  to  its  level  when  Ru- 


bin intei-vened  to  prop  it  up. 

What  else  can  be  done?  Massachu- 
setts Institute  of  Technology  econo- 
mist Paul  R.  Krugman  says  Rubin 
needs  to  press  the  Japanese  to  take 
bolder  steps,  such  as  calling  on 
Japan's  central  bank  to  use  an  infla- 
tionaiy  monetaiy  policy  to 
get  Japan's  economy  going. 
But  U.  S.  Ti-easiuy  officials 
fear  that  approach  might 
trigger  a  new  run  on  the 
yen.  On  the  other  hand, 
trade  hawks  such  as  Clyde 
V.  Prestowitz  Jr.,  president 
of  the  Economic  Strategy 
Institute,  want  the  World 
Tr-ade  Organization  to 
threaten  trade  sanctions  so 
the  Japanese  don't  try  to  ex- 
port then-  way  out  of  trou- 
ble. That  would  get  Tokyo's 
attention — and  help  prevent 
further  devaluations  by  oth- 
er Asian  nations — but  it 
would  risk  a  global  trade 
war. 

The  U.  S.  shouldn't  be 
surprised  that  Japan  resists 
its  calls  for  reform.  A 
decade  ago,  the  two  coun- 
tries' roles  were  reversed: 
slide?       A  powerful  Japan  kept  nag- 
ging  the  U.  S.  to  cut  its 
budget  and  trade  deficits  to  stop  the 
dollar  from  sinking — to  no  avail.  In- 
deed, it  took  years  for  the  U.  S.  to 
muster  the  political  will  to  tackle  its 
problems. 

By  the  same  token,  Japan  wouldn't 
have  undertaken  even  modest  re- 
forms now  without  unrelenting  prod- 
ding fi-om  the  U.  S.  In  the  end,  Ru- 
bin's persistent  nagging  may  get 
Japan  to  do  the  right  thing. 

Foiist  covers  international  eco- 
nomics from  Washington. 
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HEAVY  LOAD?  Overnite  may  have  to  assume  deep  debt 


LABOR 


ROAD  HAZARD 
FOR  AN  IPO 

The  Teamsters  may  clobber  a 
Union  Pacific  spin-off 

Union  Pacific  Corp.  had  a  simple 
plan.  Having  lost  $214  million  in 
the  six  months  ended  in  March  be- 
cause of  problems  stemming  fi'om  its 
1996  merger  with  Southern  Pacific  Rail 
Corp.,  the  No.  1  raili'oad  needed  cash.  So 
UP  decided  to  spin  off  Oveniite  Trans- 
portation Corp.,  its  lai-gest  nom-ail  asset. 
On  May  20,  Union  Pacific  filed  a  pro- 
spectus with  the  Securities  &  Exchange 
Commission  for  an  initial  public  offering 
that  says  it  hopes  to  sell  the  nation's 
No.  (j  tracker  for  $550  million. 

But  there's  a  roadblock:  the  Team- 
sters. Over  the  past  four  years,  the 
union  has  i-ecniited  43%  of  Overnite's 
8,400  drivers.  Still,  the  company — wliich 
disputes  the  validity  of  some  of  the  elec- 
tions— is  refusing  to  sign  the  Teamsters' 
National  Master  Freight  Agreement, 
the  pact  covei-ing  major  unionized  tmck- 
ing  companies. 

With  the  IPO  pending,  the  Teamsters 
seized  the  opportunity  to  get  manage- 
ment's attention.  Members  launched  a 
series  of  disruptive  strikes  on  June  22, 
citing  local  issues  such  as  overtime.  But 
the  real  aim  is  to  get  a  national  contract 
and  ensure  that  Overnite  isn't  spun  off 
vdth  cripphng  debt.  On  July  8,  the 
Teamsters  authorized  a  yet-to-be-sched- 
uled nationwide  walkout  and  an  infor- 


mational campaign  on 
the  IPO  for  Wall 
Street. 

Union  leaders  have 
not  been  the  only 
ones  to  express 
alaiTTi  over  the  pros- 
pect of  a  company  in 
hock.  Back  when 
Union  Pacific  was 
drawing  up  the  pro- 
posal for  the  IPO,  the 
railroad's  executives 
ran  into  opposition 
from  the  manage- 
ment of  the  tnicking 
unit  over  plans  to 
saddle  Overnite  with 
as  much  as  $150  mil- 
lion in  debt,  compa- 
ny insiders  say.  For 
now,  the  filing  for  the 
initial  public  offering  has  blanks  where 
debt  numbers  will  appear  when  the 
company  starts  its  road  show  in  mid- 
July.  Both  Union  Pacific  and  Overnite 
declined  to  comment. 

The  Teamsters  campaign  puts  Union 
Pacific  and  Overnite  in  a  bind.  If  Over- 
nite signs  a  contract,  labor  costs  could 
jump  20%,  and  more  workers  would  join 
the  union.  That  could  scare  investors 
and  pare  the  IPO  price,  insiders  at  Over- 
nite say. 

RIGHT  PRICE?  Yet  the  labor  disruptions 
are  having  the  same  effect.  Analysts 
say  investoi"s  are  skittish  about  buying  a 
company  in  such  turmoil.  "It  will  be  dif- 
ficult for  UP  to  get  an  IPO  done  without 
some  resolution  of  the  labor  issues," 
says  Thano  Hasiotis,  a  tnacking  analyst 
at  Salomon  Smith  Barney.  Other  ex- 
perts say  UP  can't  get  $550  million  and 
are  ah-eady  predicting  it  will  be  forced 
to  reprice  the  ipo. 

As  for  UP,  it  can't  get  Overnite  off  its 
books  fast  enough.  Not  that  the  unit  is 
doing  badly.  Leo  H.  Suggs,  Overnite's 
CEO  since  April,  1996,  managed  to  bring 
it  back  into  the  black  in  1997  after  two 
yeai's  of  heavy  losses.  However,  he  can't 
shake  the  Teamsters.  The  National  La- 
bor Relations  Board  has  gone  to  couil 
to  force  Overnite  to  the  bai'gaining  table 
in  more  than  a  dozen  cities. 

Teamsters  officials  .say  that  they  would 
consider  giving  Overnite  a  break  on  work 
rules  or  other  items  if  the  company  signs 
the  master  freight  pact.  The  union  has 
done  similar  deals  with  other  struggling 
truckers.  So  far,  however,  Overnite  has 
shown  no  interest.  That  could  change  if 
drivers  are  still  striking  when  up  starts 
to  pitch  its  IPO.  Either  that,  or  up  may 
have  to  rethink  its  plans. 

By  Aaron  Bernstein  in  Washington 


EXECUTIVE  SUITE 

MAN  OVERBOARD 
AT  MANPOWER 

The  CEO's  heir  apparent 
is  suddenly  walking  away  ^ 


For  months,  executives  and  b  p 
members  of  Manpower  Inc.  |<r 
planned  a  grand  fete  on  July  " 
Paris  for  more  than  100  French 
tomers  at  the  plush  Pierre  Ca 
restaurant  along  the  Seine.  The 
will  celebrate  the  sponsorship  o: 
World  Cup  by  the  world's  largest 
porary  help  firm  and  highlight 
power's  French  presence. 

But  these  soccer  fans  are  likely  to 
bit  subdued.  On  July  6,  Manpowe: 


IS! 

22 

UP 

Losses  i 
France,  a  critical 
market,  widened 
a  rift  between 
Fromstein  and  his 
European  chief 

nounced  the  abrupt  resignation 
chief  Em'opean  executive  and  cljl 
nancial  officer,  Jon  F.  Chait,  amid  i 
agement  shakeup  brought  on  in  pfe 
an  earnings  shortfall  in  France,  I' 
power's  second-largest  market 
mounting  corporate  expenses. 

From  numerous  accounts,  Ch£ 
was  seen  by  insiders  and  invest 
heir  apparent  to  Chainnan  and  CW 
ecutive  Mitchell  S.  Fromstein,  70. 
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What  kin 
if  game  is 

your  401  ( 
irovider 
playing 


When  it  comes  to  expen 
we  put  all  our  cards  on  the  tab 


plan  ahead. 


Some  401(k)  providers  play 
games  with  your  expenses.  They 
hide  administrative  expenses  in 
asset  fees  or  neglect  to  explain  your 
total  costs.  Expect  better  from  the 
Principal  Financial  Group?  We  prac- 
tice full  disclosure  -  with  every  plan, 
right  from  the  start.  And  with  our 
simplified  expenses  approach,  you'll 
know  your  total  expenses  up-front, 
plus  you  choose  how  you  pay. 

Combine  this  with  our  service 
guarantee  and  local  support,  plus 
an  impressive  array  of  investment 
options  including  name-brand 
funds  and  you've  got  one  of  the 
best  total  packages  in  the  industry 
No  wonder  more 
employers  choose  us 
for  their  401  (k)  plan 
jf"'  than  any  bank,  mutual 
fund,  or  insurance  company! 
This  is  the  kind  of  performance 
you  can  only  expect  from  The 
Principar  -  a  company  with  over  a 
century  of  financial  expertise.  So 
call  1-800-255-6613.  Or  connect  to 
www.principal.com  on  the  Internet. 
As  for  your  present  provider,  call 
their  bluff. 


get  ahead. 


Plan  Ahead.  Get  Aheadf 


Financial 
Group 
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utives  who  know  Fromstein  and  Chait — 
who  is  not  commenting — say  Chait  was 
increasingly  keen  to  get  on  with  it.  But 
retii'ement  isn't  on  Fromstein's  agenda. 
What's  more,  Fromstein,  a  dominant  fig- 
ure in  the  industry  for  nearly  two 
decades,  seemed  to  have  cooled  to  Chait, 
a  lawyer  who  joined  Manpower  in  1989. 
"I  wasn't  willing  to  make  a  selection  from 
one  candidate  at  tlus  time,"  says  From- 
stein. Now,  the  betting  is  on  Jef&'ey  Jo- 
en-es,  39,  who  will  oversee  Eiu'ope,  ex- 
cluding France,  and  all  global  accounts. 

Differences  between  Fromstein  and 
Chait  appear  to  have  boiled  over  as 
Fromstein  planned  to  dismantle  Man- 
power's EuT'opean  headquaitei's  in  Bms- 
sels  that  he  had  set  up  in  1995  and  that 
Chait  had  r-un.  Now,  countiy  managers 
will  report  directly  to  the  Milwaukee 
headquarters.  Chait  wanted  to  oversee 
France,  which  could  generate  40%  of 
Manpower's  revenue  tliis  yeai;  say  some 
insiders.  But  Fromstein  says  the  sheer 
size  of  the  market  ai'gues  for  his  dir-ect 
oversight.  "We  need  to  shorten  the  lines 
of  communications  and  reporting." 
AWKWARD  TIME.  Now,  board  members 
will  be  mulling  how  to  get  a  giip  on 
mounting  costs  and  the  margin  squeeze 
in  France,  which  some  insiders  say  stem 
from  a  dnve  for  market  share.  Du'ec- 
tors  also  soon  may  deal  more  du-ectly 
with  the  question  of  who  will  succeed 
Fromstein,  who  has  been  ceo  since  1976, 
except  for  one  month  when  he  was  oust- 
ed after  a  hostile  1987  takeover  by 
Britain's  Blue  Airow  PLC.  He  was  rein- 
stated at  the  behest  of  angiy  franchisees. 

Indeed,  the  shakeup  comes  at  an 
awkward  time.  Manpower's  stock  is  at 
about  $28,  down  fi-om  a  52-week  high  of 
$50.38.  A  new  computer  system  is  late 
and  may  cost  $25  million  more  than  ini- 
tially estimated.  Morgan  Stanley  Dean 
Witter  &  Co.  analyst  Adam  Waldo  fig- 
m-es  that  Manpower  sales  will  rise  18% 
this  year,  to  $10.5  billion,  but  income 
will  fall  12%,  to  $144  million.  "It  is  vital 
to  shareholders  that  credibiHty  be  re- 
stored," says  Jane  R.  Davenport,  a  vice- 
president  at  Montag  &  Caldwell  Inc., 
Manpower's  largest  shareholder. 

Could  Manpower  be  vulnerable  to  a 
raid?  Some  investors  think  it's  not  im- 
possible. Waldo  is  not  predicting  a 
takeover,  but  Fromstein,  who  regained 
management  control  in  1988,  dismisses 
the  possibility.  But  the  normally  gre- 
garious executive  admits  that  I'ecent 
months  have  been  "humbhng."  He  in- 
sists costs  will  be  brought  under  control 
and  that  earnings  will  soon  rebound. 
That  could  give  Manpower  reason  to 
really  celebrate — next  year. 

By  Richard  A.  Melcher  in  Chicago 


SPORTS  BUSINESS 

BAHLE 

FOR  THE  BROWNS 

Corporate  Cleveland  goes  to 
war  over  who'll  own  the  team 

Sports-crazed  Clevelanders  were 
heartbroken  when  the  Browns 
were  unceremoniously  uprooted  in 
1996,  moved,  and  reboni  as  the  Balti- 
more Ravens.  The  city's  corporate  elite 
launched  a  campaign  for  a  new  stadi- 
um— which  the  National  Football 
League  had  demanded  before  approving 
a  new  Browns  franchise.  Local  compa- 


house  law  firm  that  counts  Mih  l 
among  its  clients. 

Rivals  say  the  IVIilstein  team  is  tir 
to  stack  the  deck  by  collecting  i] 
port — but  relatively  little  money — y, 
Cleveland's  corporate  celebrities,  'k 
includes  Joseph  T.  Gorman,  chairl 
and  CEO  of  trw,  who  is  also  heal 
Cleveland  Tomorrow,  an  influential  S 
gi'oup  that  was  behind  the  city's  n 
renaissance  campaign. 
"EMOTIONALLY  COMMITTED."  "Milsi 
got  deep  pockets,  but  what  does  he  1 
about  the  Cleveland  Browns?" 
Thomas  G.  Mm'dough  Jr.,  preside 
Step2  Co.,  a  local  manufacturer  of  1 
gai'den,  and  children's  products,  w 
heading  a  competing  investor  grou 
have  lived  here  for  30  years.  I've  bi 
fan.  I  am  emotionally  committed  t 


SIDEWALK 
CLOSED 

NEW  DIGS:  Local  compa>nes  snapped  up  m  In.nin/  hi 
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nies  snapped  up  94  luxury  boxes  at 
$125,000  apiece,  and  the  nfl  gave  the 
go-ahead:  On  Aug.  21,  1999,  the  new 
Cleveland  Browns  are  scheduled  for 
their  fii'st  kickoff. 

But  who  will  own  the  team?  As  of 
July  8,  there  were  five  competing  in- 
vestor gi'oups.  The  latest  bid  is  from 
Cleveland  Indians  owner  and  shopping- 
mall  mogul  Richai'd  E.  Jacobs.  The  com- 
petition for  the  team,  which  will  cost 
$300  million  to  $500  million,  is  pitting 
executive  against  executive. 

Big  out-of-town  money  has  entered 
the  picture,  and  some  local  loyalists — 
who  would  like  to  own  the  team  them- 
selves— are  stewing.  The  group  that 
rankles  some  Clevelanders  most  is  head- 
ed by  New  York  real  estate  entrepre- 
neui"  Howai'd  Milstein.  That  bid  is  being 
masterminded  by  Patrick  F.  McCartan, 
a  managing  director  of  Cleveland-based 
Jones,  Day,  Revais  &  Pogue,  a  power- 


Browns,  and  I  have  the  money,'(' 
The  other  big  out-of-town' 
Charles  F.  Dolan,  the  head  of  (;b 
vision  Systems  Coip.  in  Woodbui^N 
Dolan,  along  with  liis  brother  Lavei 
J.  Dolan,  a  Chardon  (Ohio)  \awyi  i 
oi'ganized  a  gi-oup  of  star  investors' 
as  comedian  Bill  Cosby  and  footbs  h 
end  Don  Shula. 

The  next  play  comes  on  Ju 
when  NFL  owners  meet  to  revie;  i 
bids.  A  final  decision  will  be  mje 
mid-September,  and  the  vrinner  Wi  i 
the  franchise  fee  to  the  other  ow-ii 
Wlioever  winds  up  with  the  E)v 
could  make  out  handsomely  i  t 
sports-hungry  town.  Witness  Jsc 
success  with  the  Indians:  On  Jun^S, 
completed  the  fii'st  initial  public  oer 
of  a  ball  club — raising  $60  milhe, 
keeping  control  of  the  franche  I 
bought  for  $35  million  back  in  li% 
By  Peter  Galuszka  in  ClefM 
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At  the  GTE  WHOLESALE  SERVICES  DIVISION,  our  goal  is  to  provide 
innovative  communications  solutions  to  businesses  within  the  communications  industry. 
Whether  it  involves  network  management,  network  capacity,  or  resale  services,  we  have  an 
intimate  understanding  of  the  problems  these  companies  face.  And  the  experience  and 
jcrtise  to  solve  them.  We  begin  by  establishing  a  relationship  with  customers  based  on  open 
nmunication  and  an  understanding  of  their  business,  which  allows  us  to  focus  squarely  on  their  needs, 
len  we  look  for  creative  ways  to  fill  those  needs  -  even  if  that  means  changing  the  way  we  do  business. 

Some  tune  ago,  an  ISP 


"OUR  INTERNET 
ACCESS  SERVICE 
NEEDED  MORE 
CAPACITY.  AND  WE 
NEEDED  IT  FAST." 


"backbone''  provider  faced  a  major 
dilemma:  Customer  demand  for  Internet 
capacity  had  outstripped  their  ability  to 
provide  it.  They  needed  to  build  more 
and  quickly-  That's  when  they  called  in 
GTE  Network  Services  Wholesale 
Division.  Partnering  closely  with  the  ISP, 
we  introduced  them  to  a  new  networking 
configuration  called  CyberPOP  .  Instead 
of  the  traditional  method  of  routing 
ISDN  lines  through  multiple  points,  this 
system  employs  a  trunkside  connection 
that  permits  the  equipment  to  be  located 
in  existing  GTE  switching  centers,  which 
in  turn  allows  capacity  to  be  added  much 
more  rapidly.  Over  the  next  two  years, 
in  fact,  the  rate  at  which  we  installed 
:uitry  for  this  provider  went  from  1,000  ports  a  month  to  more  than  twelve  times  that.  This 
e  far  exceeded  their  expectations,  enabling  them  to  increase  their  business  and  coverage 
'ortunities  very  rapidly. 

If  you're  having  a  problem  getting  one  of  your  communications  ideas  to  work,  call 
Wholesale  Services  Division  of  GTE  at  1-888-483-9594,  or  contact  us  on  the  Internet  at 
;  w.gte.com/Wmkts.  We're  quick.  We're  cost-competitive.  And  best  of  all,  we're  flexible. 
I  you  can  count  on  us  to  deliver  solutions  that  will  ensure  your  success. 


SO 
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In  Business  This  Week 


EDITED  BY  KELLEY  HOLLAND 


SHAKING  UP 
MOTOROLA 


MOTOROLA  JUST  CAN  T  SEEM 
to  get  back  in  gear — and  in- 
vestors are  getting  antsy.  So 
after  announcing  quarterly 
operating  earnings  of  just  $6 
million,  or  Ig  a  share,  Chief 
Executive  Christopher 
Galvin  on  July  9  unveiled  a 
reorganization  of  his  com- 
munications business.  The 
gi'oup  will  have  six  divisions 
and  target  three  customer 
segments.  For  example,  the 
consumer  unit,  or  Personal 
Communications  Sector,  will 
develop  products  from  cel- 
lular phones  to  pagers.  The 
Network  Solutions  Sector 
will  provide  equipment  to 
telecoms.  And  a  Global  Tele- 
com Solutions  Group  will 
keep  Motorola's  units  in  line 


CLOSING  BELL 


JUMPING  BEANS 

Starbucks  stock  was 
buzzing  on  July  3  as  it 
leaped  4  to  56>s;  the  next 
trading  day,  it  hit  58K.  The 
reasons:  Starbucks  may  put 
coftee  bars  in  or  near 
Kinko's  copy  shops.  And 
comparable-store  sales  rose 
4%  in  June,  even  without 
raising  prices.  "Starbucks 
proved  that  even  without 
price  increases,  they  can  do 
just  tine,"  says  Joe  Norton,  a 
Hambrecht  &  Quist  analyst. 
Revenue  should  keep  perk- 
ing as  Starbucks  expands 
abroad  and  into  grocery 
stores,  analysts  say. 
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with  customer  needs.  But 
the  move  "is  not  going  to 
solve  all  the  problems,"  says 
Jeffrey  Schlesinger,  an  ana- 
lyst at  vm  Securities.  Wall 
Street  will  be  looking  for 
more  solid  I'esults  from  the 
introduction  of  new  Motoro- 
la digital  products  in  mid- 
July. 

DOW  MAKES  A  DEAL 
ON  IMPLANTS 

MORE  THAN  THREE  YEARS 
after  filing  for  bankruptcy 
protection,  Dow  Corning  and 
negotiators  for  the  women 
with  its  silicone  breast 
implants  have  reached  a  $3.2 
billion  settlement  that  would 
end  the  company's  bank- 
ruptcy. The  16-year  settle- 
ment trust  will  cover  claims 
for  medical  conditions  result- 
ing from  implant  use  or  rup- 
tures, as  well  as  costs  of 
removing  implants.  Details 
must  be  worked  out  over 
the  next  two  months,  then 
win  bankruptcy  court 
approval,  before  claimants 
vote  on  the  plan.  Women 
who  don't  agree  to  the  deal 
can  still  sue. 


MICROSOFT  GOES 
INTO  VIRTUAL  REALTY 

WHERE  DO  YOU  WANT  TO  GO 

today?  House-hunting? 
Microsoft,  which  is  already 
into  online  travel,  automobile 
sales,  and  local  entertain- 
ment listings,  is  getting  into 
online  real  estate.  On  July  13, 
it  plans  to  launch  a  home- 
buying  service  on  the  Web. 
The  site,  homeadvisor.com, 
will  include  real  estate  list- 
ings and  maps,  and  will  let 
consumers  apply  for  mort- 
gages. Other  sites  already 
provide  real  estate  and  mort- 
gage services.  But  with  the 
market  for  online  mortgage 
sales  expected  to  reach  $25.6 
billion  by  2001,  according  to 
Forrester  Research,  there 
is  plenty  of  room  for  a  big- 
foot  competitor. 


HEADLINER:  TINA  BROWN 


TINA  S  NEW  LOOK:  MOUSE  EARS 


Last  October,  during  The 
New  Yorker's  "Next"  con- 
ference— a  brainfest  on  the 
future  held  at  the  Disney 
Institute  in  Lake 
Buena  Vista,  Fla. 
— some  moguls 
and  pundits  in 
attendance 
were  surprised 
to  see  how 
chummy  New 
Yorker  editor  Tina 
Brown  was  with  Walt 
Disney  CEO  Michael  Eisner. 
They  wondered  no  more  on 
July  8,  when  Brovra  and 
fellow  Conde  Nast  execu- 
tive Ronald  Galotti  left  for 
the  House  of  Mouse. 

Brown,  Galotti,  and  Dis- 
ney's Miramax  Films  will  be 
equity  partners  in  a  ven- 
ture that  will  publish  a 
magazine  whose  articles  wHl 


become  the  basis  for 
movies,  TV  shows,  and 
books,  says  Miramax  eh 
man  Harvey  Weinstei 
Brovm  will  be  ci 
man  and  Galot 
president  oi' ! 
still-unnamei 
business. 

It's  quite 
departure  fr: 
the  prestigi(n 
but  loss-makini 
New  Yorker.  But 
Brovm's  move  is  only 
sui-prising,  given  recent 
management  turmoil.  Ii 
statement,  she  said  the 
move  was  "no  reflectior 
my  wonderful  experien( 
at  Conde  Nast."  Rathei 
wanted  "to  expand  our 
sion  into  other  media"- 
Disney  vision  for  sure. 

By  Richard  t 


CHANCELLOR'S  HUGE 
MEDIA  MOVE 

so  YOU  WANT  TO  BE  IN  TV?  ON 
July  7,  Chancellor  Media  said 
it  would  pay  some  $903  mil- 
lion for  MN  Television.  Both 
Chancellor,  the  No.  2  radio 
company,  and  LIN  are  partly 
owned  by  Dallas  investment 
firm  Hicks  Muse  Tate  & 
Furst.  Chancellor  plans  to 
own  radio,  billboard,  and  TV 
properties  in  the  same  cities 
and  sell  package  deals  to 
advertisers.  In  June,  Chan- 
cellor agreed  to  pay  $610 
million  for  billboard  company 
Martin  Media.  TV  "provides 
excellent  opportunities  for 
cross-promotion  and  cross- 
selling  with  our  radio  and 
outdoor  assets,"  says  Chan- 
cellor CEO  Jeffrey  Marcus. 

A  FRENCH  HOWL 
OVER  THE  TOWER 

SACREBLEU!  THE  THREAT  OF 
the  Eiffel  Tower  coming 


under  U.  S.  control 
cries  of  betrayal  in  th( 
city  council  July  7.  Th 
brothers  and  a  unit  of  i 
al  Motors'  subsidiary 
want  to  buy  French 
Credit  Foncier,  half-ov 
a  management  compan 
a  70%  stake  in  the 
operating  company.  Ci 
cials  say  French  law  b; 
tower  fi'om  falling  into 
hands.  To  play  it  safe, 
Jean  Tiberi  may  up 
stake  in  the  compan 
manages  the  tower  to  * 


ETCETERA... 


■  Treasury  is  launchiifi 

savings  bonds  with  in: 
indexed  returns. 

■  William  Gould  IV  rel 
as  chairman  of  the  N(i< 
Labor  Relations  Boa: 

■  Johnson  &  John 
putting  new  warningia' 
on  Tylenol  and  Motrin! 

■  BellSouth  is  applyina; 
to  enter  the  long-(Kf 
business  in  Louisiana 
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\NE  HENNEY:  THE  RIGHT  PRESCRIPTION 

)R  THE  FDA?  

her  gi'eatest  strength.  Indeed,  as  Kessler's  deputy  in  the 
early  '90s,  she  reorganized  much  of  the  agency's  operations. 

The  challenges  facing  the  fda  are  veiy  different  ft'om  the 
Kessler  years  of  1991-97,  however.  After  restoring  teeth  and 
credibility  to  a  defanged  and  scandal-scarred  agency,  he  came 
under  pressure  from  the  GOP  Congi-ess  to  approve  drugs 
and  devices  faster  and  to  work  more  cooperatively  with  in- 
dustiy.  Now,  the  fda  is  okaying  new  dings  in  record  time. 
But  the  agency's  responsibilities  are  expanding  faster  than 
Congi'ess'  willingness  to  ftrnd  them.  As  a  result, 
fda  officials  confess  they're  doing  a  lousy  job  in 
such  areas  as  making  sure  imported  food  is 
safe.  With  food  imports  up  shaiply — along  with 
incidents  of  contamination — the  problem  is  a 
high  priority.  In  early  July,  Clinton  reiter'ated 
his  call  for  a  $100  million  food  safety  initia- 
tive that  would  include  $25  million  to  expand 
the  fda's  international  inspection  force. 
HASTY  APPROVAL?  FDA  insiders  also  worry 
that  their  surveillance  of  approved  drugs  isn't 
up  to  the  task.  Case  in  point:  The  agency  is 
bracing  for  more  criticism  if  new  wonder  di-ugs 
such  as  ViagTa  continue  to  be  linked  to  a  string 
of  health  problems  and  deaths. 

Henney  will  face  a  tough  grilling  in  the 
weeks  ahead  as  Senate  and  industiy  critics 
try  to  force  her  to  take  firm  stands  on  key  is- 
sues.  For  instance,  how  would  she  balance  the 
conflicting  pressui"es  to  approve  products  quickly  while  also 
assming  safety?  So  far,  Henney  has  been  mum.  "We  need  to 
know  what  her  philosophy  is,"  says  Alan  H.  Magazine,  pres- 
ident of  the  Health  Industry  Manufacturers  Assn.,  which 
has  withheld  an  endorsement. 

But  Hemie/s  boosters  ai'en't  fi-etting.  Tliey  predict  that  the 
same  quiet  manner  that  disaimed  the  academicians  of  New 
Mexico  will  soothe  the  politicos  of  Washington. 

By  John  Carey 


ey  say  Washington  can't  match  the  vicious  political  in- 
ghting  of  academe.  If  so,  then  heading  the  Food  & 
)rug  Administration — one  of  the  hottest  seats  in  gov- 
ent — should  be  a  tea  party  for  Dr.  Jane  E.  Henney. 
1994,  the  University  of  New  Mexico  tapped  the  ex-can- 
jsearcher  to  oversee  a  merger  of  its  hospitals  and  med- 
)harmacy,  and  nui-sing  schools — all  fiercely  independent, 
lulled  it  off.  "What  made  her  so  effective  was  that  she  re- 
loes  listen,"  says  medical  school  dean  Paul  B.  Roth. 
11  come  in  handy  as  Henney,  51,  tries  to 
onfirmation  from  a  GOP-controlled  Senate 
ed  that  she  may  slow  development  of 
•al  devices  and  pash  for  the  abortion  ding 
5.  If  she  survives  the  Senate  gauntlet,  the 
'X  FDA  deputy  commissioner  will  have  to 
with  such  problems  as  tainted  food  and 
that  prove  harmful  after  approval, 
doesn't  help  that  Henney,  nominated  by 
)n  on  June  23,  wasn't  the  top  choice  of 
h  &  Human  Services  Secretary  Donna 
lalala,  among  others.  Shalala  had  been 
ng  acting  fda  Commissioner  Michael  A. 
man,  who  has  won  high  marks  fi'om  his 
s  at  HHS  as  well  as  dmg  industiy  execs. 
!  House  pols,  however,  were  eager  to 
a  woman.  And  Henney  has  a  poweiful 
r  in  Senator  Edward  M.  Kennedy  (D- 
).  Henney's  husband,  Di'.  Robert  Graham, 
1  tive  vice-president  of  the  American  Academy  of  Fami- 
v'sicians,  was  once  an  aide  to  Kennedy.  But  Republicans 
;  rugmakers  woiTy  that  Kennedy  might  exert  undue  in- 
e  over  the  agency.  One  trade  group,  the  Medical  Device 
facturers  Assn.,  already  opposes  Henney. 
i  ire's  no  disagi'eement,  though,  that  the  fda  needs  a 
I  jer  capable  of  cairying  out  reforms  mandated  by  Con- 
j  and  launched  by  the  controversial  fornier  FDA  chief, 
A.  Kessler.  And  management,  Henney's  backers  say,  is 


HENNEY:  Keeping  cool 


APITALWRAPUP 


GOP'S  CHINA  ENVY 

'  nate  Republicans  are  trying  to 
;  the  afterglow  from  President 
i;  ton's  highly  praised  trip  to  China. 
1|  Drity  Leader  Trent  Lott  (R-Miss.), 
'  sing  Clinton  of  undermining  Tai- 
's  autonomy,  is  urging  Congress 
!j  'affirm  U.S.  support  for  the 
id.  Three  Senate  committees  are 
ing  into  Chinese  launches  of  U.  S. 
llites.  And  the  Senate  will  consid- 
iUs  to  impose  sanctions  on  Bei- 
such  as  U.  S.  opposition  to  World 
<  loans  to  China. 


DIVIDED  WE  STAND? 

►  Republicans  are  growing  confident 
that  they'll  keep  control  of  Congress 
this  fall.  Their  rosy  outlook  is  based 
on  signs  of  growing  support  among 
independents.  Example:  A  June  24-28 
survey  by  the  GOP  polling  firm  Market 
Strategies  shows  swing  voters  favor- 
ing Republicans  40%  to  30%.  This  bloc 
gives  high  marks  to  President  Clinton 
and  a  low  grade  to  gop  congressional 
leadei's.  So  why  keep  Hill  Republi- 
cans in  power?  Independents  want  to 
continue  divided  government. 


SKY  COPS  GET  SHOT  DOWN 

►  The  Federal  Aviation  Administra- 
tion as  traffic  cop  of  the  sky?  Not 
likely.  After  a  deluge  of  complaints 
from  pilots  of  private  planes,  the  faa 
has  backed  off  a  proposal  to  ticket 
errant  flyboys.  The  faa  says  on-the- 
spot  write-ups  of  minor  violations 
would  cut  the  time  it  takes  to  resolve 
safety  infractions,  which  now  involve 
drawn-out  bureaucratic  procedures. 
But  small-craft  pilots  claim  the  new 
system  would  give  the  agency  too 
much  power. 
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International  Business 


BANKING 


THE  BIG 

CLEANUP 

BEGINS 

But  will  the  bank  workouts  work? 


It's  a  salvage  operation  extending 
from  Jakarta's  Jalan  Sudriman  fi- 
nancial strip  to  tlie  concrete  canyons 
of  Tokyo's  Oiitemachi  banking  quar- 
ter. Tiie  goal:  to  move  almost  $1  trillion 
in  bad  loans  off  the  books  of  the  re- 
gions' banks  and  create  a  smaller  and 
sounder  bank  sector  that  can  start  lend- 
ing again.  The  cost:  easily  in  the  hun- 
dreds oi'  hilli(jns  of  dollars.  Ilie  chance  of 
success:  probably  not  better  than  nO-.oO 
given  the  enojTnity  of  the  problem,  the 
weakening  state  of  Asia's  economies, 
and  the  likelihood  of  political  backlash. 
The  cost  of  failm-e:  huge,  since  the  bank- 
ing crisis  is  starving  Asia  of  essential 
credit. 

Policymakers  should  have  tackled  the 
hank  mess  months  or  even  years  ago. 
Yet  financial  technocrats  are  finally 
stalling  to  talk  a  serious  game  across 
the  region — in  Japan,  South  Korea, 
Thailand,  Indonesia,  and  Malaysia.  While 
the  details  may  vary,  all  five  have  or 
will  set  up  rough  versions  of  the  U.  S. 
Resolution  ''IVust  C^orp.  that  played  a 
critical  role  in  ending  the  savings  and 
loan  crisis  of  the  litSO's.  The  RTc  con- 
ducted audits,  shut  down  thrifts,  and 
.sold  off  their  loans  and  underlying  col- 
lateral as  repackaged  securities  or  via 
public  auctions,  usually  at  di.scounts  to 
their  face  value.  None  of  the  Asian 
workcjuts  will  probably  match  the  irrc  in 
r-uthlessness.  Rut  if  they  can  tackle  the 
worst  problems,  it  will  be  a  giant  step 
forward. 

Most  important,  of  course,  is  the  "To- 
tal Plan"  announced  by  Japan  to  fix  the 


country's  banks.  The  plan  would  shake 
up  failed  institutions,  remove  managers, 
and  even  close  some  banks'  doors.  And 
in  Seoul,  where  authorities  shut  down 
five  smaller  lenders  on  June  29,  the  gov- 
ernment will  impose  mergers  on  the 
major  commercial  banks  if  need  be.  Out 
of  19  major  banks,  "I  think  three  to 
five  leading  hanks  will  emerge  through 
various  deals,"  figures  Lee  Young  Keun, 
a  member  of  the  P'inancial  Supervisoi-y 
('ommission  that  rep(»rts  to  South  Ko- 
rean l'i-i'si(|ciit  Kitd  Dae  Jung. 
FAVORED  DEADBEATS.  Accountability 
and  shotgun  mergers?  You  wouldn't 
have  heard  such  talk  a  year  ago.  Now, 
Japan,  Korea,  and  the  Tigers  of  South- 
east Asia  are  under  intense  pressure 
by  the  markets  to  clean  up  the  mess 
left  by  reckless  lending  to  overextend- 
ed real  estate  developers,  coddled 
state-r-un  enterjjrises,  and  politically  fa- 
vored corporate  deadbeats.  If  they 
don't  clean  up  the  banks,  fresh  capital 
may  not  flow  into  the  region  for  years 
to  come. 

The  Japanese  plan  gives  a  good  idea 
of  what  these  workout  vehicles  are  like. 
A  new  Financial  Supervisory  Agency, 
staffed  mostly  by  former  MOF  officials, 
will  conduct  audits  of  banks'  books  and 
have  the  power  to  close  problem  banks 
and  appoint  financial  receivers.  At  banks 
earmarked  foi-  shutdown,  regulators  will 
transfer  dejjosits  and  loans  to  one  of 
several  new  "bridge  banks"  funded  by 
state-owned  Heisei  Financial  Rehabili- 
tation C'orj).  The  bridge  banks  will  keep 
credit  flowing  to  sound  bon'owers  but 
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cut  off  unsound  customers  and  j 
them  into  bankruptcy.  The  bridui  <■ 
will  look  for  merger  partners  fur  p 
five  years  before  shutting  down  i; 
bank  operations  for  good. 

ThalJ's  the  theory.  The  rub 
any  real  cleanup  would  have  to  d 
new  loans  to  the  overextendiM  c 
struction  and  real  estate  companic  t; 
banki'oll  Prime  Minister  Ryutarcj  at 
moto's  ruling  Liberal  Democi'atic  ai 
So  i)olitics  may  enter  into  the  diis 
on  which  hanks  get  a  lifeline.  A  Di 
plan  will  also  throw  thousands  ob; 
employees  out  into  the  streets.  I.\  t 
ings  Ltd.  analyst  James  P'iorillo  {tin 
seven  major  banks — including  ftoi 
Credit  Bank,  Yasuda  Trust  &  Bm 
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It 


cial  Supervisory  Agency  will  conduct  audits  and  shut  down  problem  banks.  Bridge  banks  will  assume 
ixtend  loans  to  sound  borrowers,  and  cut  off  unsound  borrowers.  Problem  loans:  $550  billion. 

Dsed  five  lenders  and  transferred  assets  to  the  Korea  Asset  Management  Corp.  Another  seven  are  under 
'ernment  has  also  ordered  banks  to  cut  off  55  corporate  borrowers.  Problem  loans:  $90  billion. 

75%  of  insolvent  Thai  finance  companies.  The  Financial  Sector  Restructuring  Authority  is  auction- 
s,  while  an  Asset  Management  Corp.  will  take  on  really  troubled  loans.  Problem  loans:  $36  billion. 

ave  shut  down  some  23  insolvent  lenders,  but  Indonesia  has  almost  200  more  in  dire  straits.  An  Asset 
[  Corp.  is  assessing  which  bank  assets  to  sell  off.  Problem  loans:  impossible  to  estimate. 

Management  Corp.  will  dispose  of  bad  loans  and  shut  down  bad  banks.  Problem  loans:  $25  billion. 


liwa  Bank — could  be  candidates 
ch  restructuring.  The  burning 
I  n  is  whethei'  the  government  has 
;  II  to  flush  out  the  bad  debts  and 
j  s  trigger  on  chi'onically  ill  banks. 
I  stance  is  already  forming  else- 
(  in  the  region.  In  Seoul,  after  au- 
ij  es  shut  down  the  five  smaller 
and  transferred  $9.6  billion  in 
n  loans  to  the  Koi-ea  Asset  Man- 
it  Corp.,  laid-off  bank  employees 
d.  They  sabotaged  computer  sys- 
md  cut  off  power  supplies  to 
es  to  disi-upt  the  transfei-.  The 
ment  held  firm — but  there's  no 
how  fierce  resistance  will  be  at 
ct  round  of  closings  involving  big- 
nks.  Yet  the  advantages  of  hon- 


estly executed  workouts  are  huge.  In 
Japan,  shutting  down  some  of  the  big 
banks  could  begin  to  restore  confidence. 
More  momentum  will  come  if  Hashi- 
moto can  overhaul  Japan's  archaic  l)ank- 
ruptcy  laws  in  an  upcoming  session  of 
parliament.  That  would  make  it  easier 
for  banks  to  mark  down  and  sell  off 
theii'  loan  portfolios  and  real  estate  to 
international  investors. 

Such  sell-of^'s  will  be  ciucial.  Although 
the  common  assumption  is  that  the 
banks  can  only  sell  then-  problem  loans 
for  a  third  of  their  face  value,  that  may 
be  too  low.  In  Thailand,  ground  zero  of 
the  regional  crisis,  public  auctions  of 
autos  and  auto  loans  have  fetched  50% 
to  60%  of  their  book  value,  thanks  to 


bids  by  companies  like 
CK  Capital  Sen'ices  Inc., 
which  has  snapped  up 
$500  million  worth. 
Most  thought  these  as- 
sets would  fetch  only 
40%'  of  book  value. 
Some  property-backed 
loans,  to  be  sold  off  lat- 
er this  month,  may  re- 
coup half  their  value, 
too,  reckons  Salomon 
Smith  Barney  Vice- 
1 'resident  James  Mitch- 
ell. "The  foreigners  are 
ready  to  buy." 

Of  coiu'se,  some  loans 
are  so  deep  undei-watei" 
they  won't  fetch  any 
bids  at  all  and  will  have 
to  be  written  off.  Writ- 
ing off  the  wretched 
stuff  will  require  a  lot 
of  public  money.  Korea 
Asset  Management  has 
already  burned  through 
half  of  its  $18.5  billion 
in  capital  to  cover 
write-offs  at  the  five 
banks  it  closed.  Yet 
those  banks  make  up  a 
paltry  79f  of  combined 
assets  of  Seoul's  big 
commercial  banks,  so 
the  workout  fund  will 
obviously  need  fresh 
capital  to  complete  its 
task. 

Nor  are  all  the  work- 
out plans  as  tough  as 
they  could  be.  Malaysia 
will  launch  a  gentler 
version  of  the  RTC  to 
take  on  problem  loans, 
work  out  repayment 
plans  with  debts,  and 
broker  mergers.  Yet  it 
has  also  slashed  resei-ve 
reciuirements  to  prevent  outright  fail- 
ures. In  China,  home  to  $200  billitin  in 
dud  loans,  a  workout  vehicle  isn't  even 
on  the  table.  Instead,  Beijing  is  shutting 
down  poorly  managed  local  bank  branch- 
es, nudging  loan-classification  standards 
closer  to  intei'national  levels,  and  train- 
ing bankers  to  assess  risk. 

Yet  as  the  Asian  crisis  grinds  on, 
global  investors  can  easily  avoid  the 
countries  that  keep  propping  up  their 
sickest  banks.  Sloppy  lending  triggered 
the  meltdown.  Fixing  the  banks,  credi- 
bly and  (juickly,  is  the  best  way  out. 

B/j  Bri(ui  Brenuter  in  Tokyo,  with 
Moon  Ililivaii  in  Seoid,  Bruce  Eiiilioni 
in  Hong  Kong,  mid  Michael  Shari  iv 
Jakarta 
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COIVIIVIENTARY 

By  Jonathan  Moore 


TAIWAN'S  BEST  DEFENSE  AGAINST  BEIJING 


These  are  gloomy 
days  for  Taiwan. 
Just  a  few  months 
ago,  the  island  was  suc- 
cessfully holding  out 
against  the  worst  effects 
of  the  Asian  crisis.  But 
now  devalued  regional 
currencies  are  making 
Taiwan's  goods  less  com- 
petitive, and  each  down- 
ward tick  of  the  Japa- 
nese yen  makes  recovery 
seem  that  much  further 
away.  More  important 
for  the  island's  psycho- 
logical state,  there's  the 
sting  of  political  news. 
With  a  few  pointed 
remarks  in  Shanghai, 
U.  S.  President  Bill  Clin- 
ton nudged  America 
closer  to  full  acceptance 
of  China's  Taiwan  policy,  which  calls 
for  reunification  on  Chinese  terms. 
Clinton's  trip  undermined  Taiwan's 
self-confidence  and  deepened  its  anx- 
iety over  the  future. 

Yet  there's  an  opportunity  foi- 
Taipei  to  take  bold  action.  It  won't 
be  able  to  counter  newly  cozy  U.  S.- 
Beijing ties.  Instead,  it  should  play 
to  its  strengths.  Since  Taiwan's  sur- 
vival depends  largely  on  its  economic 
might,  it  can  benefit  pohtically  by  in- 
creasing its  regional  economic  clout. 
WORST  FEAR.  Taiwan  can  do  this  in 
two  ways:  by  loosening  restrictions  on 
local  companies  investing  in  Cliina  and 
by  encoiu'aging  multinationals  to  use 
Taiwan  as  a  jiunping-off  point  for  in- 
vesting in  China,  especially  now  that 
expensive  Hong  Kong  is  in  trouble.  A 
Taiwan  that  is  plugged  into  the  re- 
gion's fastest-gi'owing  economy  and 
that  becomes  a  regional  center  for 
multinationals  can't  help  but  be  more 
relevant  in  the  eyes  of  the  world.  It  is 
already  a  world  player  in  semiconduc- 
tors, an  indispensable  part  of  the 
global  PC  business.  Tims,  Taiwan  can 
insm'e  itself  against  what  it  fears 
most — political  dominance  by,  oi-  forc- 
ible integration  into,  mainland  China. 

Leaders  in  Taipei,  especially  in  the 
military,  argue  that  closer  economic 
ties  would  make  the  island  all  the 
more  vulnerable  to  political  pressui'e 


Taiwan  should  use 
its  economic  clout 
to  become  a  power 
in  the  region 


fi"om  Beijing.  The  fear  is  justified, 
and  Taiwan  should  move  carefully. 
But  it  can  get  closer  to  China  eco- 
nomically without  capitulating  or  ac- 
quiescing to  Beijing's  political  de- 
mands. More  links  will  encom-age 
understanding  between  the  sides, 
which  can  lower  tensions.  "China  can 
influence  Taiwan,  and  Taiwan  can 
also  influence  China,"  says  Cheng 
Tuan-yao,  a  poHtical  scientist  at  Na- 
tional Chengchi  University.  "You 
need  to  engage  them  first  before  you 
can  exercise  your  influence." 

To  become  an  entrepot,  Taiwan 
must  lure  foreign  investors  by  revis- 
ing outdated  banking  laws,  attracting 
seasoned  financial  professionals,  and 
slashing  investment  red  tape.  "We 
need  foreign  expertise  to  help  us  es- 
tablish an  international  financial 
role,"  says  Wu  Chung-shu,  an  econo- 
mist at  Academia  Sinica  think  tank. 
"Then,  foreign  fu-ms  would  feel  com- 
fortable coming  to  Taiwan  to  invest 


in  mainland  China." 

There  are  signs  of 
movement  in  this  direi 
tion.  Following  Clintor 
visit  to  China,  Taiwan': 
Economic  Affairs  Min- 
istry indicated  it  may 
lax  its  "go  slow,  be  pa 
tient"  policy  aimed  at 
I'estricting  direct  inves 
ment  in  China.  Taiwar 
companies  have  indire 
ly  invested  more  than 
$35  billion,  but  Taipei 
continues  to  prohibit  1 
projects.  Taiwan's  For 
mosa  Plastics,  which  f 
aged  into  China  despil 
the  restrictions,  is  eve 
being  forced  to  sell  its 
mainland  power  plant. 

But  instead  of  movi 
backward,  Taiwan  she 
forge  ahead  in  promoting  direct 
trade  and  transport  Hnks.  While 
Taipei  planners  have  long  dreamer 
the  island  replacing  Hong  Kong  a 
regional  hub,  it  won't  happen  unti 
managers  can  fly  directly  from  Ta 
to  Shanghai. 

Taiwan  will  need  to  open  trade 
hnks  with  China  anyway  because 
hopes  to  enter  the  World  Ti-ade  0  ' 
ganization,  which  unlike  the  Unit< 
Nations  and  World  Bank  does  not 
quire  statehood  for  membershij).  ' 
taking  the  initiative  now,  Taipei  ci 
take  credit  with  Beijing  for  prom- 
ing  good  will.  That  would  counter 
Beijing's  attempt  to  paint  it  as  th 
obstinctionist  in  cross-strait  rela- 
tions. It  also  will  help  Taiwan  as  e 
two  sides  edge  toward  unofficial 
talks  latei-  this  year.  While  Beijini 
agenda  is  to  push  Taiwan  under  i| 
sovereignty,  an  economically  stroi| 
Taiwan  will  be  better  able  to  resij 
Taipei  has  played  hard  to  get  y\ 
China  for  so  long  it  will  take  a 
supreme  effort  to  overcome  politi 
conservatism  and  inertia.  But  wit!S 
Washington  and  Beijing  inching  (ft 
er,  Taiwan  must  take  strong  meaj 
sui'es  to  make  sure  its  interests  (>E 
slip  through  the  cracks.  j<j 

 -f^- 

Taipei-based  Moore  covers  Tav^ 
business  and  politics.  '''' 
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What  could  be  better 
than  numbers  like  these? 

Prudential  Equity  Income  Fund  (Class  B) 


1  Year 


5  Years 


10  Years 


44.47>/o  18.64%  16.12% 

Average  Animal  Total  Returns  ended  3/31/98  (including  sales  charges) 


We  think  if  s  the  way  we  achieved  them. 

Sure,  short-term  mutual  fund  performance  may  catch  your  eye.  But  a  proven 
track  record  can  really  hold  your  attention.  So  go  ahead  and  take  a  good  long  look 
at  the  record  of  Prudential  Equity  Income  Fund.  See  how  Prudential's  disciplined 
pursuit  of  consistent,  long-term  results  can  play  a  role  in  your  portfolio. 


Attention 

Retirement 

investors: 

The  proven  track  record 
and  long-term  outlook 
of  Prudential  Equity 
Income  Fund  may  moke 
it  a  smart  addition  to 
your  IRA  or  overall 
retirement  portfolio, 
lolk  to  your  financial 
advisor  to  see  if  the 
fund  is  right  for  you. 


A  smart  choice  for  the 
investor  seel<ing  a  balance 
of  risl<  and  reward.  If  you're 
like  many  investors,  you've  done  well  in 
recent  years  pursuing  an  all-out  growth 
strategy.  Now  you're  looking  to  grow  your 
portfolio  without  taking  on  undue  risk. 
Prudential  Equity  Income  Fund  uses 
bottom-up  analysis  to  find  underpriced 
stocks  offering  strong  capital 
appreciation  potential,  plus  high 
dividend  income  potential.  It's  an 
approach  that  can  help  cushion  against 
market  volatility 

Put  experience  on  your 
side.  Prudential  Equity  Income  Fund 
has  been  under  consistent  management 
since  1988.  So,  you  can  count  on  the 
expertise  of  a  manager  who  has 


demonstrated  proven  stock-picking 
skills  in  all  kinds  of  markets.  Of  course, 
past  performance  does  not  guarantee 
future  results. 

Find  out  more!  For  more 
complete  information  about  Prudential 
Equity  Income  Fund,  including  charges 
and  expenses,  obtain  a  free  prospectus 
by  calling  your  Prudential  advisor  or 
the  number  below.  Please  read  the 
prospectus  carefully  before  you  invest 
or  send  money 

1-800-THE-ROCK 

extension  4749 
www.prudential.com 

Prudential 

Investments 


rformance  for  other  classes  of  shares  vary  due  to  differences  in  sales  charges  and  expenses.  Share  price  and  return  will  fluctuate,  so  that 
u  will  have  a  gain  or  loss  when  you  sell  shares.  Class  B  share  return  takes  into  account  the  contingent  deferred  sales  charge  (CDSC)  of 
0,  4%,  3%,  2%,  1%  and  1%  over  a  6-year  time  period.  After  approximately  seven  years,  Class  B  shares,  on  a  quarterly  basis,  convert  to 
Qss  A  shares,  which  hove  lower  overall  expenses.  The  Fund  may  invest  in  foreign  securities,  which  are  subject  to  the  risks  of  currency 
'Ctuation  and  the  impact  of  social,  political  and  economic  change.  The  Fund  may  also  invest  in  high  yield  securities  or  "junk  bonds,"  which 
?  subject  to  greater  credit  and  market  risks.  Investing  in  foreign  securities  or  high  yield  securities  may  result  in  greater  share  price  volatility, 
ares  of  the  Fund  are  offered  through  Prudential  Securities  incorporated,  member  SIPC,  199  Water  Street,  New  York,  NY  10292,  and 
Jco  Securities  Corporation,  213  Washington  Street,  Newark,  NJ  071  02,  both  subsidiaries  of  The  Prudential  Insurance  Company  of  America. 
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FINANCIAL  SERVICES 


MAKE  WAY  FOR 
GE  CAPITAL 

It's  a  real  challenge  to  Europe's  banks 


Not  far  from  the  center  of  Leeds 
in  northeastern  England  is  Bur- 
ton Business  Park,  an  industrial 
complex  that  dates  from  the 
1930s.  With  loading  bays  that  look  like 
row  houses  and  other  antiquated  floiu-- 
ishes,  it  seems  a  relic.  But  the  1,000  or 
so  people  working  on  the  site  for  Gen- 
eral Electric  Capital  Sei'vices  Inc.  are 
doing  their  bit  to  reshape  Europe's 
economy. 

At  the  beginning  of  the  decade,  ge 
Capital  Services  was  a  nonentity  in  Eu- 
I'ope.  Now,  it  is  hai'd  to  avoid.  If  you  ap- 
ply for  a  Harrods  store  card  in  Lon- 
don, the  Leeds  operation  will  approve  it. 
If  you  buy  a  Peugeot  car  in  France, 
your  purchase  will  likely  be  financed 
thi-ough  Sovac,  a  lending  company  that 
GE  Capital  bought  in  1995  for  $1.5  bil- 
lion. GE  Capital  can  sell  you  health  in- 
surance for  your  dog  through  Pet  Pro- 
tect, a  1996  British  acquisition.  And  it 
can  provide  a  company  with  eveiything 
from  a  fleet  of  cai's  to  shipping  contain- 
ers, modular  office  space,  and  time  on  a 
communications  satellite. 
OUTFLANKED?  Stealthily,  General  Elec- 
tric Co.'s  financial  wing  has  become  one 
of  Europe's  biggest  nonbank  finance 
players.  With  footholds  in  some  20  busi- 
ness lines  and  in  21  Em-opean  countries, 
it  is  ah'eady  a  leader  in  fleet  and  aircraft 
leasing  and  in  consumer  fi- 
nance. So  far,  (IE  Capital 
Europe  has  gTown  through 
acquisitions,  buying  up 
moi-e  than  100  European 
companies  or  units  with 
more  than  .$30  billion  in  as- 
sets in  the  last  few  years. 

That  may  have  been  the 
easy  pail.  With  the  single 
currency  approaching,  the 
company  is  under  pressure 
to  integi'ate  its  businesses 
into  an  efficient,  Em-opewide 
empire.  If  it  succeeds,  Eu- 


I'ope's  big  banks  could  fmd  themselves 
seiiously  outflanked.  "We  need  to  figure 
out  the  appropriate  level  of  consolida- 
tion," says  Daniel  W.  Porter,  the  new 
managing  director  of  ge  Capital  Europe. 

GE  Capital  is  already  hugely  prof- 
itable, kicking  in  about  40'%-  of  ge's  $8.2 
billion  in  earnings  last  year.  Eiu'ope  has 
been  a  major  contributor  to  its  overall 
growth,  with  total  earnings  of  $705  mil- 
Hon  in  1997,  up  33%  from  1996.  But  as 
Em-ope  becomes  integi-ated  economical- 
ly and  shifts  more  toward  services,  the 
platforms  GE  Capital  has  established 
could  become  foimdations  for  even  more 
power.  A  few  businesses,  including 
equipment  leasing  and  reinsurance,  are 
ab-eady  ixm  on  a  Em-opewide  basis.  Oth- 
ers, such  as  auto  and  consumer  finance, 
are  likely  to  benefit  fi-om  broad  consoli- 
dation in  the  future.  And  ge  Capital 
could  realize  big  gains  from  merging 
back-office  operations  across  Europe, 
perhaps  across  business  lines. 

Strategically,  GE  Capital  has  taken 
the  same  course  in  Europe  that  has 
brought  it  success  in  the  U.  S. — snap- 
ping up  unglamorous  businesses  in  leas- 
ing, insurance,  or  consumer  credit.  The 
company  puts  in  new  management,  if 
needed,  and  introduces  more  efficient 
technology  and  work  methods.  It  com- 
bines companies  in  similai-  business  lines 


A  EUROPEAN  BONANZA 

ASSETS  ARE  SOARING  WHILE  PROFITS  POUR  IN 


'92     '93  '94 
A  BILLIONS  OF  DOLLARS 


'92     '93  '94 
A  MILLIONS  OF  DOLLARS 
DAW  COMPANY  REPORTS 


to  gain  economies  of  scale,  and  i.st 
tough  targets  for  its  m.anagers. 

And  in  the  mid-1990s,  Europe 
natural  hunting  gi-ound  for  GE  C| 
Prices  were  lower  than  in  the  U. 
European  finance  was  much  mor«| 
mented.  There  wer 
gains  to  be  made  byj 
ganizing  businesses! 
Eui'opewide  scale.  It! 
bet,  says  CEO  Gaf 
Wendt,  that  "Em-ope  ro 
follow  the  U.  S.  and  in.' 
idate  economically." 

That  bet  turned  "t 
be  right  on  the  monc  i 
prices  for  Western  ^t' 
pean  assets  have  sii 
risen.  In  the  future,  •  h 
ger  share  of  growth  ^* 
have  to  come  from  iibw^ 


95     '96  '97 
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Capital's  existing  businesses,  not 
lying  more. 

;  Europe's  banks,  ge  Capital  is 
I  for  ways  to  cut  costs  and  posi- 
;elf  for  the  euro.  In  Ireland,  it  is 
[  up  a  Europewide  multilingual 
at  Shannon  to  handle  collections 
1   European  consumer  finance — 
I  ombining  the  work  now  being 
\  1  several  locations.  But  it  is  just 
rested  in  boosting  revenues.  On  a 


f  the  Leeds  facility,  Andrew  K. 
who  runs  the  business,  points 
jroup  of  telemarketers  selling- 
cans  or  insurance  to  people  who 
3st  their  credit  cards  or  moved, 
re  introducing  more  and  more 
n  packages  across  consumer  busi- 
."  he  says. 

re  have  been  some  hiccups 
.  Porter  acknowledges  that  the 


fii'st  quarter  was  relatively  flat.  GE  Cap- 
ital was  embarrassed  also  when  its 
preliminary  bid  for  Groupe  des  Assur- 
ances Nationales,  a  state-controlled 
French  insurer,  was  rejected  for  being 
an  hour  late. 

Another  setback  was  the  May  depar- 
ture of  Porter's  predecessor,  Christo- 
pher Mackenzie,  a  British  investment 
banker  who  had  spearheaded  the  acqui- 
sition drive  in  Europe  since  1994. 
Mackenzie  was  offered  a  promotion  to 
head  GE  Capital's  global  acquisitions  but 
left  to  join  the  New  York  buyout  fum  of 
Clayton,  Dubilier  &  Rice  Inc.  Sources 
familiar  with  the  situation  say  Macken- 
zie had  argued  with  Wendt  that  a  Eu- 
rope-based head  was  needed  to  inte- 
grate the  business  lines.  At  present, 
most  unit  chiefs  report  to  executives  in 
the  U.  S.  Mackenzie  also  tangled  with 


GE  Capital  bought  up  100 
businesses  on  the  cheap,  gaining 
a  foothold  in  21  countries — from 
car  loans  to  department-store 
credit  to  aircraft  leasing 

headquarters  in  Stamford,  Conn.,  over 
who  should  get  credit  for  (;e  Capital's 
European  successes.  Wendt  says  that 
Mackenzie  left  to  cut  liis  travel  schedule. 
Mackenzie  declined  to  comment. 

Now,  Porter,  a  Californian,  leads  a 
team  of  30  young  merger  specialists 
working  in  a  nondescript  office  build- 
ing in  London.  He  acknowledges  that 
the  pace  of  acquisitions  in  Western  Eu- 
rope is  likely  to  slow.  But  he  sees  big 
opportunities  in  Eastern  Eiu'ope  and  in 
Greece,  Italy,  Portugal,  and  Spain, 
which  are  not  as  well  covered  by  in- 
vestment bankers. 

SUBTLETY.  In  Eastern  Em-ope,  ge  Cap- 
ital's strategy  is  to  buy  stnigghng  banks 
and  retool  them  into  distribution  net- 
works for  its  products.  That  is  what  it 
did  with  Budapest  Bank  Ltd.,  which  it 
bought  in  1995.  Wendt  says  he  has  the 
same  plans  for  Agi-obanka  Praha,  a 
Czech  bank  that  the  company  acquired 
at  the  end  of  June. 

Porter's  approach  in  Southern  Eu- 
rope is  more  subtle.  With  the  single 
currency  coming,  he  says,  banks  thei'e 
fear  being  swallowed  up  by  giants  such 
as  Deutsche  Bank  or  the  Netherlands' 
ING  Bank.  He  thinks  GE  Capital  can 
make  im-oads  as  a  less  tlireatening  part- 
ner. It  could  take  over  management  of  a 
bank's  leasing  or  insurance  business, 
then  build  it  up.  Porter  expects  to  an- 
nounce such  a  deal  soon. 

Porter  also  says  that  GE  Capital  could 
gTadually  combine  businesses  on  a  much 
larger  scale.  It  has  already  started: 
British,  Scandinavian,  and  Gemian  rein- 
surance businesses,  for  instance,  have 
been  consolidated  and  are  nm  fi-om  Mu- 
nich. But  "it's  not  clear  how  far  you 
can  take  consolidation,"  says  Porter. 
Knowing  GE,  the  finance  giant  vrill  prob- 
ably find  ways  of  taking  the  concept 
pretty  far. 

By  Stanley  Reed  in  London 
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International  Outlook 


EDITED  BY  JOHN  TEMPLEMAN 


SOUTH  AFRICA:  DISTURBING  SIGNS 
OF  DISARRAY  AFTER  MANDELA 

South  Africa's  ugly  bmsh  with  foreign-exchange  mai'kets 
raises  some  tough  questions  about  its  future.  The  rand, 
battered  for  weeks  by  a  severe  bout  of  Asian  flu,  hit  a 
record  low  of  6.75  against  the  dollar  on  July  (3 — a  loss  of  28% 
since  the  start  of  1998 — ^just  48  hours  after  Afi-ican  National 
Congi'ess  stalwait  Tito  Mboweni  was  named  to  replace  Chiis- 
tian  L.  Stals  as  governor  of  the  Resen'e  Bank. 

The  cuiTency  steadied  a  bit  later.  But  the  incident  may  be 
just  the  first  of  many  as  the  Axc's  alliance  with  labor  unions 
and  the  Communist  Party  fi'ays  in  the 
runup  to  1999  national  elections.  It  also 
gave  a  foretaste  of  potential  problems  the 
.^'C  will  have  in  niling  after  revered  Pres- 
ident Nelson  Mandela,  79.  finally  retii'es 
next  year. 

Ostensibly,  Labor  Minister  Mboweni, 
who  has  no  banking  backgi-ound,  was 
named  in  order  to  quash  speculation  about 
Stals's  futui'e.  The  technocratic  Afiikaner 
was  set  to  retii-e  fi'om  the  central  bank  in 
mid- 1999,  though  there  have  been  mmors 
that  he  might  be  boimced  out  eaiiy.  In  re- 
ahty,  however,  the  move  was  as  much  de- 
signed to  mollify  the  axc's  left  wing, 
which  has  been  gi'owing  increasingly  restive  over  the  gov- 
erament's  inability  to  create  jobs.  "This  is  an  example  of 
what  we  can  expect  to  see  in  the  next  year,"  says  Nick 
BaiTiai'dt,  an  economist  at  Johannesbiu'g-based  a.mb  Secmities. 
"[axc  leaders]  need  to  fiuther  enhance  the  feehng  within 
the  black  population  that  they  ai-e  lamning  the  countn-." 

But  the  wony  is  gi'owing  that  Mandela's  designated  suc- 
cessor, Deputy  President  Thabo  Mbeki,  will  be  unable  to 
handle  a  deepening  economic  and  political  crisis  as  deftly  as 
Mandela  has.  The  President  manages  to  remain  above  politi- 
cal brawls,  even  as  the  economy  sours  and  demands  amplifv^ 
for  more  jobs,  decent  housing,  and  improved  education.  "Man- 
dela could  pull  it  off.  But  not  Mbeki.  He  does  not  have  the 


MBEKI  AND  MANDELA:  Stature  gap 


statui'e,"  says  Steve  Friedman,  dii'ector  of  the  Center  for 
icy  Studies,  a  Johannesburg  research  institute.  i 
South  Afiica's  economic  crisis  is  deepening.  Gold  pit 
have  crashed.  Tlie  prime  lending  rate  is  24'7f,  the  highest' 
el  since  political  trnmoil  forced  a  state  of  emergency  ir, 
mid-1980s.  Unemployment  is  at  33%.  And  scaled-dowTi 
jections  now  envision  economic  growi:h  of  just  1%  this  \ 
But  the  government,  w'hich  Mbeki  inns  day-to-day,  is 
pushing  a  policy  it  calls  gear:  growth,  emplojTnent,  anc 
distribution,  gear's  lack  of  results  so  i 
increasing  tensions  between  the  axc 
its  allies,  the  1.7  miUion-member  Conj 
of  South  Afiican  Ti-ade  Unions  anc 
Communist  Party.  Both  want  to  se( 
new  spending  on  public-works  prog 
to  cut  jobless  rates.  Mbeki  and  "nis 
net,  leeiy  of  the  reaction  on  global : 
cial  markets,  are  resisting  that  dogg 
STANDING   FIRM.   Mandela  has 
dropped  his  usual  aloof  pubUc  stanc( 
come  to  Mbeki's  aid.  He  gave  the 
munists  a  public  di*essing-down  for  sn 
at  government  policies,  "gear  is  the 
damental  pohcy  of  the  axc,"  he  told 
eai'ly-July  Party  Congi-ess  in  Johannesbui'g.  "We  are  nc 
ing  to  change  it  because  of  youi*  pressure." 

Mbeki,  too.  scolded  critics  at  an  eaiiier  cosatu  confer 
And  he  seemed  to  question  the  axc's  broad  alliance, 
has  a  62%  majority  in  Paiiiament:  "When  w^e  speak  o 
strategic  alliance,  are  we  speaking  of  something 
continues  to  exist,  or  are  we  dreaming  dreams  that  r 
the  past?" 

Strained  though  it  is,  the  alHance  is  likely  to  hold  th] 
next  yeai-'s  elections.  But  after  that,  it  could  fall  apart, 
ing  South  Afiica  into  uncharted  waters — without  Ma 
calming  influence. 

By  Kathy  Chenault  in  Jolio  n  in  \<t 


GLOBAL  WRAPUP 


PAKISTAN  DEBT  MORATORIUM? 

►  Who  says  economic  sanctions  never 
work?  Pakistan,  penalized  by  the 
U.  S.  and  its  allies  because  of  its 
nuclear-weapons  tests,  may  have  to 
declare  a  moratorium  on  servicing 
some  of  its  approximately  $30  billion 
of  outstanding  foreign  debt.  Finance 
Minister  Sartaj  Aziz  said  on  July  8 
that  the  moratorium  could  stai't  soon 
unless  flows  of  foreign-currency  aid 
resume. 

Prime  Minister  Nawaz  Sharif  has 
been  holding  ui-gent  talks  with  Inter- 


national Monetary  Fund  officials.  He 
wants  the  IMF  to  release  further 
tranches  of  $1.6  billion  in  credit  that 
w^as  approved  last  October,  before  the 
nuclear  tests.  Disbui'sements  are 
blocked  by  sanctions,  w"hich  Paki- 
stan argues  shouldn't  be  be  applied 
by  the  IMF. 

MEXICO  GUTS  OUTLAYS  AGAIN 

►  Low  oil  prices  are  forcing  Mexico 
to  tighten  its  fiscal  belt  another 
notch.  On  July  8,  officials  axed  an 
additional  S600  million  of  spending 
from  the  country's  $100  billion  bud- 


get for  this  year.  Half  the  money 
come  out  of  Petroleos  Mexicanos' 
exploration  budget.  Cuts  decided 
so  far  this  year  now  total  $3.45  b 
lion,  or  nearly  1%  of  gross  domes 
product. 

Officials  say  the  economy  may  s 
grow-  5%  this  year,  and  they  vow  t 
keep  the  budget  deficit  at  the  pre^ 
ously  planned  1.2%  of  GDP.  Mexico 
estimated  its  ciTide  oil  would  sell  1 
an  average  $15.50  per  ban-el  in  19 
But  prices  ai"e  now  about  $10.30,  t 
the  energT,'  ministry  expects  them, 
average  $11.50  for  the  year. 
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It  eats  Pentium 


f 

1 


//)('  I'dUxrlH  6,)  chiji  is  a  arlilkihle  speeil ilenii))i.  In  Ik' 
Idlest  I!)  Tl-JiKirk  ii/lci^er  lesls  I  see  odiidicdi;^  scores  below ). 
il  s  up  lo  three  limes  faster  Ihciii  the  I'eiitiitm  chips  used  in  PC 
itotehooks^  111  fact,  ereii  the  most  afforclahle  PoirerBook  G'j 
heats  the /Hints  olj  the  fastest  (jii)ipaij  notebook. 


■  intr-gpr  Inden  Scores 


PowerBook  G3/292  ' 


PowerBook  G3/250  • 


PowerBook  G3/233  . 


Compaq  Armada  PenTium/266  MMX 


See  hoir  yinirfdiorile  colors 
I  and  a  few  million  others) 
look  on  one  of  the  biii^hte.-<l 
.'icreens  m  a  notebook- in 
full  l()2-i-by~6Hiilory. 


You  11  need  a  better  excuse 
than  iny  battery  ran  out.  " 
.\ddan  optional  .wind 
lithiiim-ion  battery  and 
you  Ifiiet  up  to  seren  hours 
of  [niter  under  normal 
u.-ie.  :\nd jiisl  so  you  know 
where  you  stand  juice-wise, 
there 's  a  nifty  LED  indicator 
on  each  battery  pack. 
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Versiililily.  thy  luinie  is 
PowevBook.  Every  model 
comes  with  two  built-in 
ex/kinsion  bays  (which 
also  double  as  batteiy 
bays),  as  icell  as  two  very 
IkDidyPd  Card  slots. 


Kxpl.iil  the  media.  You  can  "hot swap" at 
ichim  -  ifithytuiy  choice  of  floppy  and 
CD-ROM  drives  or  the  optional  D\ D-imi 
(Did  third-party  Zip  ilrives. 


<•••> 

OUT 

lOI 


C  )ur  keyboard  e)VJ.ineers  (yes. 
we  ha  I  v  keyboard  eiv^ineers) 
insisted  on  precision  sci'^sor- 
tiction  keys.  It  's  a  loiiii  story, 
but  trust  us  -  they  feel  iireat. 


The  PiiwerBook     of/ers  a 
full  array  (fnetirorkin;j,  iiiid 
communications  ports,  as 
well  as  24-bit  video-out. 
However  you  choose  to  link 
up  to  the  world,  via  lithernet 
or  optional  K5(  fle.\  modem, 
it's  a  case  (f  ready,  aim.  plui>. 
No  adiipters  needed. 


'h!ii//i//ftl  irhal pnci'  itii  /  ^  V  <uul  l-f  1"  iwnki\ 
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www.apple.com 


The  new  PowerBook  G3  is  here.  Far  faster  than  the  fastest  Pentium  notebook.'  Complete  with  two  expansion  bays.  Battery' life  up  to 
seven  houi^.'  Built-in  Ethernet.  Easy  expandability.  And  breaktlirough  prices  on  every  screen  size,  including  the  big  14. 1-inch  model. 
Visit  The  Apple  Store™  atwww.apple.com.  (If  you  prefer,  call  1-800-795-1000  or  visit  an  autliorized  Apple  reseller)  Then  pick  one  of  the 
pre-configured  setups  below  -  or  continue  to  mix  and  match  features  until  you  have  a  PowerBook  with  your  name  written  all  over  it. 


Good  . 

Better  , 

Best 

12.1-inch 

SIN  SVGA  Screen 

Starting  at  $2,299' 

233MHz  G3  processor 
32MB  memory 
:  2MBSGRAM 

2GBhartidisk  i 
20x  CD-ROM  . 

233MHz  G3  processor 

32MB  memory 

2MBSGRAM 

2GB  hard  disk 

20x  CD-ROM,  floppy  drive 

K56flex  modem 

250MHz  G3  processor 
1MB  backside  cache 
32MB  memory 
2MBSGRAM 
•  2GBharddisk 

20x  CD-ROM,  flq)py  drive 
K56flex  modem 

13.3-incii 
TFIXGA  Screen 

Starting  at  $2,999* 

233MHz  G3  processor 
32MB  memory 
4MBSGRAM 
2GB  hard  disk 
20x  CD-ROM,  floppy  drive 
*■  ,  S-Videoout 

250MHz  G3  processor 

1MB  bacbide  cache 

32MB  memory 

4MBSGRAM 

4GB  liard  disk 

20x  CD-ROM,  floppy  drive 

K56flex  modem 

S-Videoout 

292MHz  G3  processor 

1MB  backside  cache 

64MB  memory 

4MBSGRAM' 

4GBharddisk 

20x  CD-ROM,  floppy  drive 

K56flex  modem 

S-Wdeoout 

14.1-inch 
TFTXGA  Screen 

Starting  at  $3,499' 

233MHz  G3  processor 
32MB  memory 
4MBSGRAM 
2GB  hard  disk 

20x  CD-ROM,  floppy  drive  \ 
S-Videoout 

,  •        250MHz  G3  processor 
1MB  backside  cache 
32MB  memory 
[\  4MBSGRAM 
"   V  %  "  4GB  hard  disk 
-~  ■    •   20x  CD-ROM,  floppy  drive 
K56flex  modem 
"""  ..  S-Videoout 

292MHz  G3  processor 

1MB  backside  cache  • 

64MB  memory  • 

4xMBSGRAM 

8GB  iiard  disk 

20x  CD-ROM,  floppy-drive 

K56flex  modem 

S-Videoout 

■  '\ 

Sr. 

.  ■ 

Think  different: 


P^Ji^isl,tm<knLrtoflB.llCo,p.^^ 
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evelopments  to  Watch 


ED  BY  NEIL  GROSS 


WS  BEST  FRIEND- 
ID  NO  SCOOPER  NEEDED 


■  SEVERAL  YEARS,  ENCJINEERS  AT  SONY 

•p.  have  been  working  on  what  they 
the  ultimate  toy:  a  pet  robot  that  can 
k,  lie  down,  and  play  games  on  com- 
id.  At  Sony's  breeding  ground  for 
tal  critters — a 
yo  lab  known  as 
!1" — engineers 
eloped  a  proto- 


e  (right)  that 
ie  a  splash  at 
)oCup  '98,  a  robot 
nt  held  in  Paris 
uly. 

)on't  be  fooled  by 


appearances.  This  2.8-pound  robot  looks 
like  a  puppy,  but  it  packs  a  64-bit  central 
processing  unit,  8  megabytes  of  memory, 
and  a  supersensitive  camera  "eye."  Stick 
out  your  hand  suddenly,  and  it  will  sit. 

More  important,  says  Sony,  the  dog- 
bot  is  reconfigurable,  so  the  owner 
can  swap  out  limbs,  or  even  the  head, 
reprogram  the  entire  instinaction  set. 
Each  module  in  the  dogbot  is  "intelli- 
gent"— outfitted  with  its  own  motor  and 
control  chip.  So  a  four-legged  canine  can 
be  transformed  into  a  two-wheeled  rolling 
robot.  Toshitada  Doi,  head  of  the  D21  lab, 
anticipates  a  consumer  market  for  kids 
sometime  around  the  turn  of  the  centmy. 
By  then,  dogbots  could  give  real  Rover  a 
run  for  his  monev.  Lre7ie  M.  Kunii 


THE  E.R., 
MN 

ARTBEAT 


r  ATTACKS  ARE  SOME- 

tough  to  diagnose, 
js  reveal  that  as  many 
of  sufferers  who  show 
emergency  rooms  get 
ignosed.  Now,  a  Toron- 
fipany  claims  to  have  a 
ostic  blood  test  that 
rs  nearly  100%  accura- 
just  15  minutes.  This 
ler,  pending  Food  & 
Administration 
val.  Spectral  Diagnos- 
ic.  hopes  to  begin  mar- 
■  a  new  generation  of  its 
ic  STATUS  test  in  the 
The  handheld  plastic 
2  detects  three  pro- 
-myoglobin,  troponin  I, 
:-MB— that  are  sloughed 

the  heart  at  different 
i  of  a  cardiac  problem. 

test's  cluef  viitues  ai-e 

reliability,  and  simplici- 
/s  Dr  Isser  Dubinsky, 
3f  emergency  medicine 
onto  Hospital,  who  has 
)redecessors  of  the  new 
\.  technician  puts  in  a 
•ops  of  blood:  If  the  pa- 
las  had  an  attack,  piu'- 
ines  appeal-  on  the  de- 
TATus  will  sell  for  about 
r  test.     Joseph  Weber 


ON  A  FAST  TRACK  TO  STOP  TRAIN  WRECKS 

A  CRACKED  WHEEL  IS  WIDELY  BELIEVED  TO  BE  THE  CAUSE 

of  the  worst  rail  disaster  in  Germany's  history,  on  June 
3.  The  faulty  carriage  derailed,  killing  102  passengers. 

To  prevent  futiu-e  crashes,  two  separate  research 
teams  in  the  U.  S.  are  working  on  techniques  for  finding 
hidden  flaws  in  train  wheels — and,  perhaps  more  impor- 
tant, in  the  rails  dowTi  below.  By  the  end  of  this  yeai',  the 
Association  of  Amencan  Raih-oads  will  select  one  of  the 
two  approaches  for  further  development. 

One  method,  from  Massachusetts  Institute  of  Technolo- 
gy, utilizes  the  Doppler  effect — the  shift  in  pitch  you  heai" 
as  a  sound  recedes  or  approaches.  A  laser  mounted  on  a 
moving  train  creates 
a  burst  of  heat  on  the 
raO.  The  thennal 
shock  generates  liigh- 
frequency  sound 
waves  inside  the 
track.  When  the 
waves  hit  a  crack, 
the  fi'equency  sliifts, 
and  a  receiver  on  the 
train  picks  up  the 
change. 

The  second  method,  developed  by  Karta  Teclmologies 
Inc.  in  San  Antonio,  uses  special  cii'cuits  mounted  on  the 
train  to  generate  changes  in  the  electromagnetic  field  of 
the  metal  rail  below.  These  changes  cause  a  swli'ling  elec- 
tronic effect  in  the  rail  known  as  an  "eddy  cuiTent."  As 
the  train  races  along,  on-board  sensors  detect  changes  in 
the  eddies  caused  by  defects  in  the  rail. 

Both  techniques  offer  improvements  over  ciu'rent 
ultrasound  approaches.  Cars  that  inspect  the  rails  now 
travel  at  about  15  mph.  Future  cars  will  average  60 
mph.  Nellie  Andreeva 


PREVENTABLE?  Gennaiufs  worst 


TINY  BACTERIA 
MAY  GIVE  RISE 
TO  KIDNEY  STONES 

NASTY  MICROBES  MAY  BE  THE 
source  of  more  misery  than 
medical  science  has  realized. 
A  growing  list  of  cancers  has 
been  linked  to  bacteria  and 
viruses,  as  has  atherosclero- 
sis. Now,  kidney  stones  may 
join  the  roster. 

Tlie  culprit  seems  to  be  one 
of  a  newly  discovered  breed 
of  microorganisms  dubbed 
nanobacteria  because  they're 
extremely  small.  They're  so 
tiny  that  they  shouldn't  even 
be  aUve,  according  to  classi- 
cal criteria,  says  then*  discov- 
erer. Dr.  E.  Olavi  Kajander,  a 
reseai'cher  at  the  University 
of  Kuopio  in  Finland.  The 
nanobugs  may  have  gone  un- 
detected until  now  for  another 
reason,  apart  fi'om  their  size: 
They  hide  inside  tiny  shells 
that  they  build  around  them- 
selves. "The  cai-bonate-apatite 
shells,  or  caves,  really  fasci- 
nated us,"  says  Kajander. 

Analysis  of  the  shells  re- 
vealed them  to  be  strikingly 
similar  in  composition  to  the 
mineral  clusters  found  in  kid- 
ney stones  and  calcium  de- 
posits in  blood  vessels.  So 
Kajander  and  microbiologist 
Neva  Ciftcioglu  dissected  30 
human  kidney  stones.  Sure 
enough,  they  found  nanobac- 
teria in  every  stone.  And 
when  they  infected  healthy 
human  cells  with  the 
nanobacteria,  the  cells  devel- 
oped mineral  deposits  both 
inside  and  outside,  according 
to  a  report  that  was  pub- 
lished in  the  July  7  issue  of 
the  Proceedings  of  the  Na- 
tional Academy  of  ScietLces. 

Establisliing  a  dii"ect  causal 
link  will  take  more  sleuthing. 
That's  now  under  way,  with 
help  from  NASA  researchers. 
Kajander  says  he  is  confident 
he  will  soon  be  able  to  sub- 
mit a  paper  proving  that 
nanobacteria  cause  human  Idd- 
ney  stones.  Otis  Port 
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PATENTS 


SUDDENLY  DETROIT  HAS 
A  HUGE  NEW  BILL  TO  PAY 

The  Big  Three  settle  with  the  estate  of  prodigious  inventor  Jerry  Lemelson 


A, 


On  June  8,  with  little  fan- 
fare, America's  Big  Three 
auto  makers  agreed  to 
fork  over  a  fortune  in 
patent  fees  to  a  foundation  cre- 
ated by  inventor  Jerome  H. 
Lemelson.  Hundreds  of  parts 
suppliei's  may  also  get  roped  in, 
pumping  hundreds  of  millions 
into  the  Lemelson  Foundation's 
coffers.  That's  no  small  feat,  giv- 
en that  the  inventor  himself  is 
dead  and  some  his  patents  were 
filed  four  decades  ago. 

While  the  tenns  of  these  deals 
are  part  of  a  secret  out-of-court 
settlement,  the  auto  makers  are 
probably  paying  a  percentage  on 
each  car  sold  so  they  can  con- 
tinue to  equip  their  assembly 
lines  with  bai-code  readers  and 
other  automated  inspection  gear. 
The  Big  Three  pioneered  many 
of  these  applications.  But  the 
Lemelson  Foundation  insists  the 
technology  is  covei'ed  by  patents 
the  inventor  filed  in  1954. 

Courts  were  inclined  to  agi'ee 
in  pretrial  decisions  last  year, 
which  is  why  the  Big  Three 
buckled  in  June.  A  few  days  lat- 
er, parts  suppliers  serving  the 

Big  Three  began  receiving  let-  HOSIER  AND  LEMELSON:  In  19!),',  foreign  carmakers 
ters  announcing  "exceptionally  accepted  their  offer  for  a  deal;  the  Big  Three  didn't 
favorable  terms"  on  licenses  to 


Lemelson's  patents.  Some  of  the  letters 
were  signed  by  Gerald  D.  Hosier, 
Lemelson's  patent  attorney  since  1989, 
who  now  represents  the  foundation. 
Other  letters  came  fi-om  the  Big  Tlu'ee. 
All  state  that  the  special  offer  expires 
on  Nov.  22,  implying  that  costs  will  rise 
after  that  date.  " 

PERVASIVE  TECHNOLOGY.  Autos  are  just 
the  beginning.  Hosier  has  indicated  that 
any  company  using  "machine-vision" 
technology  could  be  a  Lemelson  target. 
That  worries  David  Y.  Peyton,  director 
of  technology  policy  at  the  National  As- 


sociation of  Manufacturers  in  Washing- 
ton. "Bar  coding  is  pei-vasive  tliroughout 
the  economy,"  he  says.  Warns  Timothy 
J.  O'Hearn,  partner  in  intellectual  prop- 
erty practice  at  law  firm  Jones,  Day, 
Reavis  &  Pogue:  "If  eveiyone  just  takes 
out  a  checkbook,  these  patents  will  be- 
come an  industiywide  tax  by  the  Lemel- 
son Foundation." 

Neither  Hosier  nor  the  Big  Tlu'ee — 
nor  the  dozen  parts  suppliers  contacted 
by  BUSINESS  WEEK — would  disclose  li- 
cense terms.  But  earlier  deals  shed 
some  light.  In  1992,  a  dozen  Japanese 


auto  makers  settled  with  Lei 
son  over  this  same  set  of 
code  patents.  It  cost  them  a 
$100  million  as  a  one-time  ] 
ment  in  lieu  of  ongoing  pa 
royalties.  The  sum  was  calci 
ed  as  a  royalty  of  one-fiftiet 
1%  of  each  company's  aver 
cai'  price  multiplied  by  the  n 
ber  of  cars  they  would  sel 
the  U.  S.  in  a  decade. 

The  Big  Thi-ee  spumed  a  : 
ilar  offer,  however.  So  their  J 
deal  was  probably  more  coi 
That  was  Lemelson's  wish,  ; 
way.  In  May,  1997,  he  told  B 
NESS  WEEK  the  license  terms 
tained  by  Japan  wei-e  desig 
to  reward  the  companies  that 
sponded  promptly.  "We  won't 
ward  the  ones  who  fought 
patents,"  he  said. 

Where  does  all  the  moneyl 
The  bulk,  minus  lawyers'  f' 
now  flows  to  the  Lemelson  Fl 
dation,  which  is  headed  byi 
inventor's  wife,  Dorothy.  ItS; 
isting   programs   include  j 
$500,000  Lemelson-MIT  P| 
awarded  annually  since  1991 
Massachusetts  Institute  of  1 
nclogy  to  an  outstanding  1 
inventor.  Tlie  foundation  also 
ports  educational  progi-ams  i 
novation  at  the  Smithsoniai 
stitution  and  three  dozen  universiti 
Most  of  this  wealth  derives  frc 
patent  application  filed  in  1954.  Le 
son  was  an  unknown  inventor  then 
he  would  eventually  win  some 
patents — making  him  the  No.  4  p{ 
champion,  behind  Thomas  Edison,  1 
Thomson,  and  Edwin  Land.  Tb 
Lemelson  didn't  invent  bar  codes 
se,  his  1954  application  described  va 
techniques  for  linking  computers 
cameras  to  collect  data  and  to  prj 
the  results.  Ultimately,  it  produc 
cluster  of  18  patents  that  cover  no 


A  lawyer  for  auto-parts  suppliers  fears  that  the  pal3 
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systems  as  well  as  bar- 
ystems.  The  last  patents 
gToup  were  gTanted  in 
after  38  years  of  hag- 
with  the  U.S.  Patent  & 
nark  Office.  That's  when 
son  demanded  royalties 
all  manufacturers  that 
ir  codes,  especially  the 
s  auto  makers. 
'  companies  were  in- 
1.  By  1992,  bar-coding 
ecome  ubiquitous  in  the 
idustiy.  Today,  these  la- 
re  the  basis  of  comput- 
inventory  controls.  And 
e  used,  for  quality  pur- 

to  track  almost  every 
lual  part  in  the  factory 

the  marketplace, 
jntice  companies  to  buy 
ise,  Lemelson  offered  a 
^e  deal:  the  rights  to  all 
ents,  in  pei-petuity,  for  a 
ium  payment.  Japanese 
luropean  auto  makers 
signed  on,  along  with 
Df  their  parts  suppliers, 
onics  giants  such  as  Mo- 

NEC,  and  Philips  also 
p  to  avoid  fiulher  suits. 
Id,  more  than  100  companies 

deals,  funneling — tlirough  1997 — 
'•550  million  to  Lemelson,  his  foun- 

and  attorney  Hosier,  whose  fees 
un  as  high  as  a  third  of  the  ne- 
id  settlements. 

RGED  THREAT.  When  Detroit  re- 
,0  knuckle  under,  Lemelson  sued 
g  Three.  But  the  cases  against 
1  Chiysler  were  tabled  pending 
:come  of  Lemelson  vs.  Ford  Mo- 
The  turning  point  came  in  Api-il, 
when  a  Nevada  U.  S.  District 
)ulled  the  i"ug  from  under  Ford's 
y  by  iTjling  that  Ford  couldn't 
he  issue  of  so-called  submarine 
5  during  a  trial. 

term  "submarine"  has  huge  res- 
in patent  circles.  Coined  by 
son's  critics,  it  implies  that  the 
ir  deliberately  stalled  some  of  liis 
applications  en  route  to  publica- 
he  goal,  critics  say,  was  to  wait 
le  technology  was  in  general  use, 
Tface  vrith  the  patent  and  spring 
undreds  of  unsuspecting  compa- 
10  had  come  to  rely  on  the  tech- 
Critics  howled  loudest  about 
en's  1992  bar-code  patent,  which 
undei-water  for  38  years. 
■Ison  and  Hosier  have  vigorously 
iti'd  the  submarine  accusation, 
111  I  stmggling  inventor  would  de- 
•1,\'  incur  such  delays.  But  indus- 
imiish  over  massive  submarine 


FORD  ASSEMBLY  LINE:  Bar  codes  are  ubiquitous 
iii  Detroit — and  just  about  everywhere  else 


patent  fees  helped  propel  a  1995  re- 
vamping of  U.  S.  patent  laws. 

Submarine  talk,  however,  didn't  hold 
water  with  the  federal  circuit  court. 
Wlien  Ford  appealed  the  Nevada  deci- 
sion, the  coiul  decUned  to  hear  the  case 
in  July,  1997.  Out-of-couit  talks  started 
soon  after,  leading  to  last  month's  set- 
tlement. "Jeny  knew  we  were  probably 
going  to  win  before  he  died,"  says  Hosier 
In  October,  1997,  cancer  robbed  Lemelson 
of  his  chance  to  witness  Detroit's  defeat. 

It's  too  soon,  however,  for  the  Lemel- 
son Foundation  to  count  its  new  riches. 
Some  suppliers  may  hold  out  for  more 
favorable  terms  or  take  court  action. 
"There  are  many  solid  arguments  that 
were  never  decided  in  the  Ford  case," 
says  O'Hearn  of  Jones,  Day.  His  firm 
is  already  working  with  one  group  of 
suppliers  and  is  urging  others  to  join 
forces  to  addi-ess  the  licensing  requests. 

Even  if  suppliers  balk,  however,  the 
machine  Lemelson  set  in  motion  will 
keep  humming.  The  current  roster  of 
licensees  barely  scratches  the  surface 
of  bar-code  users  in  such  industries  as 
computers,  machine  tools,  packaged 
foods,  and  pharmaceuticals.  And  more 
Lemelson  patent  applications  are  still 
at  the  Patent  Office,  under  Hosier's 
watchful  eyes.  So  Lemelson  could  end 
up  casting  a  veiy  long  shadow. 

By  Neil  Gross  and  Otis  Port,  with 
Nellie  Audreeva,  in  New  York 
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CLONING 


BARNYARD  BIOTECH 
BREEDS  HIGH  HOPES 

How  Dolly  and  friends  could  lead  to  fat  profits 


Fii'st  came  Dolly,  the  famous  cloned 
sheep  fi'om  Scotland  that  spawned 
a  huge  ethical  debate  in  Febru- 
aiy,  1997.  Then  came  Gene,  a  Wis- 
consin-born cloned  calf. 

Since  then,  science  has  created  a  herd 
of  biotech  animal  wonders,  including  not 
only  clones  but  so-called  transgenic  crea- 
tures whose  genes  have  been  altered. 
Two  sheep  named  Polly  and  Molly,  for 
example,  were  engineered  by  Dolly's 
creators  to  make  a  ding  in  theii-  milk. 
And  a  family  of  seven  transgenic  cattle, 
cloned  by  a  Worcester,  Mass.,  company, 
was  described  in  June  at  a  scientific 
clone  fest  in  Washington. 
PALS  FOR  DOLLY.  Most  recently,  re- 
searchers in  Hawaii  and  Japan  say  in 
tantalizing  reports  that  they  have  repli- 
cated in  mice  and  cattle  the  most  star- 
tling claim  about  Dolly — that  she  was 
cloned  from  an  adult  animal  cell.  Dolly, 
finally,  "is  not  alone,"  says  gene  engineer 
Ryiizo  Yanagimachi  of  the  University 
of  Hawaii. 

The  question  now  is:  Are  Dolly  and 
her  biotech  barnyard  kin  the  stuff  of 
big  profits  as  well  as  headlines?  The 
answer  won't  be  clear  for  many  years. 


but  a  number  of  companies  are  betting 
that  there  is  indeed  money  to  be  made. 
A  new  industiy  is  taking  shape  ai'ound 
the  twin  teclmologies  of  transgenics  and 
cloning.  Companies  such  as  Genzyme 
Ti-ansgenics  in  Framingham,  Mass.,  ppl 
Therapeutics  PLC  in  Scotland,  and 
Pharming  in  the  Netherlands  are  in- 
vesting millions  to  develop  transgenic 
chiig-producing  rabbits,  goats,  cows,  and 
other  animals.  They  are  also  linking  up 
with  new  cloning  companies,  including 
Advanced  Cell  Technology  Inc.  (ACT)  in 
Woi-cester  and  Infigen  Inc.  in  DeForest, 
Wis.,  who  envision  such  additional  prod- 
ucts as  cloned  herds  of  disease-resis- 
tant steers.  "Cloning  will  enter  the  com- 
mercial market  within  two  years," 
predicts  James  M.  Robl,  co-founder  of 
ACT  and  a  professor  at  the  University 
of  Massachusetts. 

That  may  be  a  little  too  optimistic. 
After  all,  scientists  working  with  mal- 
leable embiyo  cells  have  been  able  to 
clone  livestock  for  more  than  a  decade. 
Indeed,  back  in  the  1980s  and  early 
1990s,  a  hyped  commercial  industiy  that 
was  based  on  cloning  "fell  flat  on  its 
face,"  says  Chai'les  R.  Looney,  a  veteran 


A  BRIEF  HISTORY  OF  CLONES 


1952  U.S.  scientists  Robert  Briggs  and 
Thomas  J.  King  succeed  in  cloning  a 
frog  from  a  frog  embryo  cell.  But  they 
and  others  can't  duplicate  the  feat  with 
adult  cells. 

1986  Danish  embryologist  Steen  Willad- 
sen  says  he  has  cloned  sheep  by  remov- 
ing nuclei  from  egg  cells  and  adding  an 
embryo  cell.  Neal  First  at  the  University 
of  Wisconsin  next  succeeds  in  cows. 

MARCH,  1996  The  Roslin  Institute  in 
Scotland  announces  that  it  has  cloned 
healthy  calves  from  fetal  cells. 

FEBRUARY,  1997  Ian  Wilmut  of  the 
Roslin  Institute  unveils  the  sheep  named 
Dolly,  the  first  mammal  said  to  be 
cloned  from  adult  cells. 


MAY,  1998  Wilmut  and  his  colleagues 
introduce  Molly  and  Polly,  two  genetical- 
ly identical  lambs  carrying  human  genes 
that  produce  a  blood-clotting  factor  for 
treatment  of  hemophilia. 

JANUARY,  1998  Two  University  of 
Massachusetts  scientists,  James  Robl 
and  Steven  Stice,  report  that  they  have 
cloned  calves  from  fetal  cow  cells  using 
a  method  they  say  is  simpler  and  more 
efficient  than  Wilmut's. 

JULY,  1998  Researchers  in  Hawaii  and 
Japan  separately  announce  that  they've 
bolstered  Wilmut's  claim  that  Dolly  was 
cloned  from  an  adult.  The  Japanese  say 
they've  cloned  cows,  while  the  Hawaiian 
result  is  with  mice. 


of  one  failed  company,  who  now  h 
Ultimate  Genetics,  a  small  Texas  sta 
Since  then,  however,  the  science 
made  great  strides.  One  breakthf' 
has  been  showing  that  specialized 
such  as  those  already  on  the  pat 
becoming  skin,  could  be  reprograni 
to  recreate  entire  animals  like  ]> 
or  the   Worcester  Seven.  Am 
breakthrough  is  coming  througl 
maniage  of  cloning  to  the  related  c 
nology  of  transgenics. 

To  create  transgenic 
tures  the  traditional 
scientists  inject  DNA  dii 
into  eggs  or  embryo 
But  that's  a  notorious 
efficient  process.  Reseai 
may  nm  thi-ough  25,00(' 
to  produce  fewer  tli 
dozen  transgenic  ani 
says  Steven  L.  Stice,  k 
scientific   officer   at  v' 
What's  more,  the  res 
animals  typically  ddii't 
the  desired  gene  in  all 
cells,  and  must  be  m 
through  a  generation  i  : 
of  breeding. 

Cloning  could  chani 
that.  Scientists  can  fir| 
the  desired  gene  to 
and  then  clone  the  ce| 
evinces  the  desired  trij 
fact,  boosting  the  effia 
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le-altered  animals  can  be  productive  drug 
iories.  These  Genzyme  Transgenics  goats 
ce  a  human  clotting  factor  in  their  milk 


iucing  transgenic  animals  was  the 
lat  first  inspii'ed  Dolly  creator  Ian 
t  of  Scotland's  Roslin  Institute. 
:  works.  Starting  with  fetal  skin 
VCY  scientists  were  able  to  make 
transgenic  calves  in  876  tries — a 
;ain.  "We've  shown  it's  feasible  to 
msgenics  and  cloning  to  produce 
s,"  says  Stice. 

advances  are  brightening  the 
"cts  of  turning  animals  into  living 
aceutical  factories.  Already,  Gen- 
Transgenics,  ppl,  and  Pharming 
[enetically  engineered  mice,  rab- 
oats,  sheep,  and  cows  to  make 
of  different  proteins.  Pharming, 
"^ce,  is  working  with  the  Amer- 
led  Cross  to  make  cows  that 
produce  fibrinogen,  a  protein  ca- 
if  stanching  blood  flow  from  even 
wounds.  It  can  be  extracted  from 
d  blood,  but  there's  not  nearly 
I  to  meet  the  expected  demand, 
ibrinogen  is  too  complex  to  be 
'  ly  the  biotech  industry's  so-called 
"inant  method  of  using  gene-al- 
macteria  or  yeast. 


In  contrast,  transgenic  animals  can 
not  only  make  fiendishly  complex  pro- 
teins but  can  often  do  it  at  a  fraction  of 
the  cost.  After  all,  scaling  up  production 
is  easy.  "You  viitually  stick  the  animals 
in  a  field  and  let  them  get  on  with  it 
themselves,"  says  JuHan  Cooper,  coo  of 
PPL  Therapeutics.  In  fact,  the  biggest 
cost  of  making  drags  in  animal  "biofac- 
tories"  is  purifying  the  desired  sub- 
stance ft'om  the  animals'  milk,  not  cre- 
ating the  animals  in  the  fu'st  place. 

The  ability  to  make  lai-ge  amounts  of 
once  rare  drugs  cheaply  could  bring 
new  uses  for  the  drugs,  says  biotech 
analyst  and  Senior  Vice-President 
Mary- Ann  Gray  of  Raymond  James  & 
Associates.  William  Drohan,  senior  di- 
rector of  plasma  development  at  the 
American  Red  Cross,  for  instance,  ex- 
pects that  large  amounts  of  fibrinogen 
will  make  possible  everything  from 
bandages  and  powders  that  rapidly 
stanch  bleeding  to  an  expanding  foam 
that  can  plug  internal  holes  from  gam- 
shot  wounds.  "It's  the  first  major  change 
in  treating  bleeding  since  gauze  was 


discovered  8,000  years  ago,"  he  says. 

Just  making  proteins  in  bulk,  how- 
ever, isn't  a  very  sexy  or  lucrative  busi- 
ness. That's  why  companies  such  as 
Pharming  and  ppl  hope  to  become 
drug  developers  as  well  as  transgenic 
experts.  One  of  ppl's  lead  products,  for 
instance,  is  a  natural  enzyme  called  al- 
pha-l-antitrypsin.  It  can  dampen  the 
inflammatoiy  reaction  that  damages  the 
lungs  of  cystic  fibrosis  patients.  Previ- 
ous clinical  trials  were  inconclusive  be- 
cause companies  couldn't  supply  enough 
of  the  protein  to  test  it  properly.  Now, 
ppl  has  700  transgenic  sheep  making 
the  protein  in  their  milk.  Phase  II  clin- 
ical trials  are  under  way  in  Britain, 
with  U.  S.  trials  expected  later  this 
year.  "If  it  can  reduce  the  inflammatoiy 
response  as  we  hope,  it  will  add  many 
years  to  people's  lives,"  says  Dr.  Robert 
J.  Beall,  president  of  the  Cystic  Fibro- 
sis Foundation. 

Scientists  see  even  bolder  things 
ahead.  They  envision  knocking  out  the 
gene  for  the  proteins  that  tui'n  lethal  in 
mad  cow  disease,  for  instance,  creating 
herds  of  cattle  impervious  to  the 
scourge.  As  the  cloning  of  adult  ani- 
mals becomes  more  efficient,  companies 
plan  to  use  cloning  to  copy  valuable  an- 
imals such  as  top  semen-producing 
bulls.  And  they  expect  to  create  pigs 
with  added  human  genes  and  deacti- 
vated pig  ones,  so  that  pig  organs  can 
be  transplanted  in  people  without  being 
rejected. 

MANY  FAILURES.  But  all  of  this  faces 
daunting  scientific  and  regulatory  hur- 
dles. Indeed,  researchers  ai'e  stCl  strag- 
gling to  understand  why  cloning  leads 
to  far  more  failed  pregnancies  and  dead 
or  deformed  animals  than  to  successful 
five  births.  "We  need  to  find  out  why 
99%  of  attempts  are  failures,"  says 
doner  Tanja  Dominko  of  the  Oregon 
Regional  Primate  Research  Center. 
"It's  still  one  of  the  biggest  problems  in 
the  industry." 

Then  comes  the  challenge  of  produc- 
ing viable  medical  pi-oducts.  "Ti*ansgen- 
ics  and  cloning  are  at  a  crossroads,"  as- 
serts Paul  Rohricht,  U.  S.  business 
development  manager  for  ppl.  "We  have 
to  prove  oiu'selves  by  getting  products 
in  the  chnic  and  approved."  It  can  be 
difficult  to  purify  drags  made  in  ani- 
mals' milk.  And  because  these  are  radi- 
cal new  methods,  regulatory  agencies 
will  be  looking  for  extra  proof  that  the 
products  are  safe.  Once  those  hurdles 
ai-e  cleai'ed,  Dolly  and  the  whole  biotech 
barnyard  wall  be  much  more  than  sci- 
entific curiosities. 

By  John  Carey  in  Washmgton,  with 
Geoffrey  Smith  in  Boston 
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HOW  THE  INTERNET  WORKS: 
ALL  YOU  NEED  TO  KNOW 

To  see  how  big  carriers  could  control  the  online  world,  you  must  understand  its  structu 

Finally.  After  nine  months  of  nasty 
public  sparring  witJi  competitors 
and  intense  regulatory  scrutiny, 
WorldCom  Inc.  is  on  the  verge  of  clear- 
ing the  highest  hurdles  to  its  proposed 
$S7  billion  merger  with  .MCI  Conununi- 
cations  Corp.  On  July  8,  the  European 
Commissio)i  gave  its  tentative  blessing 
to  the  deal — only  after  forcing  MCi  to 
sell  off  its  entire  Internet  business  and 
making  the  company  agree  not  to  solic- 
it its  existing  Net  customers  in  the  fu- 
ture. The  U.S.  Justice  Dept.  and  the 
Federal  Communications  Commission 
will  probably  give  the  green  light  in  the 
next  several  weeks. 

Wiats  occurring  is  iiothing  less  than 
the  first  antitrust  debate  over  the  Inter- 
net. The  issues  now  being  decided  are 
likely  to  set  precedents  that  will  affect 
how  quickly  the  Net  grows  and  which 
companies  will  play  leading  roles  in 
its  evolution. 

Still,  many  of  the  key  issues  in  the 
debate  are  not  well  uiulerstood.  For  one, 
people  fi)ul  the  idea  of  Internet  domi- 
nance baffling.  The  Net's  growth  has 
been  so  explosive — in  the  number  of 
users,  Web  sites,  and  even  carriers  of 
Net  traffic — that  it's  difficult  to  under- 
stand how  one  company  or  a  handful  of 
companies  could  dominate  it.  To  un- 
derstand why  there  are  concerns,  you 
need  to  understand  how  the  Internet 
backbone  functions.  Wliat  follows  is  an 
exa)ni)iation  by  Washington  Corre- 
spondent Catherine  Yang  on  how  the 
backbone  works  (Did  why  large  carri- 
ers have  the  potential  to  control  the  Net. 


How  does  E-mail  travel  on  the  Internet 
to  reach  someone  far  away? 

Wlieii  Jennifer,  who  lives  in  Pasadena, 
Calif.,  wants  to  send  an  E-maU  message 
fi'om  her  home  computer  to  her  mother 
in  Washington,  D.  C.,  she  uses  a  local 
Internet  service  provider  (isp)  such  as 
EarthLink  Network  Inc.  EarthLink 
gives  Jennifer  access  to  the  Internet, 
much  in  the  way  that  an  on-ramp  puts  a 
Iriver  on  the  national  highway  system. 
After  Jennifer's  computer  makes  a  lo- 


WHAT 
WORRIES 
THE  FEDS 

In  order  to  provide 
the  ubiquity  that  lies 
at  the  heart  of  the 
Internet,  a  company 
that  wants  to  carry 
Net  traffic  has  to 
connect  with  other 
Net  carriers.  Wliat 
concerns  government 
regulators  is  that  if 
one  carrier  gets 
much  bigger  than 
the  others,  the  giant 
will  be  able  to  exert 
control  over  the  fees 
and  terms  of  inter- 
connection. Already, 
three  Internet  back- 
bone carriers — MCI 
Communications, 
Sprint,  and  World- 
Com— provide 
connections  to 
roughly  75%  of 
Internet  destinations, 
according  to  Board- 
watch  Magazine. 
Smaller  companies 
attract  the  remaining 
traffic  by  offering 
lower  prices  or 
better  customer 
seivlce. 


J  Suppose  USER  A  m  New  York  wants  to  send  ; 
across  the  Internet  to  USER  Z  in  Seattle.  Use 
customer  of  Zippy  inc.,  a  small  Internet  ser\ 
provider  (ISP),  and  User  Z  uses  a  different  I 
act  like  on-ramps  to  put  drivers  on  the  Infor 
Highway  system. 

2  To  connect  its  customers  to  the  Net,  Zippy  c 
with  a  company  that  links  Zippy  to  the  rest 
Internet.  Zippy  chooses  one  of  the  smaller  c 
Frontier. 

2  Zippy  sends  its  traffic,  including  User  A's  E- 
Frontier.  But  Frontier's  network  is  not  linked 
ISP  of  User  Z,  so  Frontier  needs  to  contract 
another  Internet  carrier  to  route  User  A's  E-; 
mail.  There  are  two  ways  Frontier  can  hook 
up  to  another  carrier:  as  a  PEER  or  as  a 
CUSTOMER. 


PUBLI 


W  JRL 
CO 
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;lei)h(jne  chII  to  EaithLink's  local 
of  modems,  Jennifer  tN^jes  in  her  E- 
Tiessage  and  liits  "send."  Based  on 
s  E-mail  address,  EarlhLink  will 
nize  that  Mom  is  a  customei-  of  an 
Washington  called  Erols  Internet 
laithLink  will  then  send  the  E-mail 
Internet  "backbone  provider,"  such 
Coi-p.,  to  route  it  along  its  way. 

is  a  backbone  provider  and  why  is 
lortant  on  the  Internet? 

)one  providers  are  the  Internet 
s  that  typically  own  and  lease  long- 
iber-optic  cables  spanning  a  large 
1.  They  also  own  the  communica- 
jeai'  that  dii'ects  traffic  over  the  In- 


ternet. There  are  only  a  handful  of  major- 
backbone  provider,  including  MCl,  World- 
Com, Sprint  Coip.,  (;te,  and  p.siNet  Inc. 

Backbone  providers  connect  to  each 
other  to  exchange  data  between  their 
customers.  They  also  pick  up  and  deliv- 
er traffic  for  a  fee  from  the  7,000  or  so 
smaller  ISPs,  who  give  residential  and 
small-business  users  access  to  the  In- 
ternet. Backbone  carriers  are  like  the 
highway  system  over  which  most  of  the 
freight  of  the  Internet  travels  to  reach 
its  destination. 

How  did  the  current  backbone  providers 
come  to  be? 

When  the  Internet  was  still  a  govern- 


ment-run system,  there  was  only  a 
single  Internet  backbone:  the  NSFNET, 
operated  by  the  National  Science 
Foundation,  which  connected  the  re- 
gional government-funded  Internet  net- 
works that  were  run  by  various 
research  universities.  When  the  gov- 
ernment privatized  the  nsfnet  in  1995, 
companies  such  as  MCI,  UUNET  Tech- 
nologies (now  owned  by  WorldCom), 
BBN  (now  owned  by  GTE),  and  PSINet 
stepped  into  the  breach  by  setting  up 
commercial  Internet  backbone  services. 
Now,  instead  of  one  nsfnet  backbone, 
there  are  many  of  them  that  link  to- 
gether to  provide  the  global  connectivi- 
ty that  is  the  Internet. 

Why  is  one  company's  dominance  of 
the  Internet  backbone  potentially  anti- 
competitive? 

MCI  and  WorldCom  handle  the  traffic 
for  many  of  the  Internet's  most  popular 
Web  site  destinations,  as  well  as  the 
Web  sites  of  many  large  companies. 
Customers  of  other  Internet  caniers — 
both  backbone  providers,  such  as  gte 
and  Sprint,  and  iSPs,  such  as  Erols  or 
MindSpring — will  want  to  reach  the 
popular  Web  site  destinations  and  cus- 
tomers served  by  MCT-WorldCom.  That 
could  give  MCi-WorldCom  leverage  to 
charge  unfairly  high  prices  for  linkups. 
And  those  high  costs  of  interconnection 
could  make  it  harder  for  new  entrants 
to  survive.  There  are  exceptions,  how- 
ever, including  America  Online  and  Mi- 
crosoft Network,  which  use  multiple 
backbone  providers — so  there  ai-e  alter- 
native routes  to  their  customers. 

Do  MCI  and  WorldCom  have  a  large 
enough  share  of  the  Internet  to  squeeze 
competitors? 

Pi-obably.  Tlie  ec  says  the  two  companies 
together  would  dominate  457(  to  65%  of 
the  revenues  and  traffic  of  the  Internet 
backbone.  Ti-ustbusters  believe  that's 
enough  for  MCi-WorldCom  to  impose  un- 
fair prices  and  to  thwart  competition. 
MCI  and  WorldCom  vehemently  disagree 
with  the  EC's  market-share  figiu-es,  say- 
ing that  they  jointly  account  for  a  mere 
20%  of  all  revenues  on  the  Internet. 

In  truth,  little  reliable  market-share 
data  is  available  because  the  amount  of 
traffic  transpoited  by  various  caniers  is 
pi'oprietary  information  under  private 
contracts.  The  Justice  Dept.  sent  out 
civil  subpoenas  to  major  Internet  carri- 
ers eaiiier  this  year  to  determine  these 
numbers.  However,  it  has  not  yet  re- 
leased its  findings.  The  EC  developed 
its  market-share  data  with  the  help  of 
industry  players. 

How  do  Internet  companies  connect  to 
each  other? 

Wlien  the  nsfnet  was  privatized,  the 


]  USER  A  ^ 

wpY  4  Internet  carriers  decide  that  they're 

|C»  peers — generally  of  equal  size — they  exchange 

traffic  with  each  other  for  free.  They  do  this 
either  by  connecting  their  networks  directly  or 

3  by  linking  at  a  "public  peering  point."  There 

are  about  40  public  peering  points  in  the 
U.S.  where  dozens  of  Net  carriers  set  up  their 
communications  gear  side  by  side  and  share 

TjPR  traffic.  Frontier  and  GTE,  for  example,  are 

peers. 

] 

^  If  one  Internet  backbone  provider  is  not  ac- 
j  cepted  as  a  peer  by  another,  the  rejected 

:  company  has  to  become  a  customer  in  order 

i  ^  to  send  data  across  the  other  company's  net- 

J  work.  MCI  does  not  consider  Frontier  a  peer, 

)  ^       so  Frontier  pays  "transit"  fees  to  the  larger 

I  B      ^  carrier. 

> 


ILIC 
tING 
NT 


MCI 


53^ 


Sprint 


USER  Z 

The  largest  carriers — 
WorldCom,  MCI,  Sprint, 
and  GTE — typically  consider 
each  other  peers  and  ex- 
change traffic  without 
charging  fees. 

Since  Frontier  is  a  cus- 
tomer of  MCI,  the  E-mail 
can  go  from  User  A  to 
User  Z. 
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government  set  up  three  locations  in 
the  U.  S.  where  various  Internet  back- 
bone companies  could  place  their  com- 
munications gear  side  by  side  and  con- 
nect to  each  other.  These  so-called 
"public  peering  points"  are  in  Chicago, 
Palo  Alto,  Calif.,  and  Pennsauken,  N.J. 
Later,  the  government  sanctioned  two 
industry-mn  public  peeling  points  called 
Metropolitan  Access  Exchange  East  and 
West — MAE-East,  in  Vienna,  Va.,  and 
MAE-West  in  San  Jose,  Calif. 

The  problem  was,  as  the  Internet 
grew,  the  public  points  became  over- 
burdened and  traffic  slowed  at  these 
bottlenecks.  So  backbone  ■■■■■■■■ 
providers  started  making 
arrangements  with  each 
other,  called  "private  peer- 
ing." These  are  direct,  bi- 
lateral connections  between 
two  carriers  in  which  no 
fees  are  charged. 


works,  such  as  Omaha-based  Level  3 
Communications  Inc.,  ai-e  finstrated  that 
they  haven't  been  able  to  stiike  peering 
agi'eements  with  major  backbone  pro- 
viders. They  fear  that  the  established 
backbone  companies  have  an  incentive 
to  keep  them  out  of  the  game,  since 
the  new  players  could  overtake  the  old- 
timers  with  their  well-capitalized,  next- 
generation  networks.  "The  veiy  people 
Level  3  has  to  interconnect  with  are 
the  veiy  people  who  have  the  most  to 
lose,"  says  Ron  Vidal,  senior  vice-presi- 
dent at  Level  3. 

Smaller  backbone  providers  say  they 


Top  Internet  Backbone  Companies 


Market  share  based  on  percentage  of 
Internet  service  providers  connected  to  a  company's  network 


peers  now,  but  there  is  a  lot  of  dis 
sion  about  whether  they  should.  I 
industry  experts  say  the  Internet  n 
to  develop  some  payment  scheme, 
ter  all,  it  is  now  a  commercial,  pr 
making  business,  not  a  governr 
ft'eebie. 

But  the  industry  has  not  figured 
how  to  calculate  who  owes  wha 
whom.  Without  an  industry  standar 
government  regulation,  smaller  coi 
nies  fear  that  larger-  ones  will  set  t 
charges  in  an  arbitrary  and  discrin 
toiy  fashion.  There  could  be  a  Ic 
"cockamamie  measurements," 
^^^^^H  Leonard  Kleim-ock,  an 
ternet  founder  and  con: 
er  science  professor  at 
University  of  Californi 
Los  Angeles. 


How  does  a  backbone  com- 
pany get  to  become  a 
"peer"? 

Lar-ge  backbone  companies, 
such  as  MCI,  WorldCom, 
Spi-int,  and  gte,  all  have 
their  own  separ'ate  criteria 
for  which  companies  they 
will  accept  as  peers — that 
is,  the  carriers  with  which 
they'll  exchange  traffic  with- 
out any  payment.  Backbone 
car-riers,  such  as  GTE  and 
Sprint,  often  do  not  make 
these  criteria  pubhcly  avail- 
able— but  others  do.  World- 


MCI  COMMUNICATIONS  launched  its  commercial  backbone  service  in 
1994,  after  having  helped  build  the  NSFNET,  the  government-sponsored 
predecessor  to  the  Internet.  MCl's  top  Internet  engineer,  Vinton  G.  Cerf, 
co-invented  the  packet-switching  protocol  that  is  the  basis  of  Net  com- 
munications today.  MCI  has  agreed  to  be  acquired  by  WorldCom. 
Market  share:  31% 

SPRINT  started  its  commercial  service  in  1992  and  now  sells  to  both 
residential  and  business  users.  Sprint  has  filed  complaints  with  both 
U.S.  and  European  regulators  over  the  Internet  wallop  of  the  MCi-World- 
Com  merger.  Market  share:  22% 

WORLDCOM  When  WorldCom  bought  Internet  company  UUNET  Technolo- 
gies in  1996,  along  with  its  parent  phone  company  MPS  Communica- 
tions, WorldCom  CEO  Bernard  Ebbers  professed  not  to  appreciate  the 
Internet,  Since  then,  WorldCom  has  become  an  Internet  leader,  gobbling 
up  ANS  Communications  and  CompuServe  in  1997.  Customers  include 
America  Online  and  Microsoft  Network.  Market  share:  20% 


What  is  the  solution  to 
guarding  competition  or 
Internet? 

Since  the  Internet  was 
vatized,  it  has  growr 
leaps  and  bounds  into 
markably  successful 
munications  medium  i 
out  government  regul; 
— and  most  want  it  to 
that  way. 

But  the  Internet  has 
tured  to  a  point  that 
uniform  rules  are  ne 
to  safeguar'd  competi 
As  a  first  step,  exj 
argue  that  backbone 
viders  should  have  to 
close  the  criteria  foi 


Com's  UUNET  Internet  unit,    coming  a  peer.  This  v 


for  instance,  requires  peers 
to  have  a  national  netwoi'k 
that  will  connect  with 
UUNET  at  four  or  more  lo- 
cations with  superfast  DS-y 
lines,  which  transmit  infor- 
mation at  45  million  bits  of 
data  per  second. 

Big  backbone  companies  ar-e  getting 
piclder-  about  theii-  peer-  selection  because 
they  feel  that  they  can't  afford  to  shar"e 
the  huge  investments  they  have  made 
in  theu"  networte  with  all  comei-s.  "Phys- 
ically, we  cannot  possibly  peer  with  all 
7,(X)0  ISPS,"  says  Jolin  W.  Sidgmore,  vice- 
chairman  of  WoridCom.  The  companies 
that  don't  meet  their  criteria  have  to 
become  paying  customer's,  much  like  isPs, 
or  look  around  for  other  backbone 
providers  who  will  peer  with  them. 

Can  new  entrants  in  the  backbone  busi- 
ness compete  successfully? 

It's  more  difficult  now  to  become  a  peer*. 
Carriers  building  high-capacity  net- 


GTE  entered  the  backbone  business  last  year  when  it  bought  BBN 
which  helped  build  the  first  government-run  Internet,  ARPANET,  in  1969 
GTE,  a  critic  of  the  MCl-WorldCom  merger,  filed  an  antitrust  lawsuit 
opposing  the  deal.  It  offers  service  to  5,000  business  customers  and 
500,000  dial-up  residential  users.  Market  share:  4% 


DATA:  BUSINESS  WEEK,  BOARDWATCH  MAGAZINE 

often  don't  know  why  they're  r-ejected 
as  peer-s.  They'i'e  afi'aid  the  big  compa- 
nies use  secret  and  arbitrary  criteria  to 
deny  them  peering  relationsiiips,  thus 
raising  their  costs  and  harming  their 
sei'vice.  The  old-guard  companies  say 
they  are  turning  them  down  because 
these  newcomers  often  don't  have  many 
customers.  They  say  they  will  accept 
the  newbies  as  peer's  once  they  build 
up  significant  tr-affic  to  exchange.  There 
are  no  industry  or  gover'nment  stan- 
dar'ds  for  peering  criteria. 

Do  the  largest  backbone  providers  charge 
each  other? 

Backbone  providers  aren't  charging 


allow  companies  to 
whether  they  ai'e  beinj 
criminated  against. 

An  industr'y  gr'oup  ( 
the  Global  Intei'net 
ect — whose  member; 
elude  such  major  bacl* 
provider's  as  MCi,  gte 
AT&T — is  developing  a  longer-ten 
lution.  The  gi'oup  advocates  a  fai' 
public  system  under  which  all 
bone  pr'oviders  would  pay  each 
for  carr-ying  Net  ti'affic. 

"We  need  a  market  mechanis 
ensure  peering  for  all,"  says  E 
Schulman,  pr'esident  of  AT&T  Wor 
Service,  a  project  member.  Mai 
sues  need  to  be  woi'ked  out,  incl 
who  would  do  the  policing.  Still,  \ 
clear  payment  system,  those  wh 
afford  to  pay  the  price  can  be 
peers.  Peering  would  be  deteri 
by  the  market  rather  than  by 
vate  company  with  its  own  cor 
tive  inter'ests. 
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OF  ONE'S  OWN 

Women  flock  to  iVillage  for  info  and  community 


It's  9  a.m.  on  a  Thursday,  and  the 
messages  in  the  recipe  chat  room  on 
iVillage's  Web  site  are  flying  fast. 
Members  exchange  advice  about  making 
jams  and  preserves  between  running  to 
the  kitchen  to  get  Pop-Tarts  and 
bathing  theii'  chikh'en.  For  iVillage,  it's  a 
regular  day  in  the  neighborhood.  "The 
sense  of  community,  togetherness,  and 
support  is  what  this  is  all  about,"  says 
Brenda  Hafer,  who  began  visiting  iVil- 
lage during  her  pregnancy  2}A  yeai's  ago 
and  now  manages  chats  on  the  site. 

Women  are  becoming  a  force  on  the 
Net,  and  iVillage  is  reaping  the  benefits. 
After  years  of  being  dramatically  un- 
derrepresented,  women  now  make  up 
43%  of  online  users,  up  from  35%  in 
1996.  What's  more,  55%  of  next  year's 
fli'st-time  Net  users  are  expected  to  be 
women,  forecasts  Forrester  Research 
Inc.  Why  the  increase  now?  As  the 
number  of  U.  S.  homes  with  pes  climbs 
to  a  predicted  45%  next  year,  the  Web 
is  fast  becoming  more  of  a  communica- 
tions medium  for  the  masses. 

That  could  make  iVillage,  the  No.  1 
women's  site,  the  Lifetime  channel  of 
the  Web.  With  its  infoiTnation  on  topics 
r'anging  from  parenting  to  retirement 
planning,  iVillage  already  is  drawing  a 
crowd.  In  May,  the  New  York-based 
startup  pulled  in  more  than  3  million  dif- 
ferent users.  That's  fewer  than  one-tenth 
the  number  of  visitors  to  the  No.  1- 
ranked  Yahoo!  site,  yet  it's  more  than 
twice  the  viewership  of  rival  women's 
sites,  including  those  backed  by 
magazine  giants  Heai-st  and  Conde 
Nast  Publications,  according  to  rat- 
ings service  Media  Metrix. 
PROFITS  IN  VIEW.  Revenue  is  ris- 
ing, too;  It  is  expected  to  triple 


there  ai-e  some  1,400 
ongoing  discussion 
boards,  which  bring 
together  groups  of 
like-minded  women 
who  share  experi- 
ences or  help  each 
other  solve  prob- 
lems. Such  ex- 
changes have  been 
at  the  core  of  the 
company's  strategy 
since  it  launched  its 
flagship  Parent  Soup 
site  in  Januaiy,  1996, 
on  the  Web  and  on 
America  OnHne  Inc., 
which  owns  15%  of 
iVillage.  "Women  are 
so  pragmatic  and 
time-pressed — they  use  the  Web  to  find 
out  how  to  get  things  done,"  says  Chief 
Executive  Candice  Carpenter,  a  single 
mother  of  two  children,  a  rock  climber, 
and  a  former  Outward  Bound  team 
leader  who  came  up  with  the  idea  for 
iVillage  while  working  as  a  consultant 

to  AOL. 

Still,  iVillage's  early  lead  doesn't  guai-- 
antee  continued  success.  Some  sites,  in- 
cluding HomeAits  and  CondeNet,  have 
deep  pockets  and  the  ability  to  cross- 
promote  across  other  media  properties. 
"We  have  brand — that's  important  when 
people  are  dealing  with  a  new  medi- 
um," says  Kathiyn  Creech,  general  man- 
ager for  HomeArts,  which  is  owned  by 

A  TOUR  OF  IVILLAGE 


FIRM  GRIP:  CEO  Carpenter  (a  an  ex-Uutwurd  Bound  It 


Hearst,  the  publisher  of  Cosmopc 
and  Redbook  magazines.  If  iVilla 
going  to  keep  its  lead,  it  needs 
ways  of  directing  people  to  its 
says  analyst  Yvette  DeBow  of  Ji 
Communications. 

HIGHER  PROFILE.  iVillage  is  hatch 
scheme  to  broaden  its  appeal.  Last 
the  startup  created  an  imibrella  si( 
der  the  iVillage  name  and  added 
new  information  areas — includii 
nance,  relationships,  and  working 
home.  The  company  also  is  expa 
its  Better  Health  site,  which 
health  infonnation.  And  iVillage  is 
ing  to  get  its  name  out  more  a\ 
sively.  By  summer's  end,  it  expe 
announce  a  pailnership  wit! 
broadcasting  company  tha 
give  it  wider  promotion. 

iVillage  also  has  big  pli 
cash  in  on  E-commerce.  V 
typically  make  about  75% 

this  year,  to  $20  milhon,  and  dou-     -"-i""-- J 1"'-   purchases  in  the  brick-an( 


BETTER  HEALTH  Launched  on  the  Web  in 
September,  it  offers  chat  and  information  on 
subjects  ranging  from  heart  disease  to  cancer 


ble  again  in  1999,  says  Hambrecht 
&  Quist  analyst  Paul  Noglows, 
who  also  predicts  profits  next 
year.  Those  results  have  iVillage 
pondering  a  public  offering  later 
this  year  or  early  next  year. 

What   is  iVillage's 
Above  all,  it  has  created  a  sense 
of  belonging  that  keeps  people 
coming  back.  At  any  one  time. 


PARENT  SOUP  This  flagship  Web  site  caters 
to  parents  by  offering  daily  family  polls,  chats 
with  doctors,  and  a  book  club  that's  part  of  a 
partnership  with  Amazon.com 

ARMCHAIR  MILLIONAIRE  Teamed  with  personal- 


tar  world,  and  that  is  exi? 
to  be  min'ored  in  cybersp;?' 
March,  the  company  ac 
iBaby,  a  Web  site  that  sells| 
products,  and  iVillage  plan^ 
quire  more  retailers,  includii 


appeal?    !L"3"_<^_^J_^af'_^!j"_^U'.llo_°^ler^  th^t  sells  health  products.] 


IBABY  Bought  E-commerce  site  to  launch 
iVillage's  retail  strategy;  offers  20,000  products 


all,  in  iVillage's  view,  the 
woman's  world. 

By  Heatlier  Green  in  Ne 
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know 


more 


)f  a  road  by  having 
travelled  it 
than  by  all  the 
conjectures  and 
descriptions 
in  the  world. 


-  William  Hazlitl 


ZURICH 


drawing  on  years  of  experience  to  help  you  cover  new  ground.  Providing  you  v^ith 
)vative  insurance,  financial  protection  and  investment  management.  Globally.  And  locally. 
The  Zurich  Group.  Building  relationships,  solution  by  solution. 


i-American  •  800-382-2150  •  www.zurichamerican.com 


'UT  toughest  problems.  For  more  answers,  better  answers,  visit  www.compaq.com/me  or  call  1-800-AT-COMPAQ. 


Media 


TELEVISION 


WILL  THE  NIELSEN 
SPIN-OFF  BE  A  HIT? 

It  all  depends  on  how  well  it  handles  new  technologies 


Any  near-monopoly  can  expect  a 
certain  amount  of  bellyaching 
from  its  customers.  And  Nielsen 
Media  Research  Inc.,  which  pro- 
vides the  television  ratings  on  which 
the  sale  of  $42  billion  worth  of  adver- 
tisements each  year  is  decided,  is  no 
exception.  "The  May  sweeps  were  a  dis- 
aster," giipes  David  F.  Poltrack,  senior 
vice-president  for  reseai'ch  and  planning 
at  CBS  Corp.  "The  industry  became 
aware  just  how  bad  a  measui'ement  ser- 
vice Nielsen  was  providing."  For  Niel- 

  sen,  fending  off  such 

DIMLING:  Seeing  jabs  has  become 
Nielsen  as  even  more  critical 

master  of  its  since  July  1,  when  it 
oivv  desfivif          hpcame  a  stand-alone 


public  company  for  the  first  time  in  its 
49-year  history. 

Nielsen  finds  itself  flying  solo  at  a 
time  when  it  is  enjoying  hefty  profits 
but  also  facing  mounting  challenges. 
Plans  by  several  of  its  disgruntled  cus- 
tomers to  launch  a  competing  service 
are  gathering  steam,  and  Nielsen  is 
spending  heavily  to  head  them  off  and 
prepare  for  the  launch  of  digital  tv. 

At  the  same  time,  newly  anointed 
chief  executive  John  A.  Dimling,  a  15- 
yeai"  Nielsen  veteran,  has  foimd  that  in- 
dependence comes  with  tight  purse- 
strings.  Nielsen's  former  parent. 
Cognizant  Corp.,  was  itself  a  spin-off 
fr-om  the  old  Dun  &  Bradstreet  Corp., 
comprising  Nielsen  and  health-care  re- 


HOW  NIELSEN  RATES 

As  the  television  ratings  service  begins  life  as 
a  public  company,  Nielsen  faces  uncertainty 

THE  GOOD  NEWS  

•Proliferating  cable  channels  add  customers 
•A  competitor  funded  by  the  networks  may 

never  get  off  the  ground 
•Strong  cash  flow  no  longer  flows  to  parent 

Cognizant 

•Plans  to  measure  Internet  usage  could  fuel 
growth 

THE  BAD  NEWS  

•Declining  broadcast  base  as  cable  grows 
•Broadcasters  openly  discredit  ratings 

system  and  threaten  to  start  rival 
•Spin-off  leaves  Nielsen  saddled  with  $300 

million  in  new  debt 
•  Has  to  spend  heavily  to  prepare  for  digital  TV 


search  firm  IMS  Health.  But  IMS,  let 
Cognizant's  fonner  executive  team, 
off  debt  free  with  $640  million  in  ( 
while  Nielsen  was  avrarded  no  cash 
$S00  million  in  debt.  "There  are  a  li 
things  going  against  them  at  the 
set,"  says  analyst  James  D.  Dough 
at  Prudential  Securities.  At  least  Ni( 
is  now  the  master  of  its  own  des 
says  Dimling,  free  to  pursue  new 
enues,  such  as  measuring  usage  or 
Internet.  "As  PCs  and  TV  converge? 
think  we  really  need  to  be  there  t 
able  to  measure  both,"  he  says. 

Today,  Nielsen's  main  business 
sists  of  two  ratings  operations.  Ont 
national  service  built  around  elect 
"people  meters"  wired  to  TV  sets  in 
homes.  The  other,  which  measures  ' 
ership  in  211  local  markets,  uses  th 
chaic  pr-actice  of  recruiting  couch  jxji 
during  quarterly  sweeps  periods  to  : 
ble  what  they're  watching  in  di; 
Customers  have  long  bristled  t 
Nielsen's  shortcomings,  from  its  me 
ology  to  its  pricing.  In  the  recent 
sweeps,  for  instance,  response  rates  ■ 
local  diary  samples  were  abysmally 
but  Nielsen  stood  by  its  numbers. 
"NO  GUARANTEE."  Now,  digital  b 
sion  presents  a  whole  new  ratings 
lenge.  Whereas  current  meters  me 
only  the  chan: 
TV  is  tuned  to, 
tal  TV  can  t 
mit  several  si 
through  a  s 
channel,  and  ex 
meters  won't  b(| 
to  measure  accil 
ly  who  is  wa 
what.  Nielserl 
spent  almost 
million  develof| 
new  digital 
but  even  itsp 
regulatory  ip 
concede  there  f 
guarantee"  it  vj 
adopted. 

Even  a.s  it 
gles  to  adapt 
dependence  ancj 
nological  ch 
Nielsen  is  a 
spinner.  It  gen 
operating  inco| 
$21.3  million  ( 
million  in  sales 
quarter  ende- 
31.  Getting  gij 
though,  won' 
easily.  Somej 
come  from  w, 
over  more  Id 
kets  to  its  ele 
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3rs  and  by  sij^ning  on  new  cable 
nels.  And  Dimling  has  hopes  for  a 
intial  kicker"  from  new  Internet  and 
al-TV  gizmos.  Nielsen  and  Microsoft 
).,  for  example,  have  teamed  up  to 
lop  a  ratings  system  that  can  mea- 
television  viewing  through  PC:s  using 
lows  98.  This  year,  Nielsen  is  also 
ling  a  service  that  will  monitor  home 
)uter  usage  and  market  the  results 
'eryone  from  advertisers  to  software 
lopers. 

igh-tech  doesn't  come  cheap,  how- 
.  Although  it  will  have  to  spend 
of  its  cash  flow  on  servicing  its 
y  inherited  debt,  Nielsen  is  plan- 
to  plov/  as  much  as  $110  million  be- 


sgruntled  customers 
are  getting  closer 
0  launching  a  rival 
ratings  service 


n  this  year  and  2000  into  new  com- 
r  systems  and  the  rollout  of  the 
aJ  meter — double  its  outlay  of  the 
ious  three  years. 

elsen  has  little  choice  but  to  spend, 
alition  of  29  broadcasters,  adver- 
;,  and  agencies  has  been  sponsoring 
I  million-plus  pilot  project  of  a  new 
il  metering  system  devised  by  Sta- 
al  Research  Inc.,  of  Westfield,  N.  J. 
5  currently  sohciting  letters  of  in- 
from  broadcasters  and  if  it  gets  a 
million  commitment,  plans  to 
:h  a  new  national  service  within 
i^ears. 

>0A?  However,  without  cable  gi- 
Tui-ner  Broadcasting  System  Inc. 
Viacom  Inc.'s  mtv  Networks — no- 
abstainees  from  the  SRi  project — 
lances  are  considered  dicey.  Larry 
man,  Turner  Broadcasting^s  presi- 
of  sales  and  marketing,  isn't  sure 
tU  actually  produce  better  research 
Nielsen.  "We  beheve  the  Nielsen 
is  fundamentally  accurate,"  says 
man.  But  others,  hke  Tim  Brooks, 
r  vice-president  of  research  for  usA 
/orks,  worry  that  without  the 
it  of  SRI,  Nielsen's  service  won't 
nue  to  improve. 

bhcly,  Dimling  plays  down  SRl's 
:es  and  notes  that  Nielsen  has  out- 
1  past  rivals  like  Ai-bitron  Co.  But 
does  he  cope  with  his  customers 
ing  him  and  angling  to  launch  a 
etitor?  "We  don't  try  to  retaliate 
st  them  by  producing  lower  rat- 
-tempting  though  that  might  be," 
lys  slyly.  Indeed,  rating  well  may 
e  best  revenge. 
By  Ridiard  Siklos  in  New  York 


Are  you  satisfied 
with  the  performance 
of  your  current  IRA? 


Maybe  it's  time  to  transfer  to  T.  Rowe  Price. 

The  new  IRA  laws  may  have  started  you  thinking  about  the 
performance  of  your  current  retirement  investments.  Are  they 
performing  as  well  as  they  could  be?  As  you  know,  even  a 
small  improvement  in  your  average  annual  return  today  can 
significantly  increase  your  retirement  income  tomorrow. 

For  this  reason,  we  would  like  you  to  compare  the  performance  of 
your  current  retirement  investments  with  these  two  proven  performers 
from  T.  Rowe  Price. 

Equity  Income  Fund  seeks  substantial  income  and  long-term 
capital  appreciation  by  investing  in  stocks  of  established  companies 
paying  above-average  dividends.  The  fund  may  be  appropriate 
for  retirement  investors  interested  in  protecting  their  purchasing 
power  and  cushioning  their  assets  against  volatility  through 
dividend  income. 

Blue  Chip  Growth  Fund  seeks  long-term  capital  appreciation 
by  investing  in  established  companies  with  strong  market  positions 
in  growing  industries.  The  fund  may  be  appropriate  for  retirement 
investors  primarily  seeking  capital  growth  that  may  exceed 
inflation  over  time  and  who  are  willing  to  assume  market  risk. 


How  $10,000  Invested  3/31/88 
Would  Have  Grown  vs.  Competitors' 


How  $10,000  Invested  6/30/93 
Would  Have  Grown  vs.  Competitors* 


H  Equity  Income  Fund 

El  Lippcr  Equity  income  Tunds 

S46,3SI—  ^ 

Average 



41,7S6—  Tt 

■  Blut  Chip  Growth  Fund  S2y,S|y- 
0  Lippcr  Growth  Funds  Average 


36.23%,  20.55%,  and  16.58%  are  Equity  Income 
Fund's  average  annual  returns  for  the  1-,  3-,  and  10- 
year  periods,  respectively,  as  of  3/31/98.  Chart  shows 
cumulative  total  return  from  3/31/88  to  3/31/98. 


45.17%,  31.98%,  and  25.59%  are  Blue  Chip  Growth 
Fund's  average  annual  returns  for  the  l  year,  3-year, 
and  smce  inception  periods,  respectively,  as  of  3/31/98. 
Chart  shows  cumulative  total  return  from  the  fund's 
inception  on  6/30/93  to  ,V31/98. 


Why  wait?  Transfer  today.  Call  24  hours  to 
receive  a  free  IRA  Investing  Kit  and  prospectus 

1-800-541-8364 

www.  troweprice.  com 


Invest  With  Confidence 

TRoweR-ice 


*Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  Past  performance  cannot 
guarantee  future  success  Read  the  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor 
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The  New  Rules, 

Mastering  the  Challenges  of  the  New  Economy 


THE     1998    BUSINESS  WEEK 


America  has  witnessed  an  economic  revo- 
lution. The  result:  a  radically  different 
economy  in  which  the  "digital  industries" 
set  the  pace  and  old  habits  of  business  are 
replaced  by  new  skills. 

In  September,  Business  Week  will  bring 
together  today's  most  prominent  business 
leaders  to  consider  the  challenges  executives 
face  in  this  transformed  business  world. 
These  economic  pioneers  will  relate  prac- 
tical and  hard-won  knowledge  as  they 
redefine  economic  theory  and  business 
practices  for  today's  chief  executive. 

Join  us  at  The  1998  Business  Week  CEO 
Summit  and  learn  how  to  play  -  and  win  - 
by  the  new  rules. 


Sanford  Weill 

Chairman  &  CEO, 
Travelers  Group 


Michael  Bloo» 

Founder  <i7  CE\ 
Bloomberg  Finari 
Services 
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RETAILING 


JUST  FOR  FEET 
IS  MAKING  TRACKS 

Its  "big-box"  shoe  stores  have  walked  all  over  rivals 


Anita  MoUica  is  obsessed  with  tennis 
shoes.  The  mother  of  two  used  to 
spend  days  scouring  stores  in  Birm- 
ingham, Ala.,  for  the  perfect  pair  until 
she  discovered  Just  For  Feet  Inc.  On  a 
recent  visit,  Mollica  browsed  the  tod- 
dler section  for  her  2-year-old.  Nearby, 
while  rock  music  blared,  a  boy  prac- 
ticed his  jump  shot  on  the  store's  half 
court.  "The  selection  is  great,  and  the 
kids  have  a  ball,"  says  Mollica. 

That's  music  to  the  ears  of  Harold 
Ruttenberg,  Just  For  Feet's  CEO.  From 
a  single  store  10  years  ago,  Ruttenberg 
has  built  the  fastest-growing  athletic- 
shoe  retailer,  averaging  104%  annual 
growth  since  1994.  His  "big-box"  stores 
stock  4,000-odd  styles — 10  times  as 
many  as  most  rivals.  Combining  choice, 
service,  and  entertaining  promotions. 


Ruttenberg  has  doubled  his  share  of 
the  $12.4  bilhon  U.  S.  athletic-shoe  mar- 
ket in  the  past  two  years,  to  4%,  ac- 
cording to  analyst  Marcia  L.  Aaron  of 
BT  Alex.  Brovm  Inc. 

As  industry  giants 
such  as  Ventacor's  Foot 
Locker  struggle  with 
management  problems 
and  outdated  merchan- 
dise. Just  For  Feet  has 
bucked  a  four-year,  23% 
decline  in  industry  sales 
to  hit  a  record  $479  mil- 
lion in  revenue  in  1997. 
"They've  revolutionized 
this  industry,"  says  Ren- 
ny  Smith,  managing  di- 
rector of  Thomas  H.  Lee 
Co.  Smith's  buyout  firm 


JUST  FOR  FEET'S 
FAST  BREAK 


DATA:  COMPANY  REPORTS,  BT  ALEX  BROWN  ESTIMATE 


FAST  FOOTWORK:  Ruttenberg  doubl 
his  share  in  sports  shoes  in  two  yec 


recently  sold  its  Sneaker  Stadium  ] 
chain  to  Ruttenberg  and  now  holds 
million  shai'es  of  Just  For  Feet.  Aa 
expects  the  293-store  chain  to  earn  $f 
million  this  year,  up  from  $34.3  mUlior 

1997.  She  thinks  sales  will  jump  439i 

1998,  to  $682.5  million. 

The  stock  has  not  had  as  smootl 
climb.  A  move  last  year  into  sma: 
stores  worried  Wall  Street  and  c^ 
bined  with  industrywide  weaknesss 
depress  the  shai-es  from  31  in  Janu^ 
1997,  to  12'/:  last  August.  A  chang(i 
accounting  on  store-opening  expensci 
from  an  aggi'essive  12-month  writej 
period  to  a  more  conservative  pracji 
of  taking  all  charges  at  the  time  of  ( 
opening — forced  the  company  to  resi 
earnings.  That  didn't  help  the  st'i 
either.  Steady  results  since  have 
the  shares'  climb  back  to  a  recent  l 
BOOTING  UP.  Just  For  Feet's  advam 
is  its  speed  in  recognizing  shifts  in  t; 
In  1996,  when  shoemakers  offen 
daunting  number  of  styles  linked  to 
Olympics,  Just  For  Feet  stocked 
widest  selection.  The  next  year,  v 
hiking  boots  hit  big,  most  sneaker  cI 
lost  out.  But  Just  For  Feet  had 
to  stock  up  its  existing  boot  selecti 
A  typical  Just  For  Feet  stor 
15,000  to  25,000  sq.  ft.  Mall-basei 
vals  such  as  Foot  Locker  and  Foota 
USA  Inc.  average  4,000  to  6,000 
size  lets  Just  For  Feet  buy  in  bulk 
negotiate  discounts,  Ruttenberg 
of  15%  to  20%.  That  is  passed  c 
customers  in  each  store's  Combat  /i 
where  discounts  can  reach  70%. 

To  humanize  his  big  spaces,  the| 
has  designed  stores-within-a-stcj 
booths  filled  exclusively  with  one 
er's  apparel  and  footwear.  At  the 
Vegas  store,  goods  from  Nike  Incj 
housed  beneath  a  video  wall  broaci 
ing  the  brand's  commercials.  Elsev 
Timberland  boots  climb  a  mock  wl 
fall.  "In-store  preJ 
like  that  is  just  a| 
portant  an  asset 
as  an  athlete  endl 
ment,"   says  Bill 
Sweeney,  senior 
president  and  gel 
manager  of  Reebc| 
ternational  Ltd.'s 
America  division. 

Ruttenberg  dii 
stop  with  selectioj 
spends  hundred! 
thousands  of  doVTi 
year  training  hisf 
Managers  must  S 
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distribution  option,  so  you  can 
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ate  fi-om  Just  For  Feet  University, 
three-week  program  that  includes  ever 
thing  from  foot  anatomy  to  setting  i 
store  displays.  A  $750>000  two-w, 
satellite  system  lets  manufacturers  su 
as  New  Balance  Athletic  Shoe  Ir 
beam  training  tutorials  to  Just  For  Fe 
salespeople.  New  Balance,  which  offe 
an  average  of  four  different  widths  j 
sneaker — compared  with  one  at  Ni 
Inc. — says  training  was  a  big  factor 
boosting  the  brand,  No.  6  nationally,  ■ 
the  No.  3  seller  at  Just  For  Feet. 

Selection  and  training  have  help  I 
the  chain  outpace  the  competition.  / 
cording  to  analyst  David  G.  Magee 
Robinson- Humphj-ey  Co.,  an  Atlanta 
vestment  bank,  Just  For  Feet  st( 
sales  average  $650  per  sq.  ft,,  more  tl 
twice  the  $250  that  mall  stores  av 
age.  But  there  have  been  challenges  i 
shai-p  growth  in  inventoi^y  was  a  pr>- 
lem  until  Just  For  Feet  installed  inf 
mation  systems  to  help  bring  the  st 
level  down.  It  fell  22%,  from  $152  r 
sq.  ft.  in  1996  to  $119  in  1997. 
"A  MIRACLE."  Ruttenberg  says  he  wos 
by  trial  and  error  Plenty  of  ideas  hiC 
vanished  hke  out-of-style  sneakers.  Gie 
are  the  in-store  nursery  ("Too  busyi*^ 
it,"  says  Ruttenberg)  and  a  $100,()(KI  > 
ve-through  window.  'Things  weren't  ■  . 
planned  in  the  beginning,"  he  s;.- 
"When  I  look  back  on  it,  it  was  jiL-^t  \  -< 
luck  and  a  miracle  that  it  worked." 

A  South  African  native  who  staiw 
by  selling  Levi's  jeans  out  of  his  nr 
Ruttenberg  came  to  the  U.  S.  in  197 at 
the  age  of  34  with  only  $30,000.  k 
opened  a  sportswear  store  in  a  m; 
few  years  later,  but  after  five  yu'i 
couldn't  afford  the  rent.  That's  wheihf 
built  a  10,000-sq.-ft.  store  right  outdi 
the  mall  stocked  only  with  his  best-sl 
er:  athletic  shoes. 

After  a  decade  following  this  succeiii 
model,  Ruttenberg  is  heading  bac't' 
the  mall.  In  1997,  he  bought  two  reiffl 
al  chains,  adding  86  smaller  stores.  Q» 
Athletic  Attic,  these  stores  maiiii) 
many  of  Ruttenbei'g's  big-box  traits  it 
eluding  a  smart  staff,  the  store- with-fay 
store  pattern,  and  a  generous  sto<j*| 
1,500  styles.  Located  in  strip  malls,  MS 
ai-e  meant  to  open  up  regional  maiel 
but  avoid  intra-mall  competition. 

Analysts   expect   the  mall-b^ 
stores,  starting  from  a  small  bas! 
grow  twice  as  fast  as  big  boxes-h- 
year.  "I  get  accused  all  the  time  di^.^ 
ing  too  risky,"  says  Ruttenberg,  blj;^ 
you  have  to  take  lisks  in  this  busieS.^j 
in  order  to  succeed."  So  far,  the  |sl<, 
are  paying  a  nice  premium.  j 

By  Nicole  BVi,^ 
in  Birmingham^ 
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COMIVIENTARY 

By  Brad  Wolverton 


GOODWILL  DOESNT  MU(E  FOR  GOOD  GAMES 


orld  Series  and  America's  Cup 
trophies — two  of  the  highest 
honors  in  sports — adorn  Ted 
imer's  14th-floor  office  atop  cnn 
'nter  in  Atlanta.  But  the  sporting 
ent  that  matters  most  to  him — the 
)odwill  Games,  which  he  created  in 
86 — is  far  from  the  winner's  circle, 
fact,  this  fourth  installment  of  the 
mes,  opening  on  July  19  in  New 
irk,  will  pile  at  least  $25  million 
to  the  $109  milhon 
losses  they  have 
3ked  up  since  they 
;re  started. 
The  games  were  es- 
Dlished  to  promote 
;l-good  relations  be- 
een  the  U.S.  and  So- 
!t  Union  during  the 
d  war.  And  Turner's 
ople  always  bragged 
it  they  didn't  care 
out  the  losses:  They 
Te  making  the  world 
'e  for  democracy.  But 
ce  the  collapse  of 
nmunism,  the  Good- 
I  il  Games  have  strug- 
I 'd  for  an  identity  in  a 
I  urated  sports  mar- 
I  :.  Now,  the  games  must  prove 
]  ;ir  mettle  under  the  scrutiny  of 
I  iV  parent  Time  Warner  Inc. 

Unfortunately,  this  version  of  the 
I  odwill  Games  will  be  a  mere  re- 
!  nal  event  in  a  poorly  chosen  lo- 

e.  New  York  might  be  the  world's 
i  gest  media  market,  but  it's  home 
\  a  notoriously  tough  crowd:  Of  the 
I  ),000  tickets  available  this  sum- 
I  r,  just  180,000  had  been  sold  with 
I  y  two  weeks  left  before  the  open- 
'  '  festivities. 
MN  YANKEES.  Games  officials  antic 
te  heavy  walk-up  sales  in  re- 
mse  to  a  late  advertising  blitz 
nng  the  15-day  event  in  which 
itestants  compete  for  prize  mon- 
— a  total  of  $5  million — in  popular 
mpic  sports  such  as  figure  skat- 
,  track  and  field,  swimming,  and 
nnastics.  However,  the  athletes 
1  also  be  competing  against  the 
netown  Yankees,  who  own  the 
t  record  in  baseball  this  season, 
I  the  surprisingly  strong  Mets. 
1  send  my  clients  to  the  theater 


first,"  sniffs  Martin  E.  Blackman,  a 
sports-marketing  consultant  who  ad- 
vised Miller  Brewing  Co.  to  pass  on 
the  games. 

At  least  you  can  read  the  reviews 
before  going  to  the  theater.  Sponsors 
never  know  what  they're  getting 
with  the  Goodwill  Games.  In  St.  Pe- 
tersburg, Russia,  in  1994,  the  first 
few  days  of  the  swimming  competi- 
tion had  to  be  canceled  because  the 


NO  POINT?  Jackie  Joyner-Kersee  will  compete  iri  the  games 


pool  water  was  green.  And  only  one 
day  before  the  ice  skating  competi- 
tion was  scheduled  to  begin,  the  rink 
had  no  ice.  After  those  games,  which 
lost  $40  milhon,  just  4  of  14  corpora- 
tions renewed  their  sponsorships. 
This  year,  big-name  sponsors  include 
Sony,  Gillette,  Anheuser-Busch,  and 
Johnson  &  Johnson. 

To  keep  the  sponsors  happy,  exec- 
utives at  Time  Wamer  believe  that 
they  have  come  up  with  a  remedy 
for  all  the  snafus:  Cut  fat  and  micro- 
manage  everything.  The  result:  In- 
stead of  25  competitions  with  3,000 
athletes,  there  will  be  15  television- 

TED'S  FOLLY 


YEAR 

HOST  CITY 

LOSSES 

1986 

MOSCOW 

$26  MILLION 

1990 

SEAHLE 

$44  MILLION 

1994 

ST.  PETERSBURG 

$39  MILLION 

1998 

NEW  YORK 

$25  MILLION* 

'Projected 


DATA:  GOODWILL  GAMES 


friendly  sports  vrith  only  1,500  ath- 
letes. A  clever  new  finals-only  foraiat 
will  highhght  the  three  prime-time 
hours  of  coverage  nightly  on  TBS. 

And  Time  Wamer  has  inn  some 
13,000  TV  advertising  spots,  many  of 
which  promote  the  Goodwill  Games' 
new  mission.  What  is  that  mission? 
Well,  that's  where  things  get  a  little 
fuzzy.  What  is  essentially  TV  pro- 
gramming for  Turner  is  being  sold  as 
charitable  entertain- 
ment. "People  aren't 
going  to  go  out  and 
just  watch  raw  sports," 
says  Goodwill  Games 
President  Michael  P. 
Plant.  "You've  got  to 
entertain  them  and 
give  them  a  cause  to 
come  out  for." 
NEW  BOUNCE.  So  Time 
Warner's  music  busi- 
ness has  lined  up 
Brandy,  Ray  Charles, 
and  Hootie  &  the 
Blowfish  to  play  at  the 
opening  ceremonies. 
Halftime  shows  will 
feature  bungee 
jumpers  and  sky- 
divers.  And  1%  of  the  $200  million 
cost  to  stage  the  games  will  be  do- 
nated to  the  Boys'  &  Girls'  Clubs 
of  America  and  unicef.  "It  hasn't 
worked  out  as  the  mini-Olympics 
Turner  wanted,  so  now  we're  see- 
ing Ted's  giant  cocktail  party,"  says 
David  M.  Carter,  a  University  of 
Southern  California  sports-business 
professor. 

That  might  be  a  little  harsh,  but 
it's  true  that  cHcker-crazed  TV  sports 
fans  could  care  less  about  noble  sen- 
timents. They  demand  rivalries  and 
upsets — Donovan  Bailey  pushing 
Michael  Johnson  to  another  world 
record  in  the  100 — and  all  in  a  con- 
text that  means  something.  Without 
the  nationalistic  fei"vor  and  traditions 
of  the  Olympics,  the  Goodwill  Games 
are  little  more  than  a  sports  exhibi- 
tion. And  for  a  top-shelf  sportsman 
like  Ted  Turner,  they  just  don't  fit 
the  trophy  case. 

Wolverton  writes  about  sports 
from  Atlanta. 
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BUSINESS  WEEK'S  ANNUAL  GUIBE  TO  RETIREMENT 


Strategies  for  retiring  later,  investing  smarter 
and  living  a  more  active  lifestyle 


ILLUSTRATIONS  BY 
STUART  BRIERS 


etii'ement  isn't  wliat  it  used  to  be.  For 
decades,  working  people  aspired  to  put 


Rin  theii-  time  on  the  job,  then  head  olif 
to  a  life  of  leisiu'e.  That's  changing — 
;md  in  a  big  way.  Americans  ai'e  li\Tng 
longei'  and  staging  healtliier.  As  a  re- 
sult, dming  the  past  five  yeai-s,  they 
have  stretched  their  working  lives — after 
decades  of  earlier  and  eaiiier  retirement. 

With  77  million  baby  boomers  approaching 
then-  golden  yeai's,  this  is  only  the  start.  A 
new  BUSINESS  WEEK/Harris  Poll  shows  that 
75%  of  relatively  well-to-do  baby  boomers  ex- 
pect to  keep  working  after  they  retu'e  fi'om 
then-  cuiTent  cai-eei-s  (page  88).  That  decision 
requii'es  new  planning.  In  oui*  1998  Guide  to 
Retii'ement,  we  give  you  strategies  youll  need. 


E5 


A  new  approach  to  financial  plannii 
cnicial.  In  the  past,  you've  been  told  as 
approach  age  65  to  skew  your  asset  mix 
from  stocks  and  towai-d  bonds  and  other, 
conservative,  investments.  But  now,  th 
an  excellent  chance  you'll  live  at  least  20 
past  the  traditional  retirement  age,  so 
can  take  more  risk  to  beat  inflation  anc 
comfortably  (page  76). 

If  you  would  rather  not  figiu'e  out  the 
er  asset-allocation  nux  yoiu'self,  a  new 
time-targeted  mutual  fund  can  do  it  for 
You  pick  a  portfolio  that  coiresponds  to 
projected  retirement  year,  and  as  the 
approaches,  the  investment  mix  become 
risky  (page  86).  To  quell  the  feai"  of  out 
your  savings,  you  can  turn  to  several  im 


m 

is 


51 
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cing  strategies  (page  80).  They  could  be 
ally  useful  if  the  stock  mai'ket  cools  off 
siring  boomers  start  cashing  in  their 
i  a  few  years  down  the  road  (page  92). 
ire's  more  to  retirement  than  tending 
nest  egg.  You  may  want  to  stay  em- 
i — not  just  out  of  necessity,  but  because 
ijoy  holding  a  job,  want  to  combat  bore- 
Dr  have  a  yen  for  a  second  career  (page 
To  augment  your  professional  life  or  sat- 
longtime  yearning,  perhaps  you'd  like  to 
college  or  get  a  PhD  (page  106).  In  ad- 
to  pursuing  a  second  career,  you  might 
X)  use  your  life  skills  helping  others  as  a 
;eer  in  a  school  for  troubled  teens  or 
for  indigent  patients  (page  110).  For- 
*resident  Jimmy  Carter  has  found  ful- 
it  in  volunteerism  around  the  world — 
)ok  a  little  time  off  to  explain  what  it 
1  to  him  (page  112). 

active  retirement  can  mean  travel.  But 
the  tour  bus.  A  number  of  travel  com- 
i  sponsor  trips  to  exotic  locales  that 
X)  seniors  with  a  penchant  for  adventure 


i'. 

1 

1 

i 

y 

\  >  f 
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(page  102).  And  one  of  the  big  decisions  is 
whether  to  move  to  a  new  place.  A  condo  on 
the  golf  course  may  not  be  the  ticket.  How 
about  keeping  busy  in  a  bustling  college  town 
(page  98)?  Of  course,  you'll  have  to  stay  in 
shape.  That's  where  joining  a  sports  team  or 
club  of  like-minded  athletes  can  make  staying 
healthy  fun  (page  104). 

Even  if  fitness  is  your  goal,  you  still  may 
need  a  httle  help  from  technology  as  your 
eyesight  or  dexterity  wanes.  Fortunately,  de- 
vices such  as  progi'ammable  hearing  aids  and 
software  that  turns  computer  print  into  speech 
can  make  life  easier  (page  96).  And  don't  for- 
get that  more  and  more  online  resources  are 
becoming  available  (page  94). 

There's  no  question  that  retirement  can 
open  up  a  new  and  satisfying  world.  "Many 
people  are  no  longer  willing  to  walk  out  the 
ofBce  door  and  just  play  golf,"  says  Stephen  P. 
Barnes,  head  of  Barnes  Investment  Advisory 
in  Phoenix.  An  active  retirement  can  really 
become  the  best  years  of  your  life. 

By  Toddi  Gutner  in  New  York 
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formulas  no  longer  apply 

Income  Strategies,  Page  so 
Keeping  cash  flowing 

Mutual  Funds,  Page  86 
An  easy  way  to  keep  the 
asset  mix  up-to-date 
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Additional  online  material  can 
be  found  at 
www.businessweek.com. 
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RETIREMENT  GUIDE 


PERSONAL  FINANCE 


ASSET  ALLOCATION 


The  New  Math 
Of  Retirement 


''Retirement  is  very  different  than  it 
was  even  15  years  ago.  It  is  becoming  a 
tra^tsition  state,  not  an  end  to  itself." 

—  Ross  Levin,  president  of  Accredited 
Investors  Inc.,  an  Edina  (Minn.)  financial 
consultant 


ihether  your  retirement  goal  is 
[money  or  fulfillment,  surveys 
suggest  that  most  baby  boomers  now  want  to  work 
(liuing  theii'  golden  yeai^s.  This  ti-ansfonnation  of  re- 
tirement from  kick-back-at-60  to  a  more  active  pe- 
riod of  life  can  give  you  a  new  degree  of  flexibility 
in  planning  your  financial  future. 
Working  longer  can  allow  your  retirement  portfolio  to  ex- 


Many  tried-and-true 
formulas  may  not 
apply  when  you  live 
-and  work-longer 


pand  by  compounding  for  a  greater  pei 
of  time.  Starting  a  second  career,  sliift 
to  pail-time  work,  or  joining  the  staff  < 
nonprofit  organization  can  also  let  you  t 
more  investment  risks — and  potenti; 
get  gi'eater  returns — as  long  as  you  c 
tinue  to  earn  a  current  income.  But 
passing  of  the  classic  retirement  pattei- 
making  long-term  savings  and  invesin 
planning  a  lot  more  challenging. 

If  you're  planning  a  partial  or  late  retirement,  what's 
right  asset  mix  for  you?  It  may  not  be  the  tried-and-tnae  . 
mula  yoiu'  broker,  accountant,  or  financial  planner  dishes  ; 
'Teople  should  not  put  too  much  faith  in  the  standard  nile 
thumb  when  it  comes  to  asset  allocation,"  says  Hemy  1 
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anking  and  finance  law  professor  at  the  University  of 
Law  School  in  Austin.  "You  need  to  think,  'How  does  a 

f  investments  fit  into  my  particular  situation?' " 

eed,  many  common  investment  guidelines  are  mislead- 
the  new  world  of  retii-ement.  For  example,  one  maxim 

:o  subtract  youi"  age  from  100  to  figui*e  out  the  right 

itage  of  e(|uities  in  youi-  retirement  portfolio.  If  you're 

at  would  mean  45%  equity 

5%  fixed  income.  But  that 

;  rule  takes  only  youi-  age 

ccount.  It  doesn't  include 
wiHingness  to  weather 

s  in  the  market,  let  alone 

er  you  currently  enjoy  job 

ty,  are  about  to  go  thi-ough 

hird  coiporate  downsizing, 

n  to  continue  working  well 

our  70s. 

how  about  the  common 


r  into  fixed-income  securi- 
t  retirement?  Sure,  that 
ive  you  more  curi'ent  in- 
to live  on,  but  you  may  be 
tianging  youi'self.  "With  life 
;ancy  increasing,  equities 
lay  a  bigger  role  in  retii'e- 
to  protect  you  against  in- 
i  and  to  provide  asset 
1,"  says  Michael  T.  Daley,  a 
vice-president  at  cigna 


Asset  Allocation  Helpers 


STICATED  AIDS.  These 
ons  shouldn't  leave  you  in 
r.  Despite  the  hoiu's  people 
picking  mutual  funds  and 
ig  out  the  market's  every  tviist,  economic  research 
its  that  asset  allocation  will  be  the  main  determinant  of 
tortfolio's  long-term  peribmnance.  Fortunately,  the  task 
iting  an  optimal  asset  allocation  for  yourself  has  been 
easier  with  sophisticated  computer  software  and  Web 
table).  And  many  companies  are  offering  employees  a 
sneration  of  retii'ement  financial  planning  models  as  pait 
r  benefits  packages. 

give  you  a  head  start,  we  turned  to  Financial 
es  Inc.,  a  Palo  Alto 
I  advisory  finn  found- 
William  F.  Sharpe, 
Stanford  University 
nist  and  Nobel  laui-e- 
age  78).  Using  com- 
nathernatical  models, 
;ial  Engines  has  pre- 
some  asset  allocation 
gies  that  estimate 
ostponing  retirement 
lopting  more  aggres- 
iavings  and  invest- 
techniques  could  fat- 
'our  portfolio — and 
the  risks  are  of  do- 


can't  get  rid  of  some 
ainties.  Who  knows 
;uch  things  as  invest- 
returns  and  tax  and 
in  rates  will  be  when 
tart  drawing  down 
ivings?  "Thei-e's  a  risk 


PRODUCT/WEB  SITE 

DESCRIPTION 

FINANCIAL  ENGINES 

Asset  allocation 

www.financialengines.com 

information 

MORNINGSTAR 

Let's  you  fine-tune  a 

www.morningstar.net 

portfolio 

PROSPER 

Ernst  &  Young's  personal 

www.ey.com 

finance  software 

QUICKEN  FINANCIAL  PLANNER 

Extensive  planning 

www.quicken.com 

software 

RETIRE  SECURE 

Price  Waterhouse 

www.pwcglobal.com 

Cooper's  retirement  aid 

S&P  PERSONAL  WEALTH 

Standard  &  Poor's 

www.personalwealth.com 

asset  allocation  model 

SMARTCALCS 

All  the  basics  are 

www.smartcalc.com 

covered 

T.  ROWE  PRICE 

Good,  simple 

www.troweprice.com 

"what  if"  program 

VANGUARD 

Solid  online 

www.vanguard.com 

retirement  planning 

you  won't  reach  youi-  goal,  no  matter  how  good  a  saver  you 
are,"  says  Robert  J.  Garner,  national  director  of  Ernst  & 
Young's  pei-sonaJ  finance  consulting  pi-actice.  But  it's  cincial  to  tl*y 
to  bullet-proof  your  portfolio  as  much  as  possible.  "As  long  as 
you  develop  a  reasonable  undei-standing  of  the  trade-off  be- 
tween i-isk  and  return,"  says  Shaipe,  "you'll  probably  do  0.  K." 
One  thing  you'll  see  immediately  from  njnning  various 
asset  allocation  scenaxios  is  how 
staying  active  longer  can  make  a 
big  difference  to  your  savings. 
Let's  take  a  median  U.  S.  house- 
hold in  its  50s — call  them  the 
Smiths.  After  accounting  for 
their  debts,  they  have  accumu- 
lated a  net  wealth  of  $325,000, 
including  pensions,  Social  Secu- 
rity, and  housing.  Economists 
James  Moore  and  Olivia  S. 
Mitchell  of  the  Wliaiton  School 


$380,000  by  the  time  they  hit  62. 
To  maintain  pi-e-retii'ement  con- 
sumption levels  if  they  retire  at 
62,  the  Smiths  will  need  to  stait 
saving  an  additional  16%  of  theu- 
annual  earnings  I'ight  now.  By 


to  age  65,  however,  the  Smiths' 
nest  egg  will  swell  to  $420,000 
and  the  i-equu-ed  additional  sav- 
ings will  drop  to  7%  of  their  an- 


Now  let's  take  another  exam- 
ple: a  risk-averse  50-year-old 
earning  $100,000  a  yeai-  who  we'll 
call  Jim.  He  is  putting  10%  of  his 
salary  into  a  401(k)  plan,  ciui-ently  worth  $600,000.  Financial 
Engines  estimates  that  if  he  puts  two-thirds  of  his  money 
into  bonds  and  one-tliir-d  into  equities,  he'll  have  only  a  34% 
chance  of  r'eacliing  his  retir-ement  goal:  an  annual  income  of 
$80,000  a  yeai;  figuiing  retir-ement  at  65.  If  Jim  waits  until  he's 
70  to  retii'e,  however,  hell  have  a  75%-  pr-obability  of  hitting  that 
$80,000  goal.  Jim  could  fiuther-  stack  the  odds  in  his  favor  by 
saving  mor-e  every  year  or  by  putting  some  money  into 
risker — but  potentially  mor-e  r-emimer-ative — investments,  such 


Retire  Later  and  Reap  tlie  Rewards 

You're  50,  earn  $100,000  a  year,  and  have  $600,000  in  your  401(k).  You  want  to  retire  at  65 
v*ath  a  retirement  income  of  $80,000  annually,  adjusted  for  inflation  but  excluding  Social 
Security.  If  you  invest  consei-vatively,  what  is  the  chance  you'll  reach  your  goal?  And  how 
much  of  a  difference  would  it  make  if  you  invested  more  aggressively,  boosted  your  savings 
rate,  or  postponed  retirement  to  70? 


SAVINGS  RATE/  ASSET  MIX 


CHANCE  OF  MEETING  YOUR  GOAL  »  RISK  LEVEL* 


RETIRE  AT  65 

RETIRE  AT  70 

Save  10%  Of  salary  In  401(k) 

Invest  63%  in  high-quality  bond  fund,  37%  in  equity-income  fund 

34%  •  9% 

75% » 9% 

Save  10%  of  salary  in  401(k) 

Invest  37%  in  high-quality  bond  fund,  63%  in  equity-income  fund 

51%»  12% 

80% •12% 

Save  30%  of  salary  in  401(k)  and  other  plans 

Invest  50%  in  equity-income  fund,  50%  in  small-cap  growth  fund 

82%*20% 

97%  •  10% 

*There  is  an  estimated  1  in  20  chance  ot  your  losing  at  least  this  much  of  your  retirement  assets  in  the  next  12  months  if  markets  perform  poorly. 

DATA:  FINANCIAL  ENGINES  INC 
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as  growth  stocks  and  intemation- 
al  equities. 

Indeed,  the  essence  of  asset 
allocation  is  the  balance  between 
risk  and  expected  return.  For 
example,  from  1970  to  1997,  30- 
day  Treasury  bills — the  classic 
risk-free  investment — returned 
an  average  of  6.8%  annually.  But 
the  value  of  T-bills  fluctuated,  on 
average,  by  only  2.7%  a  year.  By 
contrast,  stocks  have  offered  the 
highest  potential  returns,  but 
also  greater  risks.  Over  the  27- 
year  period,  the  Standard  & 
Poor's  500-stock  index  had  an 
average  annual  return  of  13%), 
with  its  value  swinging  up  and 
down  an  average  of  16%.  But  af- 
ter 16  years  of  a  bull  market 
and  recent  returns  closer  to  20% 
or  30%,  "people  seem  to  be  mak- 
ing the  assumption  that  stocks 
ai'en't  that  risky  anymore,"  says 
Mark  Motzel,  manager  of  asset 
allocation  at  American  Express.  Stanley  E. 
Hargrave,  principal  owner  of  ims/cpas  &  As- 
sociates in  Riverside,  Calif.,  puts  it  another 
way:  "Someday,  these  high  rates  of  return 
have  got  to  come  down." 

That's  why  it  pays  to  heed  the  age-old 
mantra  of  spreading  your  assets  among  equi- 
ties, bonds,  and  other  assets  to  diversify  risk. 
And  recalibrate  your  asset  allocation  as  time 
passes  and  your  needs  or  risk  tolerance  change. 
"Most  people  haven't  looked  at  their  alloca- 
tion at  all,"  says  Martin  L.  Leibowitz,  chief 
investment  officer  of  Teachers  Insurance  & 
Annuity  Assn. -College  Retirement  Equities 
Fund.  "They've  let  it  drift  vrith  the  markets." 
DANGEROUS  MISTAKE.  Another  mistake  you 
may  be  making  is  not  "looking  at  your  portfolio 
as  a  whole,"  notes  Meir  Statman,  a  finance  pro- 
fessor at  CahfoiTiia's  Santa  Clara  University. 
You  may  have  segregated  your  assets  by  pur- 
)30se — retirement,  college,  and  so  forth.  "This 
kind  of  'mental  accounting'  is  dangerous  to  your 
financial  health,"  warns  Shaipe.  Why?  Let's  say 
you've  saved  $100,000  in  yow  college  account.  Youi'  child  is  go- 
ing off  to  college  in  five  years,  and  you  have  divvied  up  the 
portfolio  into  20%*  equity  and  80%-  fixed  income.  You  also  have 
$100,000  in  a  retirement  account,  split  into  75%-  equities  and 
25%  bonds.  While  the  allocation  in  each  account  sounds  about 
right,  your  overall  asset  mix  is  52%  fixed  income  and  48%  eq- 
uity. That  may  be  too  conservative.  You  might  be  better  off 
with  a  60-40  mix  of  stocks  and  bonds,  so  "any  short-temi 
shortfalls  can  be  offset  with  long-tenn  gains,"  says  Jeffrey 
Schwartz,  principal  at  Ibbotson  Associates  in  Chicago. 

To  get  the  most  from  your  investments,  focus  on  imder- 
standing  your  risks  and  time  horizon,  and  then  decide  how 
much  to  put  into  stocks,  bonds,  cash,  and  so  forth.  Use  com- 
puter or  Web  programs  to  play  vrith  "what  if'  scenarios  as  you 
come  up  with  the  right  asset  mix,  or  interview  several  financial 
advisers  if  you're  not  up  to  the  task  of  allocating  assets  on  your 
own.  Then,  parcel  out  your  assets  into  taxable  and  tax-de- 
ferred accounts.  For  example,  you  wouldn't  want  to  put  tax-ex- 
empt municipal  bonds  into  a  tax-sheltered  iRA.  The  ira  would 


The  Godfather 
of  Index  Funds 


s  a  grad  student  at  the  Uni- 
versity of  CaUfomia  at  Los 
Angeles  in  the  late  1950s, 
Wilham  F.  Shaipe  was  among 
a  gi'oup  of  intellectuals  whose 
theoretical  insights  became  the 
basis  for  modem  portfolio  theory, 
derivatives,  and  equity-index 
funds.  For  his  work  in  changing 
finance,  Shaipe  in  1990  shared  the 
Nobel  prize  in  economics  with 
Hai-ry  M.  Markowitz  and  Merton 
H.  Miller.  Now  64,  Sharpe  is  still 
going  strong. 

At  an  age  when  many  profs 
are  spending  more  time  on  the 


tennis  court  than  in  the  class 
room,  Sharpe  teaches  at  Stanfoi 
University  and  is  producing  a 
textbook,  Macro-Investment 
Analysis,  on  his  Web  site  {wm^ 
sharpe.stanford.edu).  The  Bosto; 
native  is  also  the  force  behind 
Financial  Engines  Inc.,  a  Net- 
based  company  offering  individi 
als  easy-to-use,  but  sophisticate 
asset  allocation. 
BUY  AND  HOLD.  Sharpe's  best- 
knovra  contribution  to  finance  is 
the  capital  asset  pricing  model. 
Sharpe  showed  that  every  equi 
investor  faces  two  different  risl 
being  exposed  to  the  entire  sto 
market  and  to  the  unique  for- 
tunes of  a  particular  company. 
You  can't  protect  yourself  agaii 
the  former,  he  maintained,  but 
can  do  something  about  the  lat' 
ter  by  diversifying  a  portfolio 
among  numerous  holdings.  One 
implication:  The  optimal  stock 
market  investment  strategy  is 
buy  and  hold  broadly  diversifie 
baskets  of  stocks,  such  as  inde 
funds. 

While  he  does  invest  througl 
some  money  managers,  "most 
my  investments  are  in  equity-i 
dex  funds,"  Sharpe  says,  citing 
how  hard  it  is  to  beat  the  mark 
consistently,  after  adjusting  for 
risk.  In  light  of  the  mai'ket's  sp 
tacular  performance,  Sharpe  do 
see  an  increased  likelihood  it  w 
decline.  But  what  really  conce: 
him  is  that  individuals  aren't  ta 
ing  into  account  the  risks  of  in- 
vesting in  stocks.  Diversificatio 
can  help  moderate  those  risks, 
and  if  anyone  understands  that 
it's  Sharpe. 

By  Christopher  Fa: 


be  a  more  proper  home  for  an  equity-income  fund  whose 
dends  you  want  to  shelter  from  taxes.  A  Roth  IRA, 
peitnits  tax-free  withdrawals  if  you're  at  least  59'A  and 
held  your  account  for  at  least  five  years,  is  especially  attn 

Investment  doesn't  just  mean  long-term  savings.  I: 
New  Economy,  human  capital — brains,  skill,  and  energy— 
creasingly  valuable.  The  returns  of  education  show  up  in 
er  wages  and  greater  job  security,  so  learning  new  skill 
keeping  cui-rent  vrith  advances  in  your  profession  is  an 
way  of  reducing  risk  through  diversification.  "There  is 
gument  for  thinking  of  human  capital,  and  not  just  stoci 
bonds,  as  an  asset  class,"  says  Massachusetts  Institute  of 
nology  economist  An(h"ew  Lo. 

However  you  view  asset  classes,  you  need  to  develop 
location  plan  before  you  retire.  Planning  during  your  p 
tirement  yeai's  and  following  smart  money-management 
ciples  \vill  give  you  greater  odds  of  having  a  comfoj 
income  when  you  finally  decide  to  relax. 

By  Christopher  Farrell  in  St.  Paul, 
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From  publishing  to  financial  services  to  media,  we  help  millions 
of  people  work  smarter.  And  with  over  J_00  brands  a  nd  compa  n  ies, 


such  as  Standard  &  Poor's  and  Business  Week,  we  give  jou  the 
resources  to  make  sure  the  job  is  done  right^  No  matter  where  you  do  it. 


The  McGraw-Hill  Companies 

eping  the  world  tip  to  speed. 


www.mcgraw'^hij!, 
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INCOME  STRATEGIES 


Making  the  Money  Last 
-And  Then  Some 


I  hat's  one  of  the  biggest  concerTis 
'among  retirees?  It's  having  too 
little  money  to  live  on.  Even  if 
yoiu-  income  is  adequate  when  you 
first  retire,  you  may  live  so  long 
that  you'll  bm-n  up  yoiu'  savings. 
This  fear  of  insolvency  will 
only  intensify  as  life  expectancies  increase, 
Social  Security  becomes  more  tenuous, 
and — for  those  still  contemplating  retirement — employer- 
guaranteed  pensions  are  replaced  by  401(k)  savings  plans 
whose  size  depends  largely  on  individuals'  investment  skills. 
What's  alleviating  some  of  the  conceni  is  that  more  people  are 
planning  to  work  longer.  But  even  that  exti-a  income  may  not 
be  enough.  That's  where  products  and  strategies  to  augment 
sources  of  retirement  income  may  help.  True,  boosting  your 
cmrent  income  may  mean  leaving  less  to  youi-  heii's.  But  the 
trade-off  is  peace  of  mind — and  a  more  comfortable  lifestyle, 
perhaps — for  yourself. 

Among  products  you  can  buy  is  an  annuity.  This  is  an  in- 


There  are  numerous 
ways  to  ensure  that 
your  income  stream 
keeps  flowing 


surance  company  contract  that,  sta 
at  age  591^  or  later,  gives  you  a  st 
payment  stream  for  a  specified  peri( 
for  your  life.  You  also  might  want  to 
out  a  reverse  mortgage.  This  lets  you 
row  against  your  home's  value  but 
pone  repayment  until  you  move  oi 
Strategies  for  a  consistent  income  flo 
elude  buying  bonds  with  staggered 
rities  or  stocks  with  differing  dividend  dates. 

Before  you  consider  any  of  these  options,  look  at  yol 
nancial  picture  and  create  a  plan.  If  you've  done  moj 
your  saving  and  are  approaching  the  collection  of  proc 
you  must  deteiTnine  youi"  cash  flow  needs.  Ask  yom^self  | 
youi'  fixed  costs  are  and  how  much  money  you  need  t(l 
annually.  Next,  calculate  how  much  you  can  withdrawj 
year  from  your  retirement  portfolio.  Remember  that  atj 
you  must  take  out  a  certain  amount  each  year  fromj 
401(k)  and  individual  retu'ement  accounts. 

Using  actuarial  tables  that  estimate  your  life  expecj 
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Your  time  is  as  valuable  as  your  money.  That's  why  OLDE  offers  professional  investment  advice  with  commission 
savings.  Most  discount  brokerage  firms  don't  provide  advice:  OLDE  does.  And  unlike  fuU-service/fuU-cost  brokerage 
firms,  OLDE  also  offers  significant  cost  savings.    This  rare  combination  of  advice  with  discount 
commissions  gives  OLDE  the  unique  ability  to  help  you  save  time  and  money  -  a  combination  no  other 
major  national  brokerage  firm  provides. 


With  OLDE,  your  investment  needs  can  be  met  with  one  brokerage  firm.  You'll  receive  more  than 
advice  or  commission  savings  alone;  you'll  receive  both.  Whether  you  are  looking  to  save  for  a  new 
k      home,  start  a  business,  invest  for  your  children's  education  or  secure  your  retirement,  OLDE  can 
■0/      help  with  an  extensive  selection  of  investment  choices  and  innovative  services  that  include: 

•  Money  market  funds 

•  Stocks,  bonds,  mutual  funds  and  unit  investment  trusts 
•  Secure  client  access  to  account  information  via  www.OLDE.com 


One  Brokerage  Firm 

One  Call 
1-800-USA-OLDE 

Or  Check  The  Yellow  Pages 
For  The  Office  Nearest  You 
wiviv.OLDE.com 


America's  Full  Service  Discount  Broker 

©1998„Ol.pf  DiSGOUnJ  Cprporatiofe  lylem^er.MySE  ^  SIPR^i,- , .  ■ 
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and  some  assumptions  about  returns,  you  can  roughly  deter- 
mine how  long  your  retirement  savings  will  last.  T.  Rowe 
Price  Retirement  Planning  software  ($19.95)  can  help  you  do 
this.  Considering  inflation  and  stock  and  bond  market  fluctu- 
ations, you  should  be  conservative.  Farrell  J.  Dolan,  senior 
vice-president  at  Fidelity  Investments,  figures  that  on  a 
portfolio  retui'ning  3%  above  inflation,  you  can  withdraw  4% 
to  6%  annually  while  you're  in  your  60s,  5%  to  7%  in  yom- 
70s,  and  6%  to  8%  in  your  80s. 

With  those  figui'es,  you  can  approximate  whether  your  an- 
nual income  will  cover  your  expenses.  If  there's  a  shortfall, 
you  need  to  act  now.  A  first  step  might  be  to  consider  an  an- 
nuity. There  are  two  ty]Des.  The  tax-deferred  kind  allows 
your  money  to  grow  while  you  put  off  paying  taxes  until 
withdrawal,  either  in  a  lump 
sum  or  over  time.  Immedi- 
ate annuities  invest  a  chunk 
of  money  you've  already 
saved  and  provide  you  with  a 
payment  stream.  Both  types 
can  be  variable  or  fixed.  Vari- 
able annuities  ai'e  invested  in 
mutual  funds;  their  payouts 
depend  on  market  perfor- 
mance. Fixed  annuities  pay 
a  set  amount  regardless  of 
market  changes. 

Despite  the  allure  of 
steady  income,  99%  of  annu- 
ity holders  withdraw  their 
money  in  a  lump  sum  or 
when  they  need  cash,  ac- 
cording to  Eric  Sondergeld,  a 
senior  analyst  at  the  Life  In- 
surance Marketing  &  Re- 
search Assn.  To  encourage 
people  to  opt  for  regular 
payments  instead  of  lump 
sums,  the  industry  is  creat- 
ing more  flexible  plans. 
COMPLEX.  For  example,  sev- 
eral companies  such  as  Key- 
port  Life  Insurance  (877  539- 
7678)  and  Aetna  (800 
238-6254)  allow  holders  to  ex- 
change regxilai'  income  checks 
for  cash  that  liquidates  the 
contract.  Companies  are  also 
allowing  for  withdrawals 
while  continuing  to  pay  in- 
come. In  return  for  gi-eater  liquidity,  clients  may  face  small- 
er payments  and  penalties  for  early  withdrawals. 

Industry  experts  expect  more  people  to  choose  income 
streams,  since  an  annuity  is  still  the  only  pix)duct  that  can  gen- 
erate them  for  a  lifetime.  The  new  inimediate  vaiiable  annuity 
is  populai'  with  those  who  want  to  avoid  the  complex  minimum 
withdrawal  requii-ements  of  iras  and  401(k)s.  So  they're  rolling 
over  retii'ement  accounts,  tax-free,  into  immediate  annuities. 
That's  what  Robert  Bames,  a  76-year-old  I'etired  engineer 
fi-om  Wayland,  Mass.,  did  when  he  invested  his  .$300,000  IRA  in 
a  Fidelity  immediate  variable  annuity.  He — or  his  heirs — will 
receive  about  $6,500  a  quarter  for  at  least  the  next  16  yeai's. 
If  he  lives  longer  than  16  yeai's,  he'U  stUl  receive  the  quarter- 
ly payments,  although  his  heu-s  wUl  then  be  entitled  to  notlilng. 
Because  the  annuity's  principal  can  continue  to  gi-ow  tax- 
defen*ed,  "I  get  all  the  tax  advantages  of  an  ira,"  Barnes 
says.  "But  I  don't  have  to  monitor  the  account  and  the  with- 


How  To  Keep  Your  Income  Flowing 

A  number  of  income-generating  financial  products 
and  strategies  can  help  alleviate  your  fears  of  outliv- 
ing your  retirement  savings. 


PRODUCTS 


REVERSE  MORTGAGES  Loans  that  let  you  borrow  up  to 
75%  of  your  equity  in  your  home,  if  you're  52  or  old- 
er, subject  to  certain  limits.  You  can  receive  a  lump 
sum,  regular  payments,  or  a  line  of  credit.  The  loan  is 
repaid  after  you  move  or  die. 

SHARED  APPRECIATION  MORTGAGES  LoanS  that  give 

you  a  cash  payment  of  up  to  25%  of  your  equity.  The 
loan  is  paid  when  you  move  or  die.  The  lender  gets 


drawals  as  closely,  and  I  get  guaranteed  income  for  '« 
Retired  engineer  Charles  Voelker,  72,  of  Palm  De  i 
Calif.,  didn't  opt  for  lifetime  income.  Instead,  he  invii 
$130,000  of  his  $200,000  portfolio  in  two  10-year  Ke>o 
immediate  vaiiable  annuities,  giving  him  $1,950  monthly.  I 
dies  before  the  decade  is  up,  his  heirs  will  receive  what's  ji 
If  he  outlives  the  contracts,  he'll  get  nothing  extra. 

For  all  the  attractiveness  of  a  guaranteed  monthly  c 
annuities  have  several  weaknesses.  They  have  high  fee 
money  management  and  Insurance  expenses,  plus  penaltit 
eai'ly  withdi-awals.  Annuity  holders  also  pay  income-tax 
of  up  to  39.6%  on  any  capital  gains,  whUe  mutual-fund  ho 
pay  only  a  20%  capital-gains  rate.  In  fact,  some  critics  1 
you'd  be  better  off  making  regular  withdrawals  from 

mutual  funds  Instead  of 
ing  annuities.  But  "syste 
ic  withdrawals  from  mi 
funds  are  a  logistical  n| 
mare  and  don't  providif 
guaranteed  life  income,"! 
tions  Eric  A.  Soils,  a  fmi| 
planner  in  Indian  Wells,  | 
You  also  should  plan  (I 
vesting  only  up  to  15| 
your  savings  in  an  ani| 
"Just  as  you  diversify  | 
portfolio   for  saving, 
should  do  the  same 
you're  taking  income,"f 
ommends  Steve  E.  Noijl 
a   vice-president  wit,' 


Rowe  Price  Associates 
If  most  of  your  cash  i 


first  dibs  on  any  future  appreciation  in  your  home.  up  in  yom-  home,  you  ce 

ANNUITIES  Insurance  company  contracts  that  guaran- 
tee you  an  income  for  any  period  of  time  you  choose, 
starting  from  age  59i^-. 


STRATEGIES 


BOND  LADDERING  You  buy  a  portfolio  of  bonds  whose 
maturities  are  staggered  and  that  have  different  inter- 
est payment  dates.  The  former  protects  you  against 
interest  rate  risk,  while  the  latter  creates  a  regular 
income  stream. 

STOCK  DIVIDEND  LADDERING  You  invest  in  high-yield- 
ing stocks  with  regular  dividends  but  different  payment 
dates.  That  lets  you  generate  a  steady  income  flow. 


!y  wouldn't  sell  it  to  fml 
Immediate  arjiuity.  But  tp 
ing  a  reverse  mortgage! 
can  tap  the  equity  for  ir| 
and  not  become  homiii 
"This  vehicle  unlocks  Hft 
home  equity  and  conve 
into    cash,"  says 
Tiu'kel,  senior  vice-prei 
at  GMAC  Mortgage  in 
sham.  Pa.  (888  737-4622; 
money,  paid  out  as  a 
sum,  in  monthly  installn 
or  set  up  as  a  line  of  ( 
can  be  used  for  medical 


ongomg  expenses,  or  ani 
else.  Because  you're  receiving  loan  proceeds,  you  pay  n 
es  on  the  cash.  The  amount  you  or  youi*  heu's  owe  is  eq 
what  you  received  plus  accumulated  mterest.  But  you'l 
er  owe  more  than  your  home's  value. 

A  reverse  mortgage  was  a  huge  help  to  Betty  Tayl 
who  had  a  cash  cnmch  after  her  husband  died  in  1990, 
her  Social  Security  check  slashed  from  $1,200  to  $ 
month,  she  barely  had  enough  to  cover  her  fixed  m( 
costs  of  $500  plus  a  few  extras.  So  at  her  son's  suggt 
Taylor  went  to  the  Denver  office  of  Wendover  Financia 
vices  Corp.  (800  843-0480)  and  borrowed  $40,000  again 
value  of  her  $90,000  towTi  house  in  Golden,  Colo.  Tayloi 
some  of  the  proceeds  to  pay  off  the  $19,000  balance  c 
original  mortgage.  That  left  a  .$21,000  line  of  credit  to  i 
she  needs.  So  far,  she  has  tapped  it  to  replace  her  fiima 
has  made  a  world  of  difference  in  my  life,"  she  says 

To  qualify,  you  must  be  at  least  62  and  live  in 
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TIBCO  software  connects  all  your  applications,  databases  and  networks.  You  become 
a  global,  real-time,  event-driven  enterprise.  (Over  500  of  the  world's  leading 
corporations  are.)  You  know  instantly  the  relevant  events  that  drive  your  business. 
Your  business  processes  are  integrated  for  smarter,  faster  decisions.  You  reduce 
cycle  times.  You  deliver  customer  service  at  the  highest  level.  You  win. 

See  that  four-leaf  clover?  It's  yours. 


RSTIBCO 


www.tibco.com 


NEW  YORK  CHICAGO  BOSTON  HOUSTON  PALO  ALTO  TORONTO  WASHINGTON  D.C.  LONDON  AMSTERDAM  COPENHAGEN 
STOCKHOLM  FRANKFURT  LUXEMBURG  VIENNA  ZURICH  MELBOURNE  SYDNEY  HONG  KONG  SINGAPORE  TOKYO 

f'  1998  TIBCO  AN  rights  reserved 


RETIREMENT  6UIDE 


PERSONAL  FINANCE 


Reverse  mortgages  are  complicated,  so  you  should  ob 
loan  counseling  before  you  take  one  out.  The  hecm  process 
fact,  requires  counseling,  and  fnma  makes  it  available, 
counselor  should  help  you  consider  alternative  solutions, 
as  renting  out  a  room  in  your  home  or  local  assistance 
grams,  says  Ken  Scholen,  director  of  the  National  Center 
Home  Equity  Conversion. 

In  the  next  six  to  eight  months,  another  mortgage  pro( 
that  amount  increases    that  can  help  generate  income  vdll  1 

Reverse  Mortgage  Resources  "  " ' 


home.  You  can  expect  to  receive  30%  to  75%  of  your  property 
value.  But  some  of  the  proceeds  will  have  to  be  used  to  pay 
off  any  existing  mortgage.  The  older  you  are,  the  more  you 
can  bon'ow  against  your  home's  value.  On  a  $250,000  house,  a 
62-year-old  borrower  can  get  a  maximum  credit  line  of 
$70,280,  or  $452  a  month,  with  a  Federal  Housing  Authority 
Home  Equity  Conversion  Mortgage  (hecm)  loan,  according  to 
GMAC  Mortgage  Corp.  Because  the  estimated  term  of  the 
loan  is  shorter, 

to  $106,737,  or  $840  a  month,  at  age  80 
You  can  get  a  reverse  mortgage  from 
a  lender  affiliated  with  one  of  thi-ee  or- 
ganizations. Fannie  Mae  (fnma)  Home- 
Keeper  and  HECM  are  federal  programs 
with  maximum  loan  limits  of  $227,150 
and  $170,362,  respectively.  Irvine  (Cahf.)- 
based  Financial  Freedom  Senior  Fund- 
ing Coip.  (800  500-5150)  makes  reverse 
mortgages  up  to  $750,000,  but  its  pro- 
gram is  not  as  widely  distributed  as  the 
others  and  it  only  provides  lump  sum 
payments.  "Try  to  go  to  a  lender  that  of- 
fers more  than  one  progi-am,  because 
the  loan  amount  can  vai"y  a  lot  for  the 
same  person,"  says  Patrick  J.  McEnemey,  president  of  bny 
Mortgage  Co.  (800  677-9000). 

RENT  A  ROOM.  Critics  of  reverse  mortgages  say  they're  too 
expensive,  with  closing  costs  mnning  from  $5,000  to  $7,000. 
HECM  loans  also  carry  annual  mortgage  servicing  fees  of 
$360  and  requii'e  insui"ance,  says  Leon  Hai-per,  housing  spe- 
cialist at  the  American  Association  of  Retired  Persons.  And 
interest  rates  can  be  up  to  two  percentage  points  above  con- 
ventional 30-year  home  loans. 

Because  it's  so  costly,  a  reverse  mortgage  makes  sense  only 
if  you  expect  to  remain  in  your  home  fnr  ,it  It-ast  five  years. 


AARP  HOME  EQUITY  CONVERSION  CENTEH 


202  434-6042  www.aarp.org 


FANNIE  MAE 


800  732-6643  www.fanniemae.com 


NATIONAL  CENTER  FOR  HOME  EQUITY  CONVERSION 


612  953-4474  www.reverse.org 


NATIONAL  REVERSE  MORTGAGE  LENDERS  ASSN. 


202  939-1760  www.reversemortgage.org 


marketed  in  England,  the  "shared 
preciation  mortgage"  is  being  devek 
by  SBC  Warburg  Dillon  Reed,  an  in\ 
ment  bank,  for  sale  to  lenders  in 
U.S.  If  you  own  your  home  debt-J 
you'll  be  able  to  receive  up  to  25' 
the  value  in  exchange  for  giving  up 
of  any  future  appreciation. 

Say  your  home  is  worth  $100,000. 
can  get  up  to  $25,000  now,  without 
rent  obligations.  Then  youi*  home's  v 
appreciates  to  $125,000.  If  you  mov 
die,  you  or  your  estate  would  pay 
lender  $18,750,  or  75%  of  the  $2£ 
appreciation,  plus  the  $25,000  principal.  If  your-  home's 
doesn't  rise,  all  you  or  yom*  heirs  will  owe  is  $25,000. 

If  your  problem  is  one  of  ample  assets  but  not  em 
ready  income,  bond  and  stock  dividend  "laddering"  stratt 
may  be  the  answer.  To  ladder  a  bond  portfoho,  you  buy  ;ji 
ries  of  bonds  whose  maturities  are  staggered,  say  for 
thi'ee,  five,  and  eight  years.  Because  the  bonds  have  va) 
interest  payment  dates,  income  is  generated  throughout 
year.  Moreover,  you'U  always  have  bonds  maturing  at  di 
ent  times,  protecting  you  against  rising  rates  and  givingu 
flexibihty  to  reinvest  your  capital  as  the  bonds  mature. 

Similar  to  1 
Charles  Voelker      laddering  is  in'|t 
chose  to  forgo         ing  in  stocks 
lifetime  incorne      regular  divi( 
in  favor  of  10-        payouts.  You 
year  anyiuities       stocks  with  di 

  ent  payment  t 

to  create  a  reliable  dividend  stream, 
data  are  available  from  the  Standa 
Poor's  Stock  Guide,  which  can  be  f 
in  many  libraries.  A  good  idea  is  to 
for  companies  that  provide  long- 
holders  with  increasing  returns  thr 
faii'ly  regular  dividend  increases. 
The  Outlook  (800  852-1641)  suggests 
dividend  portfolio:  75  shares  of  E( 
Residential  Properties  Trust,  130  si 
of  Enova  Coip.,  105  shares  of  Car 
Power  &  Light,  80  shares  of  Medit 
85  shai-es  of  American  Electric  Pep 
and  75  shares  of  Weingarten  Realt|.' 
recent  prices,  you'd  pay  $20,742  b|c 
commissions  and  get  annual  incor 
about  $1,206,  and  a  yield  of  5.9%. 

Whether  you  consider  any  of 
income-generating  options  now  or  y 
you  should  always  plan  to  keep  a  cp 
of  your  retirement  savings  in  grlV' 
investments.  That  will  help  your  pep 
lio  beat  inflation — and  ensure  that  Id 
savings  outlive  you. 

By  Toddi  Gutner  in  Newj 
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ke  Alexander 

ior  Financial  Advisor 


Will  you 

outlive 

your 

401  (k)? 

Today,  people  are  look- 
ing forward  to  long, 
active  retirements. 
Which  means  taking 
another  look  at  how  you 
intend  to  pay  for  it. 

At  American  Express 
Financial  Advisors,  we 
can  help  you  make  sure 
that  your  nest  egg  will 
last.  With  advice  on 
investment  strategies, 
tax  planning,  estate 
planning  and  more. 
Get  the  expertise  and 
insight  you  need  to  make 
smarter  decisions,  so 
you  can  take  control  of 
your  future. 

Call  1-800-GET-ADVICE 
and  own  your  world. 

www.americanexpresscom/advisors 


EXPRESS 


Financial 
Advisors 


RETIREMENT  6UIDE 


PERSONAL  FINANCE 


MUTUAL  FUNDS 


Funds  That  Change 
With  You 


formerly  knowTi  as  the  2000  portfolio.  (That  consei'val 
fund  is  about  half  in  intermediate  government  bonds  : 
one-quarter  in  equities.)  All  the  Stagecoach  funds  hav 
1.2%  annual  expense  ratio,  about  0.1  percentage  point  be 
the  average  for  asset  allocation  funds.  The  B  shares  hav€; 
up-front  load  but  have  higher  expenses,  1.7%,  plus  declii 
redemption  charges  on  shai'es  sold  in  the  fu-st  six  years. 
Fidelity  funds  are  no-load,  with  an  expense  ratio  of 
0.08%.  But  tliis  is  no  fi-ee  lunch.  Shai-eholders  indii-ectly  I 
the  expenses  of  the  funds  inside  the  Freedom  portfohos, 
Will  these  funds  do  the  job?  The  concept  behind  tl 


Building  a  retirement  nest  egg  with 
mutual  funds  can  be  daunting.  Even 
if  you  assemble  what  is  an  ideal 
portfolio  today,  you're  fai*  from  done. 
As  you  near  the  time  when  you'll 
start  drawing  on  the  money,  you'll  have  to 
shift  your  asset  mix  periodically  to  more 
consen'ative  investments.  Internet  liighfliei 
able  risks  when  you're  30  years  fr-om  retii'ement, 
w^hen  you're  months  away  from  a  gold  watch. 

Time-tai'geted  fimds  can  help  make  this  asset  sliift 
easier.  Indeed,  given  the  gi-axing  of  America's 
baby  boomers,  it's  suiprising  that  more  mu- 
tual-fimd  companies  ha\"en't  followed  Wells 
Fargo  and  Fidelity  Investments  in 
developing  such  funds.  Wells's 
Stagecoach  funds  have  been 
around  for  four  years.  Fideli- 
ty's Freedom  funds,  just  two. 

The  idea  is  this:  If  you  are 
35  today,  you  would  choose 
Stagecoach  LifePath  2030  or 
Fidelity  Freedom  2030.  Each 
has  a  heavy  weighting  of  eq- 
uities now,  but  by  changing 
the  portfolio,  they  dial  down 
the  risk  over  the  years.  They 
reach  their  most  conservative 
posture — mainly,  but  not  en- 
tirely, bonds — by  2030,  wiien 
you'll  be  67. 

The  two  families  offering 
these  funds  take  different  ap- 
proaches (table).  The  Stage- 
coach funds  use  asset-alloca- 
tion models  that  incoiporate  17 
different  investment  categories, 
such  as  large-cap  growth 
stocks,  small-cap  value  stocks, 
international  stocks,  long-term 
govemment  bonds,  and  mort- 
gage-backed secuiities.  By  con- 
trast, the  Fidelity  Freedom 
portfolios  invest  in  the  money 
manager's  huge  array  of  mu- 
tual funds. 

Wells  Fargo  and  Fidelity 
also  differ  in  how  they  sell  the 
funds.  Stagecoach's  A  shares 
have  a  4.5%  sales  charge  on 
investments  of  less  than 
$50,000.  The  one  exception  is 
the  no-load  Opportunity  Fund, 


They  can  make  the 
task  of  shifting  your 
asset  mix  easier 


may  be  accept- 
but  not 


FIDELITY  FREEDOM 


800  544-8888 
wwwiidelity.com 
PORTFOLIO  TOTAL  RETURN 


1998'  1997 


2000 
2010 
2020 
2030 
INCOME 


9.1%  15.6% 

12.6  19.7 

14.7  21.5 
15.2  21.6 

5.7  11.2 


'Through  Jun,  30 

No  load,  0.08%  expense  ratio 


makes  sense,  but  their  track  records  are  short,  and 
has  gone  the  distance  to  tennination.  To  evaluate  them, 
should  consider  the  alternatives. 

For  younger  investors  who  m; 
choose  the  2030  or  2040  portfolios,  an 
equity-fund  portfolio  could  work  as  wel 
many  years  until  you  need  to  tak 
boncls  and  money-market  securities 
you  just  select  equities,  you  may  n 
■  mize  retm-n,"  says  Mai-k  Fujii,  Wells's 
rector  of  mutual-fund  products.  "But  you  haven't  man; 
risk.  Tlu-ough  divei"sification,  w'e  try  to  maximize  return  : 
given  level  of  risk.'"  That  risk — the  volatility  in  the  vah 
your  investment — is  generally  detennined  by  the  tira 
the  fund's  tennination  date. 

Many  more  fimd  companies — in( 
ing  Van^iard,  T.  Rowe  Price, 
penheimer,  and  bt  Investme 
iTin  "life  cycle"  funds,  wiiicl 
also  asset  allocation  portf 
geared  to  investing  for  re 
ment.  But  those  funds 
managed  to  be  aggres 
moderate,  or  conservative, 
investors  using  them  nee 
deteiTnine  on  then*  own  v 
one  to  start  with  and  wh( 
shift    to    another.  Rc 
Re\Tiolds,  president  of  thi 
delity  Institutional  Retire: 
Group,  says  Fidelity  laun 
the  Freedom  funds  bee 
many  customei-s,  even  witl 
help  of  questionnaires 
brochures,  had  a  hard 
gi-asping  the  concept  of 
tolerance.  "Eveiybody  ui 
stands  time,"  he  says.  "S 
created  funds  that  focus 
time  horizon." 

A  packaged  product  su 
Wells  Fargo 's  or  Fidelity 
sumes  one  size  fits  all:! 
your  needs  and  ability  to 
risks  are  similar  to  othe 
your  age.  That  may  n< 
true.  Most  financial  ad\ 
suggest  you  seek  a 
personalized  investment 
But  if  your  alternati) 
amassing  a  lot  of  funds 
no  overall  strateg}',  a  tim 
geted  fund  might  ma 
worthwhile  investment 
By  Jeffrey  M.  Lade 

DATA  MORNINGSTAR  INC  I «  NcW 


These  Funds  Follow  You  to  Retirement 

These  mutual  funds  allow  you  to  choose  a  portfolio 
tailored  for  your  expected  retirement  date. 
Portfolios  designed  for  retirement  well  into  the  future 
invest  more  aggressively;  while  those  intended 
for  retirement  soon  are  more  conseiTative. 


STAGECOACH  LIFEPATH 


800  222-8222 
www.wellsfargo.com/investmg/stgchfnd 
PORTFOLIO  TOTAL  RETURN 


1998*  1997 


2010  A 
2020  A 
2030  A 
2040  A 


9.1% 
12.1 
14.3 
16.5 


OPPORTUNITY  A  5.3 


16.3% 
20.9 
24  2 
26.5 
10.4 


•Through  lur,  30,  4  5%  load  except  for  Oppor- 
tunity, which  IS  no-load,  1  20%  expense  ratio 
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Want  to  build  your  customer  base? 
You'll  clean  up  better  with  full-page  FSIs. 


om  soap  to  cereals,  household  cleaners 
'ozen  dinners,  the  latest  research  shows 
page  FSIs  make  a  clean  sweep  over  half- 
?  FSIs. 

iLl-page  FSIs  shine  when  it  comes  to 
iumer  trial.  Repeat  purchase  is  equally 
'essive.  In  fact,  in  six  packaged-good 
gories  studied,  the  aggregate  numbers 


show  that  full  pages  generate  almost 
20%  more  trial  and  repeat  than  half- 
pages.  Which  means  full  pages  help 
build  your  franchise  well  beyond  the 
first  purchase. 

To  learn  more,  call  the  FSI  council  at 
888-FSI-0881.  And  learn  how  full-page 
FSIs  can  make  you  feel  clean  all  over. 


I.:  fsi@amctec.com 


FSI  Coupons.  Rediscover  what  they're  worth. 


COUNCIL 

OF  NORTH  AMERICA,  INC 
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Nothing  Retiring  About  Tliese  Retirees 


Retirees  used  to  be  easy  to  spot — they  were  the  old- 
er people  who  weren't  working  any  more.  You'l 
nave  a  harder  time  making  that  distinction  today. 
Relatively  affluent  Americans  45  and  older  don't 
plan  to  retire  until  they're  53.  But  75%  intend  to 
land  a  job  after  they  leave  their  primary  career.  For 
them,  retirement  promises  flexibility,  not  unemploy- 
ment. They'll  work  part-time  or  consult — in  large  part  ^ 
to  stay  challenged,  though  they  expect  earnings  from 


BUSYBODIES 

Which  of  the  following  best  describes  your  emploment 
e.xpectations  after  retii'mgVour  retirement  status'? 

NOT  RETIRED  RETIRED 

Work  in  my  former  occupation, 

at  reduced  hours  and  pay  15%  4% 

Work  full-time  in  a  different  occupation  2%  5% 

Work  part-time  in  a  different  occupation  28%  9% 

Consult  within  my  former  industry  19%  8% 

Consult  in  a  different  industry  1%  2% 

Start  a  new  business  10%  19% 

Will  not/do  not  work  for  pay  25%  53% 

NOT  JUST  THE  MONEY 

Why  will  you  continue.  ha\"e  you  continued  working  after  retu-ement'? 
(multiple  i-esponses  aUowed) 

NOT  RETIRED  RETIRED 

I  (will)  need  the  money  43%  25% 

I  want  to  stay  challenged  and  stimulated  85%  92% 

I  want  to  stay  close  to  friends  and 
associates  in  my  job  10%  13% 

theWcIimeIpie 

What  percentage  of  your  retirement  income  do  you  (expect  to)  get 
fi'om  each  of  the  foUowing'? 

NOT  RETIRED  RETIRED 

Employer-sponsored  pension  or 

savings  programs  28%  35% 

Personal  savings  and  investments  23%  25% 

Social  Security  21%  7% 

Earnings  from  continued  employment  15%  14% 

Employer  stock  programs,  including 

stock  option  6%  2% 

Inheritances  2%  1% 

Other  5%  16% 

greaiTexpectations 

.Approximately  what  amiual  rate  of  return  do  you  expect  fi'om  yom' 
investment  in  each  of  the  following'? 

NOT  RETIRED  REnRED 

Stocks  16.1%  14.7% 

Mutual  funds,  excluding  money 

market  funds  15.0%. 

Investment  real  estate  13.4%. 

Bonds  12.5%  12.8% 

Money  market  funds  10.1%  8.7% 


.18.9% 
.11.8% 


such  work  to  account  for  a  quarter  of  retirement  i 
come.  Almost  all,  though,  also  intend  to  fit  travel  ir 
their  lives,  and  a  majority  expect  to  pursue  some 
ucation.  Most  are  sanguine  about  their  financ 
prospects.  Given  the  earnings  from  their  post-reti 
ment  jobs  and  expected  investment  returns  on 
order  of  15%  a  year,  only  a  quarter  say  they 
.  worried  about  having  enough  income.  The  b 
concern,  by  far:  heavy  medical  expenses. 

ME.  WORRY? 

How  confident  are  you  that  you'll  have  enough  Income  to  retii 
berween  your  sa\ings  and  investments.  Social  Security;  and  ai 
jobs  you  have  m  retirement'? 

NOT  RETIRED 

Very  confident  28%  .. 

Somewhat  confident  46%  .. 

Somewhat  worried  21%.., 

Very  worried  5%.., 


RETIRI 
...65' 
...30 

 4 

 1 


MEDICAL  JITTERS 

What  do  you  consider  the  biggest  single  threat  to  your  financi 
securit>'  in  retirement'? 

NOT  RETIRED  REnR! 

Catastrophic  medical  expenses  46%  40 

Outliving  your  savings  16%  13 

Becoming  disabled  15%  12 

Stock  market  crash  11%  31 

Losing  your  job  6%  1 

Supporting  your  children  5% 

Supporting  aging  parents  1%  1 

STAYING  OR  GOING? 

When  you  retire,  do  you  expect  to  live  in  a  different  region  fix 
where  you  li\'e  now'?  (non-retkees  only) 
Yes  42%    No  58 

THE  NEW  NEIGHBORHOOD 

.Among  the  following  attributes,  which  is  most  important  in 
choosing  a  new  place  to  hve'? 

Cost  of  living  25% 

Climate  25% 

Proximity  to  family 
and  friends  13% 


Job  opportunities  12 

Education  systems  11 

Crime  level  7 

Cultural  resources  2 


WANDERLUST 

Please  indicate  whether,  in  retirement,  you  (plan  to)  particij 
in  the  following  forms  of  leisure  tra\"el: 

NOT  RETIRED  RETII' 


.9(. 


Domestic  travel  98%  . 

Independent  travel  91%  8i». 


.6( 


International  travel  63%  . 

Cruises  59% . 

Adventure  travel  37%  l!i 

Recreational  vehicle  touring  37%  . 

Bus  tours  21%.. 


.2ii 


Online  poll  of  1.835  adults  age  45  and  over  with  incomes  of  $75,000  and  higher,  including  281  retirees,  conducted  for  Business  Wl 
by  Louis  Harris  &  Associates.  For  complete  results,  go  to  www.businessweek.com,  or  keyword:  BW  on  America  Online. 
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Her  firm  is  helping  design 
the  cities  of  tomorrow. 

We're  helping  her  plan 
her  financial  future  today. 


Designing  tomorrow's  world  takes  vision,  careful 
planning,  and  the  right  execution.  Designing  a 
financial  future  requires  no  less.  That's  why  the 
products  and  services  of  American  General  make  so 
much  sense.  As  one  of  the  nation's  largest  providers 
of  retirement  services,  life  insurance,  and  consumer 
loans,  we're  uniquely  qualified  to  help  build  our 
customers'  financial  success.  We  offer  personalized 
service  and  knowledgeable  financial  counseling  to  12  million  people  at  every 
stage  of  their  lives.  American  General.  Helping  our  customers  design  -  and 
achieve  -  a  successful  financial  future. 


American 

General 


Retirement  Services  •  Life  Insurance  •  Consumer  Finance 


Helping  12  million  Americans  do  better  financially. 


American  General  Life  •  American  General  Lite  and  Accident  •  Franklin  Life  •  United  States  Life 

All  American  Life  •  Old  Line  Life  •  USLIFE  Credit  Life  •  American  General  Life  of  New  York 

American  General  Finance  •  VALIC  •  American  General  Annuity'  •  American  General  Securities  Incorporated 


Visit  www.agc.com  or  call  1  (800)  AGC  -1111 


JUST  HOW  THICK  IS  A  VIRTUAL  WALL? 

You're  getting  ready  to  close  your  biggest  deal  to  date  via  tlir  Internet  and  the 
(juestion  of  security  crosses  your  mind  (relax,  it  can  be  sale). 

As  you  hit  "'send,"  consider  the  lact  that  there  are  entire  corporations  who  are 
struggling  with  the  same  question.  They'd  like  to  utilize  the  Web  to  distribute  and  manage 
sensitive  data,  but  they  also  want  to  know  -  how  sale  is  it? 

IBM,  working  with  business  partner  Lante,  a  specialist  in  Lotus"  application 
development,  helped  a  company  called  IntraLinlcs  create  a  secure  environment  for  businesses 
to  work  on  the  Web. 

Supported  by  IBM  Global  Services,  IntraLinks  provides  a  private  extranet  based  on 
Lotus  Domino,"  which  allows  constituencies  to  safely  work,  collaborate,  even  negotiate  online. 
Proposals,  documents,  classified  plans  and  contracts  (some  worth  billions)  can  travel  safely. 

In  addition,  fanatical  electronic  tracking  helps  assure  that  each  detail,  no  matter 
how  small,  doesn't  fall  through  the  cracks  (so  not  only  are  the  walls  as  thick  as  they  need 
to  be,  but  the  virtual  floor  is  well-i»uilt,  too). 

In  less  than  a  year,  over  $60  billion  has  been  managed  using  IntraLinks' 
e-business  technology.  Costs  are  down  10  to  30%  over  standard  management  practices  and 
document  delivery  systems.  This  last  point  has  not  gone  unnoticed  in  the  world  of  finance, 
where  an  increase  in  volume  of  as  little  as  1%  can  equal  a  $20  million  boost  in  revenue. 

To  learn  more,  visit  our  Web  site  (where  the  door  is  unlocked,  and  everybody's 
welcome)  at  www.ibm.com/e-business,  or  call  us  at  1  877  IBM  EBIZ  (3249),  ext.  NC41. 

Solutions  for  a  small  planet™ 
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PERSONAL  FINANCE 


COIVIIVIENTARY 

By  Robert  Barker 


What's  Left 
For  the  Late-Blooming  Boomer? 


If  you  came  along  toward  the  middle 
or  end  of  the  baby  boom,  you  proba- 
bly have  a  lot  in  common  with  Dennis 
Freeland.  a  dentist  in  MelboiUTie,  Fla. 
Freeland,  41,  is  a  husband  and  fa- 
ther— and  a  fierce  saver.  Like  the 
quintessential  younger  child  whose 
older  sibhngs  got  to  the  cookie  jar  fii'st, 
"I'm  always  the  last,"  sighs  Freeland. 
"They  always  change  the  loiles  just  before  I  get  there." 

You,  too,  may  be  used  to  treading  water  in  the  demo- 
graphic backwash.  The  earliest  postwar  babies — President 
Clinton  among  them — hit  the  job  market  first  and  now  oc- 
cupy the  top  ranks,  leaving  you  and  your  younger  peers 
wondering  whether  your  turn  will  ever  come.  The  first 
boomers  also  blew  into  the  housing  market  first,  pushing 
prices  up,  up,  and  out  of  reach  until  bungalows  in  Santa 
Monica,  Calif.,  commanded  half  a  million  bucks.  Then  they 
plunged  their  401  (k)s  into 


77?.^  first  boomers  to 
retire  may  get  the 
lion's  share  of  those 
stellar  returns 


2015  will  have  saved  $1  million.  ' 
year,  tliat  sum  would  gi'ow  to  $L 
by  2025,  when  you'd  be  70  and  \k 
ly  have  to  start  taking  distribut:^ 
Shoven  and  Schieber  are  right  m 
nest  egg  gi-ew  at  just  5%,  you  \' 
$500,000  less— a  25%  reductimi. 
finends  call  me  the  first  cousin  (u 
Reaper,"  says  Schieber 
Truth  is,  guessing  what  shape  financial  markets  ii 
20  years  ahead  is  a  fool's  errand.  Tv\'o  decades  agoi; 
i-uled  Iran,  the  Federal  Resei-ve  was  one  of  Washii* 
most  maligned  institutions,  and  even  getting  the  Ew 
to  1000  seemed  a  stretch.  Still,  an  increasing  nunit  ■ 
Americans  believe  the  cmrent  bull  market  in  finan.. 
will  last  for  years. 

"Now  is  absolutely  the  worst  possible  time  to 
this  issue,  observes  Thomas  F.  Lydon,  president 

Ti'ends  Investmen 


2000 


stocks,  pushing  the  Dow 
Jones  industrial  average  to 
incredible  heights.  But  by 
the  time  the  peak  earning 
and  savings  years  for  Free- 
land  and  other  late  boomers 
roll  around,  will  they  again 
be  too  late  to  reap  the  gains 
their  older  siblings  already 
received? 

This  is  not  an  idle  con- 
cern. By  2011,  early 
boomers  will  be  retiring  en 
masse — even  if  they've  post- 
poned retirement  a  while  to 
continue  working.  Some 
economists  figure  that  spells  bad  new^s  for  the  markets — 
and  it's  something  that  can  only  diminish  future  returns  on 
retirement  nest  eggs.  "Pension  funds  are  going  to  be  a 
source  of  seUing  pressure,  rather  than  buying  pressure,  on 
stocks  and  bonds,"  says  Stanford  University  economist  John 
Shoven. 

"GRIM  REAPER."  Shoven  and  Sylvester  J.  Schieber,  of  benefits 
consultant  Watson  Wyatt  &  Co.,  estimate  that  ft'om  2010  to 
2030 — the  period  spanning  Freeland's  maximum  earnings, 
savings,  and  retirement  years — the  average  after-inflation  an- 
nual total  retui'n  on  stocks  might  not  be  today's  accustomed 
8%  but  something  closer  to  5%.  Returns  on  other  assets — 
bonds  and  real  estate,  for  example — would  be  similarly 
suppressed. 

Say  you're  43  today,  expect  to  retire  at  65  in  2020,  and  by 


A  Looming  Threat  to  the  Stock  Market? 

The  private  pension  system,  now  a  support  to  the  financial  martlets, 
may  become  a  drag  to  them  by  tfie  2020s  as  retirees  tal<e  more 
money  out  than  worliers  put  in 


DATA:  SYLVESTER  J,  SCHIEBER  AND  JOHN  B  SHOVEN 


port  Beach  (Calif.] 
ment  advisory  fim 
he  finds,  "don't  wa 
it — it's  like  bangin 
head  against  a  wa 
For  example,  a 
vey  of  retirement 
ducted  for  Americi 
mutual  funds  foun< 
expect  their  portfc 
liver  average  anni 
of  at  least  20%  ov( 
five  years.  That's 
number  expecting 
retiuns  only  two 
BUSINESS  week's  0 

wide  poll  of  consumers  45  and  older  (page  88),  cor 
Louis  Harris  &  Associates,  indicated  similar  bullis 
vestors  who  haven't  retii'ed  yet  expect  retums  of 
16%  for  stocks  and  13%  for  bonds,  whOe  those  wh 
tired  anticipate  only  slightly  less.  Indeed,  Scott  L 
cliief  investment  officer  at  San  Francisco-based  ac 
401k  Foi-um  Inc.,  says  his  neighbor  "thinks  20%  r 
an  entitlement."  Lummer  says  the  guy  even  dippt 
retirement  fimd  to  buy  a  Harley-Davidson  motorcj 
classic  dumb  thing  to  do." 

If  Shoven  and  Schieber  are  right — and  they  d(| 
mogTaphics  on  their  side — the  market  will  be  sinjj 
to  provide  anywhere  near  the  rich  returns  Lumri 
bor  foresees.  That  could  leave  many  mid-  and  lat  l 
without  enough  in  their  retirement  accounts.  If  ^ 

j 
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•oup,  what  should  you  do?  Think  about  taking  that  you  can  stash  in  your  retirement  poitfolio.  You  also 

!  steps  toward  preparing-  yourself  for  what  may  may  want  to  join  the  millions  of  folks  who  are  retiring  later 

and  woi-king  longer,  allowing  them  to  contribute  more  to 

;onsider  your  assumptions.  If  you're  counting  on  their  retirement  funds. 

nillion  in  2025 — or  whatever — it  makes  sense  to  William  J.  Goldberg,  a  Houston-based  partner  of  the  KI'MG 

it  the  returns  you're  assuming  will  take  Peat  Marwick  accounting  firm,  says  that  perhaps  the 

Over  the  long  haul,  all-stock  No.  1  issue  among  the  senior  executives  he 

lave  returned  an  avei-age  of  counts  as  clients  is  when  to  retii'e.  Should 

'■),  not  adjusting  for  infla-  it  be  at  62,  they  wonder,  or  65?  The  is- 

lost  people  don't — and  sue,  Goldberg  says,  boils  down  to  this 

have  all  their  money  question:  How  much  am  I  actually 

I  portfolio  composed  getting  paid  for  working  those 

assets  will  proba-                    ^^^m^^^^  j^^^              thi-ee  extra  years?"  The  good 

less,  on  average,                   ^^^^^^^^^^^^  ^                             news,  he  says,  is  that  the  answer 

entirely  ^^KBf^^^^^^^^^^^^^  :^^^^m 

g  your  re-  ^P^^^^^^^^^^^^^Hl  .^m/^^.  '^^^  Schieber  don't  assume 

err  on  the  ^^^^^^^^^^  ^^"g  boomers  will  cause 

e  side.  Sup-  -m^^^^^^^^M^        ^^^k  ^  market  meltdown,  just 

the  retire-  ^^HE   -  ^.^^^i^^^^^^^^^l  reduced  returns.  For 

ars  at  T.  ^^gM&^^j^^^^^^^^^^^^^  WM             ^^J,^^^  one  thing,  says  Shoven, 

Associ-  ^^^^^^^^^^^^^^^^^^^1               jK):'^- '^^^^^^  corporations  could  re- 

^^^^^^^^^^^^^^^^^^H  m  to  a 

vill  grow  ^^^^^^^^^^^^^I^^^B^^P'  W  iP^''  market  by  paying 

ally  and  ^^^^^^^^^^^^^1^^^^^^^  '    a^^^^fe^jji^P^''"  higher  dividends  or 

1  be  4%.                                                                              Wl  repuix'hasing  shares 

conserva-  :3B|^^HIIi^^^^^^B^         ^^^^V  ^  ^  support  the  value 

ps,  given  ^^^^^^^^^^^^^^^^H^B^^^^Bf  '          S  of  their  stock.  The 

market  'W^^^^^^K^^^K^K^KKKKt^t^'            W     m  '  demogi'aphic  weight 

quies-  ifl^^^^^^^^^^^^^^^^^^^^             W     m^t^'^^^,^^^  on  the  market  might 

n.  But  ^^^^^^^hISI^^^  -      '     ■  y  ^^'^     I       ^-rfS^^^**^^       ^^^^      lessened  if 

urprised        ^^^^^^l^^^^^^^^i^^^ki^^^  x*^***  perhaps  in  Asia  or 

'  pes-  ^^^^^^^^^^^^HH^^^^^^Hfe^^^ 

1  well  pro-        ^^^^H^HRHH^^^^^I^^^I^^^^^'  stocks  boomers  ex- 

I're  on  the         '^^Hl^^^^^Sk.    m^^^^I^^^IBI^^^  ^  pected  to  sell.  That's 

^|HHh|^^M^^^K  jfl^^^^H^^H^^^^H^^^^  'why  Schieber  suggests 

versify  intelli-        '^^^^|Hr^  '^H^^^^^^^^^^^^^^^^^^^lHlfek  avoid  fleeing  to  the 

because  re-  ^^l^l^r         w^^^^^^H'   ^^^^^^^^^^^^^      supposed  safe  haven  of 

cks  may  be  sup-        ^^i^Ik        .^W^^^^^n  "^K^^^K^^-'      ^     estate  and  instead  keep 

'Oomers  retire  and        ^^j^Brnj^^mU^^^^^^^^^--.  ^^^^K^^'      your  portfolio  full  of  assets 

I  ir  portfolios  doesn't  ^^B^^^m    ^I^^^^^Km^'  ^'^^^  would  be  easy  for  for- 

[  lould  avoid  stocks  al-         ^^^^^^r      ^^^^^^^H  eigners  to  buy.  "The  less  fungi- 

I 's  a  rather  bad  idea  to  ^V^^^^H  ^'^^  asset,  the  more  it's  going 

,he  market  and  sit  it  out  •  ; /^^^^Hllj^^ll^^  to  get  hit,"  he  notes.  "It's  pretty 

s  Shoven,  who  notes  that  .  •  ■  -^JHHBP^^  hai-d  for  the  Chinese  to  buy  your 

)ns  he  sees  will  likely  be  spread  ■  house,  but  they  can  buy  your  stocks." 

ades.  "You're  not  going  to  spend  30  Expecting  less,  hedging  bets,  biding  time — 

1  and  be  happy  none  of  these  are  fun,  espe- 

it  neither  should  UflW  Rfl  I  MiiRTiillF  MV  MFCT  CI*  1*7        eially  when  the  guy  just 

peze  every  last  "'"..V."''."  ahead  of  you  is  getting  more 

ial  return  from  TlTpll    Ar.^1\  L'ppy%  cA]  vniir  TTinTlPV  ^^^'^^  ^^"^'^ 

I  1956  through  ^.^^"^  trailing  half  of  the  boomer 

were  losers  in  in  cf-nplfC   fnr  nnp  fVlintf   riivarcifv       generation,  you  should  be 

:Tie  average  loss  .       .^/"^^         ^  J;^  ^^^^^'^  used  to  that  by  now.  Dennis 

nd  in  the  worst  wicah/  fAr  annfViDr  AnH  \J(\^^  Freeland  finds  little  use  in 

was  26.5%.  So  ^^^v  V  ^^^  ^^^^  worrying  about  it.  "What  I 

ledy.  Although  rtiiPQcpH  if  \\j(\y\z  loTKJpr  mnrp     '^^^       '^'^^  ^'"^ 

■ney-market  funds  ^.V  .   .     .  .o^^  take  care  of  myself,  not  what 

;hey  can  add  sta-  the  next  guy  is  doing,"  he 

lese  to  hedge  your  says.  "So  I  just  save  money.  The  people  in  America  who  do 

all  right  are  the  people  who  save  money."  It's  just  that  they 
ik  about  revising  your  savings  plan.  Assuming      may  have  to  adjust  their  earnings  assumptions  and  savings 
stment  return  on  your  retirement  portfolio  im-      habits  to  protect  themselves  against  the  graying  of  their 
scaling  back  your  ultimate  savings  goal  or  generation. 

!  more  now  to  reach  it.  If  you  can,  save  more.  

save  more  from  your  ordinary  budget,  look  for         Senior  Writer  Rohert  Barker  writes  abo^it  personal  fi^nance 
y  opportunities — bonuses  or  other  windfalls —       from  Melbourne  Beach,  Fla. 

..  
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TECHNOLOGY 


THE  INTERNET 


Where  Silver-Haired 
Surfers  Browse 


The  senior  set  is  racing  onto  the  In- 
formation Highway.  When 
ACNielsen  surveyed  North  Ameri- 
can Internet  users  in  1997,  it  was 
surprised  to  fintl  that  15%  of  them 
were  above  50 — and  that  they  con- 
stitute one  of  the  fastest-growing 
groups  on  the  Web.  "Computers  are  like 
the  new  hobby  for  seniors,"  says  Rob 
McHugh,  senior  programmer  for  Yahoo!  Seniors'  Guide 
(table).  "They're  just  hungry  for  information." 

Indeed,  Third  Age  Media  (www.thirdage.com),  an  online 
news  service  for  senior  citizens,  found  that  83%  of  users  50 
and  up  log  on  daily  and  spend  more  than  eight  hours  a  week 
surfing.  And  more  and  more  older  users  are  joining  the 
throng  as  PC  prices  fall  and  adult  children  give  "hand-me-up" 
computers  to  mom  and  dad,  notes  Ann  Wrixon,  executive  di- 
rector of  SeniorNet,  a  San  Francisco-based  nonprofit  gi'oup. 

So  how  do  you  join  the  onhne  crowd?  First,  you  might 
want  to  take  some  lessons  in  basic  computing.  SeniorNet 
(415  495-4990),  has  trained  more  than  100,000  older  adults  at 
i;-)4  learning  centers  in  35 


IVs  easier  to  find  what 

you  need  as  more 
sites  tailor  content  for 
older  users 


will  also  interest  younger  users  i\ 
ing  of  retiring.  Other  general-inte 
search  engines,  as  they  try  to  con 
their  sites  from  way  stations  into  d 
nations,  are  also  adding  matei'ial  targ 
to  seniors.  Excite's  Fifty  Plus 
(www.excite.com/lifestyle/fifty_plus 
views  many  senior-related  sites,  whik 
cos'  Health  page  (www.lycos.com/he 
links  to  community  resources  for  help  with  illnesses  ofte 
sociated  with  older  folks. 

But  much  of  the  best  material  remains  at  specialized 
Senioi'Net,  SeniorCom  (www.senior.com),  and  SeniorsS( 
(www.seniorssearch.com)  provide  a  mix  of  links  on  gi 
parenting,  computer-  use,  and  such  govemment  prograr 
Medicare  and  Medicaid.  Seniors-Site  (www.seniors-site 
features  everything  from  an  "attraction  adviser"  for  Or 
theme  parks  to  chaplains  and  hospice  volunteers. 

Among  organizations  staking  out  territory  on  the 
the  American  Association  of  Retii-ed  Persons  boasts  1,00( 
pages  that  draw  more  than  500,000  visits  a  month, 

Mark  Carpenter,  aarp'; 


states — and  on  crnises  offered 
by  World  Explorer.  During 
the  com-ses,  seniors  teach  oth- 
er seniors  how  to  work  with 
comjiuters,  using  a  curricu- 
lum "designed  to  reduce  the 
fear  of  technology,"  Wrixon 
says.  Once  online,  older  com- 
puter users  become  avid 
shoppers  as  well  as  surfers. 
Third  Age  found  that  50-plus 
users  were  30%  more  likely 
than  theii'  younger  counter- 
parts to  have  oixlered  goods 
and  services  over  the  Net. 
LINKS  GALORE.  Web  pro- 
grammers and  advertisers 
ai'e  waking  up  to  this  mar- 
ket, providing  a  wealth  of 
content  tailored  for  older 
users.  Yahoo!  Seniors'  Guide, 
from  the  Internet  directory 
company,  features  original 
material  and  links  to  other 
sites  on  such  subjects  as 
finance,  health,  and  genealogy. 
The  Yahoo!  site,  like  others 
aimed  at  seniors,  contains 
many  links — on  financial  plan- 
ning, best  places  to  retire, 
and  travel,  for  example — that 


Net  Resources  If  You're  Retired . . . 


line  communications  cooi 
tor  Members  use  the  si 
change  an  address,  on 
membership  card,  or  ( 
out  travel  and  services 
counts.  But  much  of  thest 
traffic  comes  from  nonpi 
bers  interested  in  AARP'spt 
tent  on  policy  issues 
Social  Security  reform,  ijj 

Sites  for  other  senio 
zen  groups  tend  to 
general  and  more  adv( 
oriented:  The  National 
cil  of  Senior  Citizens 
ncscinc.org)  and  the  Na 
Council  on  the  Aging 
ncoa.org),  for  example, 
pet  then-  efforts  to  prot( 
niors'  entitlement  prog) 
The  wide  range  of  o 
on  seniors'  sites  I'eflects 
sic  fact:  Like  users  of  ar 
retirees  will  mine  the  Ir 

,              ,          „/     1    i  4.  \  for  information  on  the. 

www.thirdage.com/realestate).  ■  .     .        ^      j  u, 

^^^^^   mterests,  sports,  and  n( 

U^Slxl  Former  Surgeon  General  C.  Everett  Koop 
pitches  nutrition  and  exercise  advice  at  Shape  Up 
America!  (www.shapeup.org/sua). 


TECHNOLOGY 


SeniorNet  (www.seniornet.org)  offers 
courses  on  computing. 


ISSUES 


 The  American  Association  of  Retired  Persons 

(www.aarp.org)  keeps  tabs  on  Social  Security,  Medicare. 

llUm  Discuss  mutual  interests  in  the  chat  rooms  at 
Yahoo!  Seniors'  Guide  (seniors.yahoo.com). 


ELDERCARE 


CareGuide  (www.careguiae.net)  lets  you 
search  for  support  services  by  state  or  city. 

...  Or  Thinking  About  Retirement 


FINANCE 


Figure  out  how  much  you'll  need  at  Investor 
Guide  (www.investorguide.com/Retirement.htm)  or 
Quicken  (www.quicken.com/retirement).  Both  offer 
calculators,  planning  information,  links  to  other  sites. 


b( 


HOUSING 


Check  out  Third  Age's  real-estate  links 


Still,  judging  from  fee 
and  search  recfuests 
hoo!'s  and  aaPvP's  sites 
topics  draw  special  att 
fi'om  older  adults: 
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FH.  Two  excellent  sites  for  researching  medical  condi- 
re  InteliHealth  (www.intelihealth.com),  where  the 
Hopkins  Health  System  posts  lots  of  easy-to-follow 

and  medical  advice,  and  Medscape  (www. 
pe.com),  a  search  service.  Both  allow  users  to  dig 
to  medical  literature  by  registering  for  free  access 
National  Libraiy  of  Medicine's  medline  database  of 
articles.  Healthfinder  (wwav.healthfinder.org)  pulls 
r  health  infoi-mation  from 
federal  agencies  in  an  at- 
,  easy-to-use  fomiat. 
RNMENT.  Major  progi'ams 
elderly  all  offer  informa- 
benefits,  procedures,  and 

Among  them  are  Social 

(www.ssa.gov).  Medicare 
iedicare.gov),  and  Medic- 
w.hcfa.gov/medicaid.html). 
iministration  on  Aging 
oa.dhhs.gov)  offers  re- 
guides  and  links  to  the  National  Institute  on  Aging's 
ind  social  research. 

t.iCE.  The  Net  is  ovenom  with  information  from  online 
,  mutual-fund  companies,  and  stock  pickers.  You  can 
ir  fill  of  investment  talk  in  chat  rooms  offered  by 
I  Online,  Yahoo!,  and  Microsoft  Network — if  you  can 
-aily  E-mail  bombardment  from  stock  "gurus"  and 
'-quick  schemers.  More  useful  are  sites  that  steer  re- 
and  those  who  want  to  save  enough  to  join  them — to- 
lancial  planners.  The  Institute  of  Certified  Financial 
s  (www.icfp.oi'g)  offers  a  refen-al  service,  as  does  the 


HAND-ME-UPS* 

More  older  users  will  join 
the  throng  as  PC  prices  fall  and 
adult  children  give  computers 
to  mom  and  dad 


National  Association  of  Financial  &  Estate  Planning 
(www.nafep.com).  The  National  Network  of  Estate  Planning 
Attorneys  (www.netplanning.com)  will  let  you  search  for 
lawyers  in  your  area. 

■  ELDER  LAW.  For  such  topics  as  age  discrimination.  Medicaid 
eligibility  for  nm'sing  home  benefits,  and  Social  Security  and 
Medicai-e  appeals,  you  could  tiu-n  to  the  nonprofit  National  Se- 
nior Citizens  Law  Center  (www.nsclc.org)  and  the  SeniorLaw 

Home  Page  (www.senior  law.com) 
sponsored  by  the  New  York  fum 
of  Goldfarb  '&  Abrandt.  The  lat- 
ter featui'es  a  poweiful  special- 
ized search  engine  for,  say,  do- 
ing financial  planning  for  a 
Medicaid  recipient  in  a  nursing- 
home. 

■  CAREGIVING.  Eldercare  Web 
(www.elderweb.com)  posts  arti- 
cles on  nursing  homes,  hospices, 
and  legal  and  financial  issues, 
plus  a  state-by-state  collection  of  links  to  suppoit  sei'vices. 
Transitions  Elder  Care  Consulting  (www.asktransitions.com), 
a  Minneapolis  firm,  offers  a  glossary — in  large  type — of  the 
confusing  jargon  of  official  caregivers.  Caregiving  Online 
(www.caregiving.com)  is  the  electronic  version  of  a  newsletter 
for  those  tending  an  aging  parent  or  neighbor. 

For  older  adults,  the  Internet  isn't  just  a  means  to  ex- 
change E-mail  with  the  grandkids.  If  you're  50  and  up,  in- 
creasingly you'll  be  finding  what  vou  need  on  the  World 
Wide  We"b. ' 

By  Mike  McNamee  in  Washington 
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TECHNOLOGY 


PRODUCTS 


Making  Life 
User-Friendly  Again 


III  1988,  audiologist  Thomas  A.  Powers 
tit  President  Ronald  Reagan  with  a 
state-of-the-art  hearing  aid.  Wliile  the 
instrument  could  amplify  speech,  its 
ability  to  supjM'ess  backgi'ound  noise 
was  limited.  But  like  all  things  high 
tech,  what  was  state  of  the  art  a 
decade  ago  bears  little  resemblance  to  to- 
day's top  of  the  line.  Powers,  now  director 
of  audiology  at  Siemens  Hearing  Instraments  Inc.,  is  steer- 
ing some  patients  to  a  tiny,  jirogrammable  hearing  aid  that's 
concealed  insifle  the  ear  canal.  Using  digital  signal  processing, 
the  device  allows  users  to  hear  a  whisper  even  as  a  jet 
passes  overhead. 

As  you  age,  you  may  suffer  hearing  and  vision  loss  and  a 
gi'adual  decline  in  strength,  flexibility,  dexterity,  and  en- 
durance. Fortunately,  a  slew  of  high-tech  devices  can  help 
you  surf  the  Net,  chat  on  the  phone,  and  cook  with  aplomb. 

Ai'ound  the  country,  mail-order  houses,  online  merchants, 
and  specialized  retail  chains  are  catering  to  the  needs  of 
seniors  who  can  use  a  little  technology  to  ease  the  daily 
gi'ind.  Take  Independent  Living  Aids  (800  537-2118;  www. 
independentliving.com),  a  Plainview  (N.Y.)  mail-order  re- 


A  host  of 
products  can  give 
back  some  of  what 
time  takes  away 


tailer.  ila  sells  a  moi 
Goldstar  microwave 
that    announces,  i 
clipped    British  acp 
such  basic  commanc 
"Cook    meat  high' 
"Cook  fish  low,"  whei 
press  the  correspoi 
button.  Of  cotu-se,  yn\ 
extra  for  the  VDiet-: 
oven  costs  $365,  i.ilus  _ 
ping,  roughly  $200 
than  a  conventional  ii 
ILA  also  carries  ta 
scales,  watches,  cal 
tors,  blood-pressure  w 
tors,  and,  for  $695,  a 
ey  identifier  that  1 
out    bill  denomina 
from  $1  to  $100.  Thi 
chine  can  even  anmr 
the  total  value  of  a 
bills  it  scans,  up  to  i' 
If  you're  like  nia.r. 
er  Americans,  you 
come  to  rely  on  yoi 
to  stay  in  touch 
loved  ones  or  the 
market.  That  doesn't 
to  be  a  challenge  i 
have  visual  or  other  impairments.  T( 
you  better  see  your  keyboard,  large 
stick-ons  can  be  affixed  to  the  kel 
you  have  difficulty  manipulating  th(' 
board,  you  may  want  to  check  ot 
latest  advances  in  speech-recogijlai 
software.  f 
Such  programs  as  IBM's  Via'jSi 
Lernout  &  Hauspie's  Voice  Xpresiji 
Dragon  vSystems'  NaturallySpeaking  allow  users  to  dife 
letters  to  a  PC  via  a  microphone.  Improvements  in  0 
progi-ams  now  allow  more  natural  phrasing.  "You  usil 
have  to  say  'Bold  that,'  to  switch  to  a  bold  typeface,] 
William  Meisel,  president  of  TMA  Associates,  a  consj 
in  Tarzana,  Calif.  "Now,  you  can  say  'Make  that  bold,' 
the  last  word  bold,'  or  pkrase  it  20  other  ways." 
GOOD-LOOKING.  Speech  recognition  still  is  far  from  p 
But  Bruce  Mahaffey,  a  planner  in  the  IBM  Special 
Systems  Group  in  Austin,  Tex.,  says  ViaVoice's  ac( 
percentage,  for  an  experienced  user,  is  in  the  hig 
That's  decent  enough  for  people  who  want  to  dispatch 
or  wiite  personal  letters. 

Software  that  turns  print  into  speech  is  another 
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■an  help  you  witli  your  FC.  wynn  (or  What  You  Need 
,  a  $.S9!*  program  produced  by  IBM  and  Arkenstone  of 
'vale,  Calif.,  can  read  aloud  the  text  of  E-mail  and 
processing  files.  It  also  can  alter  the  way  text  is 
ited  on  your  screen  by  enlarging  the  type,  changing 
combinations,  and  increasing  space  between  words 
aes. 

•re  are  cheaper  ways  to  magnify  files  on  a  computer 
I.  The  National  Institute  for 
)ilitation  Engineering  (800 
16)  sells  a  $44  program  called 
Screen  Magnifier  that  can 
e  type  on  a  screen  up  to  ten- 
'here  also  are  high-tech  solu- 
br  those  who  have  difficulty 
g  books  or  documents.  The 
^talog  offers,  at  $2,495,  the 
iew  System  20-inch  Color 
short  for  closed-circuit  tele- 
.  Its  large  monitor  and  built- 

n  lens  lets  you  magnify  objects  and  wiitten  materials 
)0  times.  It  also  functions  as  a  TV  and  comes  complete 
rolling  table  whose  height  can  be  set  to  wheelchair 
For  an  extra  $500,  the  magnifier  can  be  adapted  to 
c. 

e  people  object  that  poorly  designed  lifestyle  aids,  de- 
leir  benefits,  ad\  ertise  users'  physical  limitations.  Tele- 
with  outsized  keys,  for  instance,  signal  that  the  own- 
a  vision  problem.  "We've  never  found  it's  age  that 
lines  whether  or  not  people  like  products,"  says  Mar- 
l.  Wylde,  CEO  of  Pi-oMatm-a  Group  in  Oxford,  Miss.,  a 
!h  company  that  evaluates  products  for  seniors. 
OR  HELP.  One  well-designed  product,  says  Wylde,  is 
,reet  Messenger,  a  combination  phone  and  personal 
3ncy-response  system  (pers)  from  Elcombe  Systems 
rw^.elcombe.com)  in  Kanata,  Ont.  It  features  large, 
ractive,  back- 
i  and  a  hand- 
ipatible  with 
i;  aids.  If  you 
elp,  pressing 
in  on  a  cord- 
indant-trans- 
dials  a 
family  mem- 

I  ctor,  or  911. 

I  ikerphone  is 

I  3d  when  the 

;  es  through. 

I  unit  costs 

I  5500.  For  $25  to  $35  a  month 
(  you  can  get  emergency  moni- 
'■:  by  a  U.  S.  or  Canadian  hospi- 
I  lerican  Medical  Alert  (800  645- 
(  and   Lifeline   Systems  (800 
i  15)  are  among  other  outfits 


irS  NOT  ALL  HIGH-TECH 

Simple  aids,  such  as 
large  stick-on  letters  to  affix 
to  computer  keys,  can  make 
tasks  easier 


HEAR.  HEAR 

Concealed  in 

the  ear,  tiny 

digital  hearing 

aids  amplify 

sounds  you 

want  to  hear, 

 ► 

while  suppress- 

ing background 

noises 

it   simp.i-r   to   tighten   a   garden   hose   on   a  spigot. 

Many  !)i-oducts  are  well-suited  to  older  people  even  if  the  de- 
signers didn't  originally  have  older  folks  in  mind.  Senior 
Friendly  in  Northbrook,  111.  (www.senior  fiiendly.com),  cui'- 
rently  rates  microwaves,  camcordei-s,  and  vcRs  according  to 
their  ease  of  use  among  people  over  50.  Tests  are  conducted  by 
50-  to  70-year-old  users.  Manufacturei-s  can  pay  to  license  a 
"Senior  Friendly"  seal  of  approval  for  models  with  top  scores. 

Among  products  that  have 
earned  kudos  are  four  microwave 
ovens — the  Sharp  r-42()AW,  Pana- 
sonic NN-.S667BA,  Samsung 
MW  5470  w,  and  Kenmore  km-68380. 
Each  has  easy-to-use  control 
panels  and  easy-to-understand  in- 
structions. Three  simple-to-load, 
8-mm  camcorders — Hitachi's  vlr 
625  LA,  rca's  PR0943,  and  Sony's 
CCD  TRV  12 — passed  muster.  So  did 
two  VCRS,  the  RCA  VR-615-HF  and 
Phillips/Magnavox  VR-362-AT. 

Retailers  focusing  on  the  senior  market  carry  a  wide 
range  of  other  new  items  as  well.  The  Mature  Mart 
(www.maturemart.com),  an  online  mall,  stocks  more  than 
20,000  mostly  low-tech  items,  from  $16  extra-loud  phone 
ringers  with  flashing  lights  to  a  $29  combination  cane  and 
folding  chair.  Centex  Coiid.,  a  Dallas-based  homebuilder,  has 
opened  Centex  Life  Solutions  superstores  in  Skokie,  111., 
and  Falls  Church,  Va.,  featuring  scooters,  ergonomic  cook- 
ware,  and  even  a  $799 
portable  shower  for  el- 
ders who  have  trouble 
walking  to  the  batlu-oom. 
The  unit  drains  through 
a  pump  and  hose. 

From  high-tech  soft- 
ware to  low-tech  plumb- 
ing devices,  the  number 
of  items  geared  toward 
seniors'  special  needs  is 
on  the  rise.  They  can 
help  make  life  easier 
even  as  age  takes  its  toll. 
By  Edward  C.  Baig 
in  New  York 


"YOUR  GOOSE  IS  COOKED' 

Talking  microwave  ovens, 
clocks,  thermometers,  and 
blood-pressure  meters  assist 
seniors  with  impaired  vision 


PERS  units.  A  low-tech  product 
ceived  a  design  award  from  the 
•an   Society   on   Aging  (www. 
:.org)  is  RCR  International's  Hose- 
whose  large  rubber  grip  makes 


IS  ARE  RINGING 

pushing  a  help  button  on  a  pendant, 
sonal  emergency  response  systems  auto 
ically  call  tor  assistance  in  a  crisis 


BIG  AS  LIFE 

Software  magnifies 
text  on  a  computer 
screen  and  reads 
it  aloud.  One  unit 
shows  prmted  text 
on  a  large-screen 
TV  monitor.  Speech- 
recognition  pro- 
grams let  you  dic- 
tate documents 
into  a  PC  through 
a  microphone 
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LIFESTYLE 


WHErtE  TO  LIVE 


When  a  Home  Near  the  Fifth  Hole 

Isn't  Enough 


For  many, 
educational 
and  jobs 
crucial  as 


My  wife  says  I  flunked  retire- 
ment," says  E.  Lee  Bryan, 
founder  of  a  medical-tech- 
nology company.  That's  why 
the  Bryans  wound  up  at 
Ti'eyburn,  a  country  club 
community  in  D^irham, 
N.  C,  some  20  minutes  from  thriving  Re- 
search Ti-iangle  Park.  The  area  boasts  golf 
courses,  a  moderate  climate,  and  excellent  hospitals.  It  also 
has  three  major  universities  and  more  than  100  high-tech 
companies.  Since  moving  from  Delaplane,  Va.,  in  1992,  Biyan, 
()1,  has  formed  an  information-technology  company  and  taken 
Gennan  and  computer-science  com'ses  at  Duke  University.  He 
has  also  settled  into  a  community  full  of  people  like  himself. 
"There  are  more  Tyi^e  A  guys  here  than  in  any  place  I've 
ever  lived,"  Bryan  says. 

As  people  challenge  the  conventional  notion  of  retirement, 
they're  rethinking  the  tyi^es  of  places  where  they  want  to 
spend  their  later  years.  For  an  increasing  number  of  Ameii- 
cans,  that  means  choosing  an  ai'ea  where  they  can  have  access 
to  culture,  education,  entertainment,  history,  and  a  shot  at  a 
rewarding  full-  or  pail-time  job.  If  you're  one  of  those  active 
reth'ees — or  if  you're  neaiing  retirement  age  but  still  want  to 
stay  in  the  tliick  of  things — the  ideal  place  for  you  may  not  be 
that  condo  on  the  fifth  hole.  Instead,  it  may  be  a  house  near  a 
university  or  an  apartment  in  a  bustling  metro])olis. 

To  be  sm"e,  most  peoj^le  ap})roaching  retu'ement  don't  want 
to  leave  home.  Of  folks  over  age  50  polled  in  1996  by  the 
Ameiican  Association  of  Retired  Persons,  83%  indicated  that 
they  would  rather  stay  put — neai'  family,  fiiends,  and  familiar 
neighborhoods.  Yet  more  than  500,000  retirees  a  year  do 
move  out  of  state.  While  many  migi-ate  to  the  classic  sunspots 
of  Florida,  California,  and  Arizona,  "I  don't  think  we  can 
take  that  for  gTanted  anymore,"  says  Cindy  W.  LaRue,  di- 


culture, 
offerings, 
are  as 
climate 


Making  Your  Move  Online 

ACCRA  COST  OF  LIVING  INDEX  www.accra.org  Measures 
relative  price  levels  for  goods  and  services  in  major 
urban  areas.  More  detailed  print  version  for  $50  for 
a  single  issue;  $120  for  an  annual  subscription 

LIVON:  SENIOR  LIVING  ONLINE  NETWORK,  www.livon.com  Connec- 
tions to  more  than  60,000  housing  and  care  facilities 

RELOCATION  CENTRALwww.relocationcentral.com  Links  to 
real  estate,  health  care,  and  Chamber  of  Commerce 
resources 

SENIORCOM,  www.senior.com  Includes  sections  on  housing 
for  ret;rees 


rector  of  the  Arizona  Commerce 
Office  of  Senior  Living.  These  days, 
people  are  looking  at  noithern  New' 
land,  the  Pacific  Northwest,  the 
Mountains,  and  other  places  whose 
aren't  synonynu»us  with  retu'ement 
Many  of  these  new  hot  spots  a 
gressively  recruiting  retirees.  Inst 
South  Florida,  you  may  find  yom-se 
over  by  the  marketing  efforts  of  Alabama,  Arkansa 
Carolinas,  Montana,  Pennsylvania,  or  Utah.  Consider  h 
sippi's  chnve  for  seniors.  It  has  ceitified  20  cities  as  retuMii 
friendly  for  their  work  and  educational  opportunitie, 
breaks,  and  housing  availability,  among  other  criteri 
example,  Hattiesbm-g,  with  a  population 
of  48,000,  bills  itself  as  "Hub  City"  be- 
cause it's  two  hours  by  car  from  New 
Orleans,  Mobile,  Jackson,  and  the  Gulf 
Coast.  It  also  has  an  active  theater 
scene,  the  Hattiesbm-g  Civic  Light  Or- 
chestra, two  colleges,  and  a  couple  of 
medical  centers.  Vicksburg,  meanwhile, 
plays  up  its  Civil  War  roots,  while  Ox- 
ford, home  of  Nobel  prize-winning  au- 
thor William  Faulkner  and  the  Llniver- 
sity  of  Mississippi,  emphasizes  its  literary 
connections. 

ON  A  BUDGET.  Ai'e  you  thinldng  of  mov- 
ing to  a  new  retirement  hot  spot  with 
everything  from  high-tech  jobs  to  a  uni- 
versity library  close  at  hand'?  To  help 
you  in  youi"  search,  we  polled  experts 
around  the  country  and  came  up  with  a 
roster  of  cities,  college  towns,  and  job 
meccas  that  provide  a  welcoming  envi- 
ronment for  reth'ees  who  want  to  live 
the  active  life  (tables). 

For  many,  low  taxes  and  a  reason- 
able cost  of  living  are  the  fir.st  thing  to 
consider  when  selecting  a  new  home  site. 
Alaska,  Florida,  Nevada,  South  Dakota, 
Texas,  Washington,  and  Wyoming  have 
no  state  income  tax.  Tennessee  and  New 
Hamjjshii'e  only  tax  earnings.  Social  Se- 
curity benefits,  or  public  and  private 
pensions.  But  remember  that  a  no-in- 
come-tax state  must  make  up  its  rev- 
enue shortfall  somewhere,  so  it  may  levy 
liigher  property  or  sales  taxes.  "Choosing 
retb-ement  in  Alabama  over  Arizona  siin- 
ply  to  save  a  few  dollars  a  year  would 
be  foolish  unless  Alabama  has  every- 
thing you  want  in  the  way  of  retirement 
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izona  lacks  something,"  says  John  Howells,  author  of 
To  Retire:  America's  Best  and  Most  Affordable  Places 
Pequot  Press,  $16.95). 

;ad  of  low  tax  rates,  employment  oj^portunities  may 
igh  on  your  list  of  requirements.  Two-thirds  of  the 
corners  surveyed  by  Del  Webb  Corp.,  developer  of 
1  City  retirement  communities,  indicated  they  plan  to 
3  working  after  leaving  theii'  pimiary  cai'eers.  Owing  to 

t  U.  S.  economy,  much  of  the   

,  from  San  Diego  to  Fort  Myere- 
'oral,  Fla.,  is  booming  with  job 
jnities  for  older  adults.  As  a 
apital,  college  town,  and  head- 
's for  high-tech  companies  such 
Computer  Corp.,  Austin,  Tex.,  is 
;  target  for  retirees  looking  for 
Is. 

vacation  spots  you've  hit  over 
irs  may  also  have  employment 
ts.  R.  Alan  Fox,  editor  and  pub- 
f  Where  to  Retire  magazine  (713 
'3),  says  "all  great  retirement 
tailed  as  great  vacation  towns." 
tance,  it's  not  much  of  a  gamble 
a  job  in  Las  Vegas  these  days, 
:s  bustling  tounsm  and  casino 
es.  Vegas  also  boasts  affordable 
and,  most  of  the  year,  a  de- 
sert climate.  Brooklyn  native 
nuels,  69,  a  retu'ed  commercial 


and  residt  ntial  real  estate  salesman,  moved  there  with  his 
wife,  Bevi  i-ly,  thi'ee  ago  after  visiting  for  years.  Samuels  now 
sells  real  estate  four  days  a  week  and  earned  around  $25,000 
last  yeai'.  I  always  wanted  to  be  an  active  senior,"  he  says. 
"When  1  first  retii'ed  at  age  55,  I  didn't  work  for  four  months, 
and  I  thought  I  was  going  crazy." 

Many  older  people  would  go  crazy  without  intellectual  and 
cultural  stimulation.  Retired  schoolteachers  Arthur  and 


College  Towns 


CITY 


ASHLAND, 
ORE. 

CHAPEL  HILL, 
N.C. 


FORT  COLLINS, 
COLO. 

IOWA  CITY, 
IOWA 

STATE  COLLEGE, 
PA. 


POPUUTION 


TEMPERATURE 

AVERAGE  JAN 
LOW/JULY  HIGH 


COST  OF 

LIVING 

INDEX* 


18,560  30/91 


43,539      29/88  105.9 


106,000     13/85  106.7 


60,148      21/87  97.5 


39,587      20/83  NA 


*U  S  average  cost  of  living=100 


COMMENTS 


Friendly  town  with  Shakespeare  festival. 
Home  of  Southern  Oregon  State  College 

Research  Triangle  area.  Home  to  Duke 
University,  University  of  North  Carolina, 
N.C.  State,  and  high-tech  companies 

Mountain  climbing,  cross-country  skiing, 
and  Colorado  State  University 

University  of  Iowa  provides 
the  benefits  of  a  Big  10  college 

Penn  State  is  providing  land  for  a 
retirement  community 
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Ex-teachers  Art  and  Doris  Lundahl  at  Ashland,  Ore.,'s  Elizabethan  Theatre 


Doris  Lundalil  moved  tVom  Soutliern  California  to  the  pic- 
tiu'esque  town  of  Ashland  in  southern  Oregon  because  "it 
has  all  the  cultural  advantages  of  a  large  city."  The  tiny  town 
of  18,560  is  famous  for  the  Oregon  Shakespeare  Festival, 
held  eight  months  of  the  yeai'.  Neai'by,  in  the  1850s  gold- 
rush  town  of  Jacksonville,  the  outdooi'  Britt  Festivals  present 
dozens  of  classical,  jazz,  and  country  artists  each  summer.  "I 
would  compai'e  it  to  the  Hollywood  Bowl  without  the  hassles," 
says  Doiis,  70.  The  Cascade  and  Siskiyou  Mountains  are  also 
close  by,  so  spoits-minded  retirees  can  ski,  hunt,  and  fish. 
And  Ashland  is  home  to  Southern  Oregon  State  College, 
where  Aithur  has  done  some  part-time  teaching. 

Indeed,  few  retirement  areas  provide  as  much  cultui-al  en- 
nchment  as  a  college  town.  "Retire- 
ment communities  that  can  be  part  of 
campus  life  allow  people  to  continue  to 
gi'ow,"  says  Leon  A.  Pastalan,  author 
of  Uitii'pi'sifii-Liiiked  Retirement  Co»t- 
iHiiuitic.s  (Haworth  Press,  $49.95).  And 
from  Charlottesville,  Va.,  to  Hanover, 
N.  H.,  you  can  always  count  on  having 
plenty  to  do  in  a  college  town.  If  it's 
not  university-sponsored  concerts  and 
lectures,  your  choice  may  be  volun- 
teer programs  and  sporting  events. 
Says  retu-ement  expert  Mai-k  Fagan,  a 
professor  of  social  work  at  Jacksonville 
State  University  in  Jacksonville,  Ala.: 
"Retirees  and  college  students  are  al- 
ways looking  for  the  same  thing:  a 
good  time." 

You  may  even  want  to  go  back  to 
class  (page  106).  Many  state-run  in- 
stitutions will  waive  tuition  for  seniors 
who  want  to  monitor  classes  or  earn 
degrees.  College  towns  also  tend  to 
offer  abundant  health-cai'e  facilities. 


especially  at  universities  with  te; 
hospitals.  And  housing  is  usual 
fordable.  "The  best  rental  mar^ 
the  U.S.  is  in  a  college  town,' 
David  Savageau,  author  of  Retir 
Places  Rated  ($19.95,  Macmilla 
Jacksonville,  Ala.,  a  retiree  can 
two-bedroom  apartment  for  abou 
a  month  or  a  three-bedroom, 
square-foot  house  for  around  ^ 
month,  says  Fagan.  j 
CITY  SLICKERS.  Some  universiti 
recognizing  that  they're  a  magi 
I'etu'ees.  The  board  of  tmstees  of 
sylvama  State  University  in  Sta 
lege.  Pa.,  has  approved  the  d€ 
nient  of  a  160-acre  planned  comi 
on  university  and  privately  own« 
for  people  over  55.  A  portion 
land  will  be  used  for  a  continuoi 
facility.  Although  Penn  State  v 
own  01'  operate  the  communit; 
dents  wiW  have  access  to  campi 
grams  and  facilities.  In  Bloom 
Ind.,  meanwhile,  the  30-acre 
owood  Retii'ement  Community  is 
the  sti'eet  from  the  Univei'sity  ( 
ana  campus.  Originally  develo 
lU  for  retired  faculty  and  sti 
Meadowood  is  now  open  to  anj 
or  older  who  is  willing  to  pay  the  $1,100  to  $2,600  n 
rental.  There's  a  six-month  waiting  list. 

While  a  college  town  should  offer  a  friendly  envir 
for  j"etu"ees,  if  you're  a  lifelong  city  slicker,  notliing  cai 
the  kind  of  cosmopolitan  lifestyle  found  in  urban  A 
Sure,  retirees  may  want  to  escape  the  crime,  conj 
and  high  living  costs  of  many  cities.  But  to  take  advai 
urban  life,  you  don't  have  to  live  downtown. 

For  example,  the  scenic  town  of  Bellingham,  W 
about  80  miles  fi-oni  Seattle  and  50  miles  from  Vancouv 
Sequim.  Wash.,  another  Pacific  Northwest  retirement  h 
some  70  miles  from  Seattle.  Del  Webb  is  developing 
northern-climate  Sun  City  in  Huntley,  III,  about  ar 


Job  Meccas 


CITY 


ANNAPOLIS, 
MD. 


AUSTIN, 
TEX. 

FORT  MYERS- 
CAPE  CORAL, 
FLA. 

PALM  SPRINGS, 
CALIF. 


POPUtATION 


TEMPERATURE 

AVERAGE  JAN 
LOW/JULY  HIGH 


33,234  24/87 


COST 
OF  UVING 
INOEX^* 

NA 


1,085,900*     39/95  99.4 


489,000      53/91  99.4 


43,000     40/108  114.4 


SAN  DIEGO, 
CALIF. 


2,690,255*     48/76  122.8 


*City  and  county     **U.S,  average  cost  of  llving=100 


COMMENTS 


Near  Baltimore  and  Washington 
home  of  U.S.  Naval  Academy.  Gi 
boating,  water  sports 

State  capital,  college  town,  and 
high-tech  center 

Where  Thomas  Edison  and  Hen 
Ford  spent  their  winters.  Gorge 
beaches 

Countiy-club  lifestyle.  Hom.e  toj^ 
Bob  Hope  and  Gerald  Ford. 
Excellent  medical  facilities 

Ideal  climate,  good  job  market,} 
Major  League  sports 
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rom  downtown  Chicago.  The  company  says  13,000  peo- 
ve  expressed  interest  in  it;  there's  room  for  just  5,000 
.  Other  areas  that  many  retirees  have  retreated  to  in- 
New  Jersey's  Monmouth  and  Ocean  Counties,  which 
;iiin  easy  reach  of  New  York  and  Philadelpiiia  by  car  or 
ransit. 

,  many  retirees  choose  to  remain  inside  city  limits,  liv- 
what  Michael  Hunt,  director  of  the  Institute  on  Aging 
Jt  Life  at  the  University  of  Wisconsin,  terms  "norcs," 
orally  occun-ing  retirement  communities.  A  norc  is 
to  be  an  urban  apartment  complex  that  wasn't  neces- 
iesigned  for  seniors  but  seems  to  attract  them  through 
jf  mouth.  Such  buildings  can  be  hard  to  spot,  since 
lon't  typically  advertise.  Hunt  says  the  best  way  to 
lem  may  be  by  contacting  local  nursing  associations 
b  companies,  norcs'  chief  benefit:  Seniors,  especially 


Urban  Hot  Spots 


POPUUTION 


TEMPERATURE 

AVERAGE  JAN 
LOW/JULY  HIGH 


COST  OF 

LIVING 

INDEX" 


fiAS,     1,188,110*    33/105  107.0 


ORK,    7,380,906       26/85  226.2 


IX, 


1,210,420      39/105  101.7 


^URGH,  1,680,000*  19/83  108.4 
iTONIO,  1,570,500*     39/95  89.9 


county      **U,S,  average  cost  of  living=100 


those  who  are  widowed,  can  enjoy  each  other's  company, 
walk  to  shops,  and  remain  city  dwellers,  norcs  can  be  found  in 
the  Cleveland  Park  section  of  Washington,  Capitol  Hill  in 
Denver,  and  Squin-el  Hill  and  Shadyside  in  Pittsburgh. 

New  York  City  has  norcs,  too — though  the  Empire  State 
did  lose  more  people  over  age  60  to  migi-ation  than  any  other 
state  in  the  1990  census.  From  job  opportunities  and  public 
transportation  to  restaurants  and  cultural  attractions — many  of 
them  free — "the  advantages  to  retiring  in  New  York  City 
are  virtually  endless,"  says  Ken  Stem,  author  of  Lee  &  Sara- 
lee  Rosenberg's  50  Fabulous  Places  to  Retire  in  America 
(Career  Press,  $18.99). 

What  happens  if  the  retirement  spot  you  pick  doesn't  work 
out  for  you?  That's  what  happened  to  Larry  and 
Gail  Buckley,  who  retired  fi-om  jobs  at  Bell  Atlantic  Corp. 
They  left  their  AnnapoUs  (Md.)  home  in  1991  for  a  new  house 
^^^^^^^^^^^  in  Manatee  County  on  Florida's  west 
coast.  "The  heat  was  the  thing  1 
couldn't  deal  vrith,"  says  Gail.  So  last 
October,  the  Buckleys  moved  to  Ford's 
Colony,  a  retirement  community  in 
Williamsburg,  Va.,  which  they'd  visited 
several  times  on  vacation. 
REVERSE  MIGRATION.  In  moving  to  Vir- 
ginia, the  Buckleys  joined  a  new  de- 
mogi'aphic  group:  the  "halfbacks" — 
those  who  retire  to  Florida,  grow 
disenchanted,  and  move  roughly 
halfway  back  up  the  East  Coast  to  the 
Carolinas  or  Virginia.  Florida  attracted 
nearly  452,000  out-of-staters  above  age 
60  from  1985  to  1990,  according  to  cen- 
sus data  culled  by  social  gerontologist 
Charles  F.  Longino,  author  of  Retire- 
rtient  Migration  In  America  (Vacation 
Publications,  $39.95).  But  during  the 
same  period,  129,000  migi-ants  over  age 
60  fled  the  Sunshine  State,  many  to 
points  north. 

How  do  you  bolster  your  odds  that 
the  retirement  spot  you  pick  will 
suit  you?  Obviously,  you  must  draw 
your  own  set  of  priorities,  whether 
it's  sticking  close  to  your  grandkids, 
mixing  job  opportunities  with  culture, 
or  escaping  into  the  wilderness.  Then, 
consider  renting  a  place  before  you 
make  a  downpayment  on  a  retir-ement 
home.  That  will  make  it  easier  to 
leave  if  the  place  doesn't  measure  up. 
And  do  check  out  a  prospective  re- 
tirement area  numerous  times  during 
the  year.  An  inviting  climate  in  winter 
may  be  unbearable  during  July  and 
August,  and  a  spot  that  seems  se- 
cluded part  of  the  year  may  be  teem- 
ing with  tourists  during  other  sea- 
sons. Only  after  you've  satisfied 
yourself  should  you  set  up  shop  in  a 
new  community.  But  on  the  other 
hand,  as  an  active  retiree,  your  menu 
of  residential  choices  is  ever-expand- 
ing. It's  comforting  to  know  there  are 
so  many  good  places  where  you  never 
i-un  out  of  ways  to  stay  young. 

By  Edward  C.  Baig,  nrith  Tammy 
Reiss,  in  New  York 


COMMENTS 


Casinos  galore  and  world-class 
entertainers.  Affordable  housing,  but 
traffic  can  be  a  nightmare 

Great  culture,  semces,  and 
transportation — but  expensive 

Sprawling  city  offering  abundant 
outdoor  activities 

Shadyside  and  Squirrel  Hill  neigh- 
borhoods are  popular  with  retirees 

Great  history,  top  medical  facilities, 
and  spectator  sports 
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Mapping  Out  Adventure  Travel 


COMPANY 

BUHERFIELD  &  ROBINSON 

800  678-1147;  www.butterfield.com 

ELDERTREKS 

800  741-7956; 
www.eldertreks.com 

OUTDOOR  ADVENTURE  RIVER 
SPECIALISTS 

800  346-6277;  www.oars.com 

OVERSEAS  ADVENTURE  TRAVEL 

800  955-1925 

RADISSON  SEVEN  SEAS  CRUISES 

800  333-3333; 
www.cruising.org/radisson 

ViflLDLAND  ADVENTURES 

800  345-4453;  www.wildland.com 


COMMENTS 

Upscale  biking  and  hiking  tour 
in  Europe,  China,  and  India  j 

Group  treks  for  the  50-plus  set 
in  Indonesia,  Madagascar,  and 
other  off-the-beaten-track  plat 

Whitewater  rafting  trips  m  the 
Grand  Canyon  and  down  Idaho 
Salmon  River 

Division  of  Grand  Circle  Travel 
offers  senior  trekking  in  Nepal 
sailing  off  the  coast  of  Turkey 

Cruises  to  exotic  places  such  as 
Northwest  Passage  and  Marquf 
Islands  in  the  South  Pacific 

Ecotourism  trips  to  the  Costa 
Rican  rain  forest  and  the  ^m^ 


TRAVEL 


Far  Fpon 
The  Tour-Bus  Crowd 


The  Baliem  Valley  in  the  Indonesian 
province  of  Irian  Jaya  is  about  as  fai- 
as  a  toiuist  can  get  ti'om  the  modem 
world.  But  in  May,  an  intrepid  gi'oup 
of  travelers  over  age  50,  led  by 
Toronto-based  ElderTreks,  took  a  jeep  to 
the  end  of  the  valley's  road.  Then  they 
hiked  some  30  miles  through  mountain- 
ous teirain  inhabited  by  Stone  Age  Dani 
tribes.  Led  by  a  native,  English-speaking  guide,  they  met  the 
tribespeople,  slept  in  thatched  huts,  and  saw  an  eerie  tribal 
fiineral.  "It  was  fabulous,"  says  Nadine  Heyman,  65,  a  retired 
principal  from  Long  Island  in  New  York.  "I'd  go  back  today." 

Forget  sedate  bus  tours  and  restful  cniises.  Today,  a  new 
generation  of  retirees  is  "hungry  to  go  off  the  beaten  path." 
says  Alan  Lewis,  CEO  of  Grand  Circle  Travel  in  Boston,  a  spe- 
cialist in  senior  adventm-e  travel.  Lewis  says  tliis  $500  irullion 
segment  of  the  travel  business  is  gi'ovring  30%  a  year,  driven 
in  part  by  more  and  more  retirees  with  time,  money,  and  a 
yen  for  the  exotic.  Wildland  Adventiu'es  in  Seattle  says  se- 
niors make  up  60%  of  the  participants  in  its  ecotourism 
jaunts  to  such  locales  as  the  Costa  Rican  rain  forest. 

Senior  adventure  travel  is  booming  because  retu'ees  are  in 
better  physical  shape,  more  affluent,  and  more  daiing  than  in 
the  past.  Gene  Wellman,  71,  a  retired  environmental  consul- 
tant from  Klamath  Falls,  Ore.,  typifies  the  breed.  A  sea- 
soned business  traveler,  Wellman  has  no  desire  to  be  herded 


Track  gorillas  in 
Uganda,  explore  a 
rain  forest,  or  pedal 
across  France 


onto  sightseeing  buses.  So  he  and  his  wife,  Genevieve, 
joined  small-gi"oup  trips  to  French  Polynesia  and  Peni. 

As  its  name  implies,  adventure  travel  can  be  taxing 
even  risky.  Abercrombie  &  Kent  in  Oak  Brook,  111.,  v 
clients  of  the  "strenuous"  hiking  and  "rustic"  conditions  i 
five-day  goiilla  tracking  trip  in  Uganda.  On  such  trips,  d 
medical  cai'e  can  be  many  miles  away,  so  it's  cincial  to  L 
alistic  about  yoiu-  abilities  and  to  screen  tour  operators,  i 
about  their  insurance,  the  age  range  of  participants 
how  long  they've  been  in  business,"  as  well  as  about  i 
gency  backup  plans,  says  JeiTy  MaUett,  president  of  th(  1 
ventm-e  Ti-avel  Society  in  Englewood,  Colo.  And  don't  i 
home  without  a  medical  checkup  and  insiu-ance  that  allov 
evacuation  in  case  of  a  medical  emerji 
Many  operators  offer  such  coverag(| 
you  can  buy  it  on  youi*  own. 
EASIER  TERRAIN.  Not  eveiy  exotic  tij 
all  that  arduous,  however.  Grand  C 
Overseas  Adventure  Ti-avel  (oat)  uii 
fers  a  17-day  trekking  trip  in  NepaS 
the  hikes  take  place  in  the  Hima 
foothills,  where  the  elevation  neveil 
■  5,400  feet — about  the  same  as  D( 
Most  of  Abercrombie  &  Kent's  African  safaris  are  billj 
"easy"  or  "moderate."  ; 

Exposure  to  exotic  cultures,  rather  than  physicall 
lenge,  is  the  main  aim  of  many  senior  adventurers.  On 
Sahara  odyssey  in  Morocco,  they  visit  an  encampmc 
Berber  nomads.  And  Radisson  Seven  Seas  Cruises  of 
25-night  voyage  through  the  Northwest  Passage  in 
travelers  visit  Inuit  settlements  and  sail  among  icebei 
All  this  fim  doesn't  come  cheap.  Costs  range  fi'om  $3£ 
pei"son  for  oat's  Nepal  trip  to  .$15,000  and  up  for  the  Ra 
cruise.  At  those  prices,  travelers  expect — and  get — 
tain  degi-ee  of  pampeiing.  Buttei-field  &  Robinsons  hiku 
biking  trips  through  France  and  Italy,  popular  with  t 
plus  crowd,  use  hotels  of  the  ultraluxe  Relais  &  Chi 
chain.  A  far  ciy  from  roughing  it,  but  such  touches 
these  trips  all  the  more  appealing  to  well-heeled  reti 
even  those  in  hiking  boots. 

By  William  C.  Symonds  in  i 
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YOU'RE  BEING  SUED  AGAIN. 


CONGRATULATIONS. 

1 


Is  it  a  petty  annoyance  or  a  major  liability  claim 
threatening  your  company's  profits  and  reputation? 
In  either  case,  you  want  it  to  go  away  right  now. 

So  do  we. Thorough  investigation,  fair  negotiation 
and  expedient  settlement:  that  is  our  promise.  Because 
mishandled  claims  can  onlv  ^et  worse. 

Local  experts  in  670  hometowns  around  the 
world  stand  ready  with  a  wide  range  of  easily  tailored 
resources,  including  investigation  and  subrogation. 
While  we  have  a  proven  record  handling  large  cases, 
each  claim,  regardless  of  size,  receives  all  the  attention 
it  requires.  As  a  result,  less  than  five  percent  of  all 
claims  we  handle  involve  any  litigation  at  all. 

We  are  committed  to  the  highest  standards  of 
service,  perhaps  higher  than  you've  come  to  expect 
from  others,  and  we  back  that  commitment  with  our 
Performance  Guarantee. 

Then,  for  the  moment,  you  can  get  back  to  your 
business,  confident  that  next  time — and  unfortunatelv 
there  will  be  a  next  time — we'll  be  there  to  help. 
We  promise. 


1-888-213-2533  •  www.crawfordandcompany.com 
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The  Glory  Days 
Aren't  Over  Yet 


ihen  David  Kaynor  organized  the 
[first  Washington  State  Senior 
Games  in  1996,  the  track-and-field 
meet  drew  only  50  participants. 
With  medals  for  top  finishers  in 
each  five-year  age  group,  "we  handed  out 
105  gold  medals  and  only  10  silvers," 
Kaynor  recalls.  But  for  this  year's  games, 
open  to  those  50  and  older,  taking  home 
the  gold  won't  be  so  easy.  Kaynor  expects  500  to  700  com- 
petitors— including  more  than  50  for  such  field  events  as  the 
long  jump,  shot  put,  and  pole  vault. 

Amazed  at  the  notion  of  70-year-old  pole-vaulters?  You're 
not  keeping  up  with  the  rapidly  growing  world  of  senior 
sports.  Today's  retirees,  healthier-  and  more  active  than  therr 
predecessors,  are  hungiy  for  opportunities  to  train  and  com- 
pete. And  the  gi'owth  of  recent  years  is  just  a  warm-up: 


From  volleyball  to 

track-and-field, 
''masters"  meets  are 
picking  up  speed 


Every  day  for  the  next  16  years,  10,000  to  12,500 
boomers  will  celebrate  a  50th  birthday.  The  generatioi 
never  wanted  to  grow  up  has  never  relinquished  its  di 
of  athletic  gloiy.  So,  sports  organizations  are  bracing 
rush  of  gray-haired  competitors. 

Boomers  already  ai'e  crowding  "masters"  tourneys — t 
that  are  open  to  athletes  40  and  older — in  swimming,  ■ 
and-field,  and  long-distance  nanning.  The  usA  Track  & 
National  Masters  Championships,  slated  for  July  30-Auj 
the  University  of  Maine  in  Orono,  is  expected  to  draw 
competitors.  At  the  national  level,  athletes  must  perf( 
USA  Track  &  Field's  age-graded,  minimum  standards 
medals.  But  events  are  open  to  all  who  pay  entry  fees! 

can  come  out  of  the  stands,  put  on 
of  shoes,  and  run,"  says  Jerry  Wojc 
nior  editor  of  National  Masters  Neu 
343-7716),  which  chronicles  masters  a 
and-field  events. 

Even  so,  novices  are  better  advi; 
start  with  local  tourneys,  such  a 
Philadelphia  Masters  Meets,  held 
other  Wednesday  evening  in  July  (21 
8859),  or  such  regionals  as  the  Wet 
gionals  Masters  Championships  in  Santa  Barbara,  Ca], 
July  18-19  (805  965-0581). 

SENIOR  VARSITY.  The  1999  National  Senior  Games  are 
selective.  State  organizers  this  year  are  holding  qua 
meets  for  the  big  event,  slated  for  Oct.  19-29,  1999, 
lando,  Fla.  There,  more  than  11,000  athletes  are  expec 
compete  for  medals  in  18  sports,  from  track-and -fiel 
swdmming  to  basketball  and  volleyball. 

How  can  an  older  athlete  find  cout 
tors  of  similar  age  and  skills?  In ' 
sports,  such  as  golf  or  tennis,  it's 
Join  a  club  with  like-minded  mer 
Rowers  might  find  a  boat  club  or 
lege  that  lends  or  rents  out  its  scull 
team  sports,  look  in  the  sports  or  we 
pages  of  a  local  newspaper  for  listi 
leagues  with  senior  divisions. 

If  local  leagues  don't  serve  st-iilo, 
ganize  a  team  yourself.  Sports  dir  l 
at  YMCAs  and  other  rec  centers  ofti 
eager  to  help.  But  remember:  Athl( 
any  age  should  get  a  physical  and  p< 
stop  at  a  local 

Some  11,000 
athletes  will 
compete  in  next 
year's  National 
Senior  Games 


Want  To  Compete?  Here's  Where  To  Start 


SENIOR 
GAMES 


USA  TRACK 
&  FIELD 

U.S.  MASTERS 
SWIMMING 

U.S.  ROWING 
ASSN. 


504  379-7337      ;  State  affiliates  plan  individual  and  team 

competitions  prior  to  the  National  Senior  Games 
in  Orlando,  Fla.,  Oct.  19-29, 1999 

206  932-3923      ;  Sponsors  track,  road-racing,  and  racewalking 
www.usatf.org      ;  meets  for  athletes  40  and  older 

603  537-0203      '\  Provides  information  on  swimming  contests 
www.usms.org     ;  and  workout  groups  at  local  pools 

800  314-4769       Can  steer  you  toward  a  boat  club  or  college 
www.usrowing.org   that  allows  veteran  athletes  to  use  its  sculls 


or  community  can 
classes  in  ex( 
waiTn-up,  and  strf 
before  they  take 
playing  field.  A 

  v.MCA  of  the  Sie 

Reno,  Nev.,  what  started  20  years 
cai'diac-rehabilitation  class  has  evolv( 
a  three-day-a-week  volleyball  leag 
some  15  septua-  and  octogenarians. 

This  fall,  YMCA  Senior  Programs  D 
LuAnne  Steininger  hopes  to  orgar 
over-50  men's  basketball  league.  "\ 
lots  of  retii'ees  in  their'  50s  who  wan' 
back  to  being  the  great  player  tb 
member  being,"  she  says.  Well,  dre; 
Even  the  healthiest  boomer  can't  le 
a  teenager  But  the  ur-ge  to  try  is  lil 
crowd  the  courls,  tracks,  and  pool 
gr'ay  heads  in  the  years  ahead. 

By  Mike  McNamee  in  Washl 
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Earth  Shakers." 


"Sprint's  international  calling 
plan  helps  my  team  build 
our  jingle  business  overseas." 


-Julie  Sizemore 

Thompson  Creative 
Dallas,  TX 


Introducing         SPRINT'S     SMALL  BUSINESS 


Wc  ph'dj^e  to  work  with  you  to 
solve  your  business  challenges 

using  the  right  mix  of 
products  and  proven  tools  from 
recognized  experts  to  help  you 
excel  in  critical  areas  such  as: 


Ensuring  Customer  Satisfaction 
Increasing  Your  Sales 
Improving  Employee  Effectiveness 


PERFORMANCE  PLEDGE 


With  flexible 
in  ternatioticil 
calling  plans. 
Sprint  helped 
Julie  and  her 
co-workers  be 
more  effective. 


Add  to  that,  Fridays  Free',  local  toll "  and  toll-free 
and  you  too,  can  have  a  formula  for  success. 


What's  more,  we  provide  a  wide  range  of  valuable 
business  tools  and  advice  to  help  you  in: 

•  Developing  human  resources 

•  Improving  efficiency  on  the  road 

•  Expanding  your  business  internationally 
...and  a  whole  lot  more.  Because  Sprint  not  only 
understands  your  challenges,  but  can  actually  tailor 
a  plan  to  help  grow  your  business.  So  put  our  Small 
Business  Performance  Pledge  behind  you.  Call  today. 


1-800  •477-1406 

Sprint 


www. sprint  com /pledge/ 


We  help  your  business  do  more  business" 


-or  $50  monthly  commitment  level,  minimum  of  $50  required  on  days  other  than  Fridays  Customers  who  do  not  meet  the  minimum  requirement  will  be  billed  the  ditterence  to  equal  the 
!  num.  Maximum  ot  $200  in  Iree  local  toll  and  long  distance  calling  on  Fridays  per  month,  per  customer,  For  $200,  $500,  $750  and  $2,000  monthly  commitment  levels  maximum  ot  $1,000 
J  e  usage.  For  $4,000  monthly  commitment  level  maximum  of  $2,000  free  usage  Offer  good  tor  up  lo  110  consecutive  Fridays  total  Excludes  SprintFAXn^'  and  Sprint  Conference  Line® 
services  Certain  restrictions  apply  Domestic  calls  and  commercial  use  only.  Limited-time  offer  Not  valid  with  any  other  offer  Promolion  subject  to  change 
"Local  toll  service  from  Sprint  may  require  dialing  an  access  code  in  certain  areas,    1998  Sprint  Communications  Company  L  P 


RETIREMENT  6UIDE 


LIFESTYLE 


EDUCATION 


Late-Blooming 
Scholars 


For  retii'ed  diplomat  Lloyd  Jonnes,  this 
adage  rings  tme:  Otium  shie  litteris 
mors  est,  Latin  for  "leisiu'e  without  lit- 
eratui'e  is  death."  In  1975,  Jonnes  semi- 
retired  fi'om  a  30-yeai',  globe-ti'otting 
career  and  indulged  his  fascination  with 
histoiy  and  ancient  languages  by  loading 
up  on  coiu-ses  at  Washington's  Catholic  Uni- 
versity. By  1992,  he  had  earned  a  PhD  in 
ancient  Greek  and  Latin  and  two  years  later  wrote  a  book  on 
stone  inscriptions  fi'om  the  ancient  Tui'kish  city  of  Heraclea 
Pontica  on  the  Black  Sea.  "I  am  helping  to  discover  and  save 
the  past,"  says  Jonnes,  now  74. 

Discovery  has  taken  on  new  meaning  for  thousands  of  like- 
minded  retu'ees.  Once  content  to  be  passive,  back-of-the-room 
auditors  of  the  occasional  college  coui'se,  they're  now  moving 
into  degi'ee  tracks.  Enrollment  for  college  students  age  65 
and  older  gr-ew  27%  from  1991  to  1995,  and  the  Education 
Dept.  says  some  81,000  people  over  65  are  now  pait-  or  full- 
time  students.  Another  356,000  students  are  age  50  to  64. 
"We'i'e  moving  away  from  the  traditional  thi-ee  boxes  of  Uie' — 
education,  work,  and  i-etii-ement,"  says  Ronald  Manlieimer,  ex- 
ecutive dii-ector  of  the  privately  and  publicly  fiuided  North  Cai'- 
olina  Center  for  Creative  Retii'ement.  "We're  going  to  see 
people  floating  in  and  out  of,  or  combining,  those  activities." 
LEISURELY  LEARNING.  Foi"  74-yeai--old  Hany  Gold,  a  mai-keting 
man  who  resiuTected  Dr  Brown's  Cream  Soda,  college  wasn't 
even  a  choice  in  lus  youth.  Shipped  off  to  World  War  II  as  a  ra- 
dio operator,  he  i-etmned  to  join  the  wor'kfoi-ce  as  a  traveling 
soda  salesman.  After  retiring  in  1993,  he  headed  to  a  satellite 


College  enrollment 
for  students  65  and 
older  jumped  27% 
from  1991  to  1995 


campus  of  Long  Island  University  to  study  American  hi 
alongside  pierced  and  primped  Gen-Xers.  "At  fii'st  I  imai 
them  tliinking,  'What  in  the  hell  is  tliis  old  geek  doing?' " 
says.  "But  I'd  be  crotcheting  dovra  the  halls,  and  they'd  al 
help  me  with  my  bag.  It  renewed  my  faith  in  young  pec 
What  Gold  didn't  love  was  exams.  "A  real  chore,"  he  sayi 
he  survived.  He  just  gi'aduated  with  a  ba  in  histoiy — and 
gTade  point  average. 

Of  coui'se,  discipline  and  test-taking  ai'e  pail  of  the  c( 
experience,  so  it's  cnicial  to  consider  what  you  want 
school  before  you  dash  to  the  registrar's  vdndow.  For 
credit,  leisui'ely  leaiTiing,  230  univer-sity-sponsored  Institut 
Learning  in  Retu'ement  offer  low-cost  seminars.  Then  thei 
the  tuition-fi-ee  audit  classes,  to  be  h 
nearly  40  state  universities,  and  educ 
al  tom's  thi'ough  Elderhostel  Inc. 

For  those  who  want  a  degi-ee  pro] 
20  states  provide  tuition-free  instn 
for  seniors  at  pubhc  universities 
schools  ai'en't  as  likely  to  offer  such 
ride.  And  don't  tliink  you  can  avoid 
core  requii'ements.  William  E.  Jackson 
semiretired  ad  executive  wi-apping  uf 
in  philosophy  at  Northwestern  Univei-sity's  night  school, 
requii'ed  science  classes.  "Tliey'U  be  the  last  classes  I  tak 
says.  As  a  night-school  student,  Jackson  didn't  have  to  tal 
SAT,  but  some  schools  demand  it  depending  on  the  prog 
For  all  the  hassle,  seniore  who  have  an  eye  on  a  mortal 
say  they  couldn't  motivate  themselves  without  the  discipl 
for-credit  classes.  "This  isn't  something  you  do  haphazi 
says  Creative  Retii'ement 's  Manlieimer.  Beyond  the  class 
you'll  have  to  find  yom-  way  aroimd  today's  hea\ily  com; 
ized  universities,  almost  all  of  which  use  the  Intern- 
coiu'se  materials  and  registration. 

Older  degTee-seekers  find  that  decades  of  experience 
working  world  can  come  in  handy.  That  became  clear  to  t 
when  he  began  translating  tablets  from  Heraclea  P( 
Years  before,  he  had  helped  Tui'key  set  up  a  giant  steel 
neai'  the  site  and  was  able  to  coax  plant  execs  to  give 
torn-  of  the  ai-ea.  "I  knew  the  plant  and  I  could  talk  aboul 
was  going  on,"  says  Jonnes.  Tliat  mix  of  timeworn  expef 
and  fresh  cuiiosity  is  just  one  way  this  generation  of  oldi  s 
dents  is  making  the  school  house  rock.  '  :^ 

By  Dennis  Berman  hi  Nevf 

Advice  to  the  Senior  Glass 

If  you  haven't  set  foot  in  a  classroom,  for  decades 
are  thinking  of  going  for  a  degree,  here  are  some  st^\ 
you  can  take  to  prepare: 

AUDIT  Sitting  in  on  a  class  won't  count  toward  your 
degree.  But  it's  a  good  way  to  get  a  low-risk  taste  of 
college  life  before  you  matriculate. 

DO  A  LIFE  REVIEW  Schools  often  award  credits  for  11 
experience.  Think  about  what  you've  done  professiorij 
and  personally  over  the  years  and  ask  the  registrar  if 
your  experiences  can  be  counted  toward  a  degree. 


CONSIDER  FINANCES  Many  State  and  private  schools 
give  tuition  breaks  to  senior  scholars.  Be  sure  to  inq 
about  the  best  available  deals. 


Jonnes  with  a  sample  of  ancient  stone  inscriptions 


GET  WIRED  If  your  spreadsheet  and  Web-browsing  si 
aren't  up  to  par,  sign  up  for  some  training. 


It 


[III 

IIKl 
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GOOD  THINGS  i 
tOME  IN  SMALL  I 
COMPANIES. 


\PITAL  DEVELOPMENT  FUND  When  opportunity  knocks,  it's  important  to  listen, 
jps  are  at  their  most  attractive  valuations  relative  to  large  caps  since  the  latest  bull 

market  began,  it's  time  to  consider 


apital  Development  Fund 


AW- 


Incept/on  (6  17-96) 

32.85"'- 
*28.72"'- 


iiimuni  5.50%  sales  charge  Aierage  Annual  Total  Return  as  ol  5-51-( 


taking  advantage  of  the  strong  growth 
opportunities  in  the  small  cap  market. 

The  AIM  Capital  Development  Fund 
is  an  intelligent  way  to  invest  in  small 
ir  disciplined  strategy  employs  four  principles:  choose  undervalued  companies  with 
irowth  potential,  diversify  holdings  with  numerous  stocks,  buy  and  hold  on  to  the 
formers,  and  maximize  tax  efficiency.  These  four  elements  make  this  the  "thinking 
mall  cap  fund."  And  while  investing  in  small  companies  may  involve  greater  risk 
re  established  companies,  it  also  offers  greater  potential  reward, 
ill  caps  are  knocking.  It's  time  to  answer. 

Invest  With  DISCIPLINE 


sm 


www.aimfunds.com 


AIM 


MUTUAL  FUNDS 

mance  cannot  guarantee  comparable  future  results. 

OUR  FINANCIAL  CONSULTANT  for  more  complete  infomathn  about  the  Fun(]JnMing(±arges  and  e)q3enses,  a  Fund  prospectus 
fonnance  figures  are  historical  ond  reflect  reinvested  distributions  and  changes  in  net-asset  value  for  Class  A  shares.  Investment  return  and  principal  value  will  vary  so 
ay  have  a  gain  or  loss  when  you  sell  shares.  Please  read  the  prospectus  carefully  before  you  invest  or  send  money  AIM  and  design  is  a  registered  trademaik  of  AIM 
nt Group IncAIM Distributors.  Inc  1 998 


RETIREMENT  GUIDE 


LIFESTYLE 


JOBS 


FIRST  STEPS  TO  A 
SECOND  CAREER 


After  26  years  with  the  U. S.  Customs 
Service  and  10  years  with  Digital 
Equipment  Corp.,  Robert  DiLorenzo 
of  Acton,  Mass.,  retired  at  62 — for 
two  months.  "I  didn't  know  what  to 
do  aside  from  watching  c-span  and  yelling 
back  at  the  television,"  he  says.  So  he  hit 
the  phone  and  landed  a  job  as  an  independent  contractor  for  a 
company  that  does  backgi'ound  checks  on  prospective  employ- 
ees at  the  U.  S.  Air  Force,  the  Ti-easury  Dept.,  and  the  Com- 
merce Dept.  Says  DiLorenzo:  "I  don't  feel  the  parade  has 
passed  me  by." 

DiLorenzo  epitomizes  the  changing  pattern  of  American  re- 
tirement. More  and  more,  retired  men  and 
women  want  to  get  up  in  the  morning 
and  do  something  productive.  Of  1,555 
adults  45  or  over  polled  for  business 
WEEK  by  Louis  Harris  &  Associates, 
75%  said  they  planned  to  continue 
working  after  retirement.  Among  281 
retirees  polled  in  the  same  survey, 
47%  ai'e  still  working.  "They  remem- 
ber the  phrase,  'retire  and  die,'  and 
they're  not  ready  to  do  that,"  says 
trends  analyst  Joyce  Gioia  of  Herman 
Group,  a  management  consulting  fiiTn 
in  Greensboro,  N.  C. 
JOB  FAIR  JAUNT.  When  retii'ees  hit  the 
job  market,  "they  want  lower  stress, 
flexible  hours,  work  they  enjoy  doing, 
and  the  feeling  that  they're  making  a 
difference,"  says  Gioia.  Take  Charles  T. 
Russell,  68.  For  10  years  he  was  CEO 
and  president  of  Visa  International,  the 
ci-edit-cai-d  company,  before  retiring  in 
1994.  He  found  that  boring,  so  after  a 
barrage  of  offers,  he  decided  to  work  in 
1996  as  vice-chainnan  of  eFunds  Coip., 
an  electronic  commerce  startup  in 
Tlistin,  Calif.  The  job  leaves  him  lots  of 
time  for  serving  on  boards,  fljing  his 


Retirees  are  finding 
new  ways  to  stay 
productive 


plane,  and  puttering  in  his  woodworking  shop.  "If  I  dont  fet 
coming  into  work,  I  don't.  You  never  did  that  at  \^a. 

Most  pros  agree  that  the  best  time  to  plan  a  second  c 
is  before  you  quit  your  first.  Katherine  W.  Donahue,  a 
sultant  with  Deloitte  &  Touche,  suggests  joining  a  trad 
sociation  or  attending  job  fairs  to  network.  A  job  fi 
where  Vu-ginia  S.  Whitaker,  who  was  taking  early 
ment  fi'om  a  job  in  regulatoiy  affairs  at  Njmex  Corp 
yeai;  hooked  up  with  her  current  employer,  information 
nology  consulting  firm  Approach  Inc.  "I  wanted  to  do  s 
thing  really  different,"  she  says. 

To  build  a  second  career,  you  may  need  to  educate  yoi 
Before  Agnes  Eschoo  Wilhams,  57,  of  Atherton,  Calil 
into  selling  residential  real  estate  afl 
years  as  a  coUege  cosmetology  teacht 
cai'eer  counselor,  she  took  courses  in  n 
tate,  computers,  and  finance.  But  i 
want  to  put  your  existing  job  experiei 
work,  you  may  want  to  try  consulting, 
fei-s  flexibility  and  requires  no  licer 
investment.  "You  can  move  into  it  anc 
as  much  and  as  often  as  you'd  like,"  says  Gaiy  S.  Goodms 
thor  of  Six-Figure  Coymilting  (Amacom,  $18). 

A  number  of  companies  including  Decatur  (Ga.)-base(^ 
Span  Services  (404  373-0005),  Stamford  (Conn.)-based 
(203  975-8000),  and  New  \'brk  City's  Executive  Interimi: 
agement  (212  519-(3006)  place  retii'ed  executives  as  contra(;i 
sultants  in  midlevel  to  senior  managu 
positions  for  two  weeks  to  a  yr 
more.  One  hot  area  is  solving 
2000  problems.  "Often  the  only 
who  understand  these  comimti 
guages  are  retired  engineers, 
Life  Span  President  Rick  Grart 
If  you  want  to  start  a  new 
ness,  take  a  look  at  such  tit- 
health,  nutrition,  workforce  1 1-; 
and  technology' — particularly  \ 
merce.  And  no  matter  what  yi 
reer    path,    reach  high. 
Sensenig  of  Lansdale,  Pa.,  > 
48  years  as  a  general  aiKi  ( 
thoracic  surgeon.  But  "it  w  a 
to  move  on,"  he  says.  So  at 
went  to  Temple  University] 
School.  Now  77,  he's  prepp: 
the  bar  exam.  "I'm  not  looking 
associate's  job   working  7i 
weeks  and  hoping  to  be  a  par 
10  years,"  he  says.  "But  I 
can  be  of  service  in  the  medii 
practice  field."  That's  a  Ion 
fi'om  "retire  and  die." 

By  Meg  Lundstrom  in  Nei 
with  Amy  Barrett  in  Philadelpi 


i 
1 


Online  Career  Assistance 


AMERICAN  ASSOCIATION  OF 
RETIRED  PERSONS 

www.aarp.org/working_options/home.html 
Information  on  staying 
employable,  job  search,  alter- 
nate work  options 


COACH  UNIVERSITY 

www.coachu.com 
Advice  on  how  to 
use  a  career 
coach — or  how  to 
become  one 


EXECUNET 

www.execunet.com 
Networking 
service  for 
executive-level 
jobs 


LYCOS  CAREERS 

www.lycos.com/careers 
How  to  look  for 
jobs,  prepare  a 
resume;  links  to 
other  career  sites 


ROCKPORT  IN] 

www.rocl<portinsti 
Counseling 
coaching  for 
people  seek 
career  chani 
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Dale  Carnegie  Training 

www.dalc-carnegie.com 
Dassault  Falcon  Jet 
www.talconjet.com 
DataWorks 
www.dataworks.com 
Datek  Online 
www.datek.com 
Digital  PC 

www.windows.digital.com 
Diners  Club  International 

www.dinersclub.com 

EMC 

www.emc.com 

Energy  Cost  Savings  Council 

www.plug-in.org 

Equi  table/ AXA 

www.equitable.com 

Ericsson 

www.ericsson.se 

E'TRADE 

www.etrade.com 

Exide  Electronics 

www.exide.com 

Federal  Express 

www.fedex.com 

Flexilntemational  Software 

www.flexi.com 

Ford 

www.ford.com/ 
Founders  Growth  Fund 
www.founders.com 
Fujitsu 

www.fujitsu.com 

Fujitsu  PC  Corporation 

www.fujitsu-pc.com 

Gateway  2000 

www.gateway.com 

General  Motors 

www.gm.com 

General  Motors-OnStar 

www.onstar.com 

GTE 

www.gte.com 
Hewlett-Packard 

www.hp.com 


Hilton  Hotels  &  Resorts 

www.liilton.com 
Hoechst 

www.lioeclisi.coni 
Honda 

www.lionda.coni 

Hyatt  Hotels  Corporation 

www.liyatt.com 
IBM 

www.ibm.com 
Infiniti 

www.infiniti-u,sa.com 
Intel 

www.intel.com/ 
International  Institute  for 
Management  Development 
www.inid.ch/ 
International  Paper 
www.ipaper.com 
Invesco 

www.invcsco.coni 
Iomega 

www.iomega.coni 

J.D.  Edwards  &  Company 

www.jdedwards.com 

Kinko's  Corporate 

www.kinkos.coni 

Lawson  Software 

www.Lawson.com 

Lexus 

www.lexus.com 
Lincoln-Mercury 
www.lincolnmercury.com 
Lotus 

www.lotus.com 
Lucent  Technologies 
www.lucent.com 
Lufthansa 

www.lufthansa-usa.com 
MCI 

www.nici.com 

Mercedes-Benz 

www.u,sa.niercedes-benz.com 

Merrill  Lynch 

www.ml.com/ 

Microsoft 

www.microsoft.com/ 
Mitsubishi  Electronics 
America,  Inc./Electronic 
Device  Group 

www.mitsubishichips.com 
Mitsubishi  Motor  Sales 
of  America 

www.mitsucars.com 


MOVADO 

The  Museum  Watch 

www.niovado.tom 
National  Business  Aviation 
Association,  Inc. 

www.nbaa.org/nonmember/ 

library/ realworld/welcome.htm 
Network  Associates 
www.nai.coni 
Nortel 

www.nortel.com 
Northrop  Grumman 
www.northgrum.com 
Northwest  Airlines 
www.nwa.com 
Novell 

www.novell.com 

Oracle  Corporation 

www.oracle.com 

PeopleSoft 

www.peoplesoft.com 

Praxair 

www.praxair.com 

The  Principal  Financial 

Group 

www.principal.com 

QAD  Inc. 

www.QAD.com 

QUALCOMM 

www.qualcomm.coni/cdma 

Roberts  Express,  Inc. 

www.roberts.com 

SAP 

www.sap.com 
SAS  Institute 
www.sas.com/ 
Savin 

www.sales@savin.com 
Charles  Schwab 
www.schwab.com 
Seagate 

www.seagate.com 
Siemens  Corporation 
www.siemens.com 
Siemens  Microelertronics 

www.smi.siemens.com 
SkyTel 

www.skytel.com 
Southern  Company 

www.southernco.com 


Sprint 

www.sprint.com 

StorageTek 

www.storagetek.com 

Sun  Microsystems 

www.sun.com 

Sybase 

www.sybase.com 

Symantec 

www.syniantec.com 

Symbios  Logic 

www.symbios.com/bw.htm 

Texas  Instruments 

www.ti.com 

TIBCO 

www.tibco.com 

Tivoli 

www.tivoli.com 
Toshiba  America 
Information  Systems 
www.computers.toshiba.com 
Toshiba  Telecommunications 
Systems  Division 
www.teleconi.toshiba.com 
Toyota  in  America 
www.toyota.com/usa 
Toyota  Motor  Corporate 
Services 

www.toyota.com/usa 
Toyota  Motors 
www.toyota.com 
T.  Rowe  Price 
www.troweprice.com 
Unisys 

www.unisys.com 
United  Technologies 

www.utc.coni 
UPS 

www.ups.com 
US  Airways 
www.usairways.com 
USPS  Priority  Mail 

USPS.supplies.gov 

US  Web 

www.usweb.com 

UUNET  Technologies 

www.uu.net 
Visio 

www.visio.com 
Xerox 

www.xerox.com 
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RETIREMENT  GUIDE 


LIFESTYLE 


VOLUNTEERING 


Anyone  Want 
To  Lend  A  Hand? 


lilliam  P.  Hall  tiied  to  retii'e  not  once, 
[but  twice.  After  a  cai'eer  at  the  con- 
sulting ftrni  A.  T.  Kearney  Inc.,  he 
i-etired  at  age  57  in  1980.  But  a  life 
of  leisure  proved  unfulfilling,  and 
Hall  quickly  retiuiied  to  work  as  a  mar- 
keting executive  at  investment  fuin  Duff  & 
Phelps.  Wlien  it  came  time  to  retii-e  again, 
Hall  decided  to  look  for  something  more 
satisfying  than  fisliing  and  golf  So  he  went 
to  the  Executive  Service  Coips  of  Chicago, 
where  he  draws  on  his  skills  to  devise 
strategic  and  marketing  plans  for  not-for- 
profit  agencies,  including  one  that  find 
work  for  the  mentally  disabled.  "The 
Executive  Semce  Coips  filled  a  void 
in  my  life,"  Hall  says. 
HUNGRY  FOR  A  CHALLENGE.  Tliese 
days,  i-etirees  are  breathing  new 
life  into  the  world  of  volimteerism. 
Today's  retirees  are  leaving  their 
careers  healthier  and  more  active 
than  the  generations  before,  and 
they're  finding  a  host  of  volun- 
teer opportunities — fr'om  sei-ving 
as  ersatz  diill  sei'geants  in  boot- 
camp-style  schools  for  troubled 
teenagei-s  to  staffing  cUjiics  for  in- 
digent patients.  By  demanding  as- 
signments that  will  challenge  them 
just  as  theii'  careers  did,  they  are 
changing  the  natui'e  of  volunteeiism. 


Helping  Others 

CHRISTMAS  IN  APRIL  202  483-9083, 
www.Christmasinapril.org  Organizes  a  national 
work  day  on  which  retirees  make  minor  repairs 
on  homes  for  poor  or  disabled  elderly. 

EXECUTIVE  SERVICE  CORPS  212  529-6660  Retired  man 
agers  help  with  board  development,  create  strategic  plans, 
and  provide  financial  advice  for  not-for-profit  agencies. 

REACH  OUT  401  729-3284,  www.reachoutweb.org  Retired 
and  active  physicians  provide  low-cost  medical  care  to  unin- 
sured patients.  Robert  Wood  Johnson  Foundation  provides 
funding  for  39  Reach  Out  clinics  nationwide. 

RETIREC  AND  SENIOR  VOLUNTEER  PROGRAM  800  424-8867, 

www.seniorcorps.org  This  government-run  agency  provides  in- 
formation about  opportunities  ranging  from  serving  as  museum 
docents  to  working  as  instructors  in  youth  boot  camps. 


Retiring  boomers  are 
breathing  new  life 
into  service 
organizations 


"These  people  ai'e  looking  for  more  meaningful  activiti^ 
the  systems  they  may  want  [to  serve]  are  not  yet 
enough,"  says  Laui-a  B.  Wilson,  director  of  the  Center  > 
ing  at  the  University  of  Mai'yland. 

So  to  find  a  good  fit,  would-be  volunteers  should  comje 
nonprofit  commitment  with  the  same  critical  eye  used  to 
job  offers.  Tlie  opportimity  should  have  a  cleai-  job  desc 
with  time  commitments  and  scheduling  flexibility.  Thi-  ■ 
zation  should  offer  an  orientation  at  which  volunteer.s  it\ 
nonprofit's  histoiy  as  well  as  peifoirnance  expectatiems. 
unteer  coordinator  should  be  available  to  answer  question 
schedules,  and  communicate  with  clients  and  volunteers 
For  many,  it's  also  important  that  the  work  provid(» 
panionship,  either  with  other  volui 
or  with  clients.  And  though  it  may 
like  a  trifle,  perks  such  as  award  b; 
and  outings  make  the  work  more  fti 
Government  and  national  semce  a 
can  be  good  cleai-inghouses  for  infon 
Organizations  operating  under  the 
la  of  goveiTiment-iim  National  Seni 
vice  Coi-ps  include  the  Fostei"  Gra 
ents  program,  the  Senior  Com 
progi'am,  and  the  vaiiety  of  opporl 
available  undei'  the  Retired  Senior 
teer  Pi"ogi"am.  An  online  cleaiTngho 
information  is  the  Volunteer 
(www.epicbc.com/volunteer/inde: 
Some    of   the   most  e: 
prospects  have  come  out  c 
ects  created  by  retirees  fc 
community  needs.  The  ] 
Wood  Johnson  Foundati 
cently  fimded  Reach  Out 
tem  of  39  clinics  staffed 
by  retu-ed  doctors  and  i 
uninsured  patients.  Th 
was  spawned  by  the 
teers  in  Medicine  Cli 
Hilton   Head  Island, 
formed  in  1992  by  Ja( 
Connell,  a  retu-ed  pedial 
Christmas  in  April,  a  n 
progTam  in  which  retir 
minor  repairs  on  homes 
and  elderly  people  one 
April,  began  as  the  brainch 
retired  Baltimore  doctor.  Aft 
ing  the  National  Guard's 
Challenge  camps  for  troubled 
Janet  Stoeppelmann,  a  former  RS" 
unteer,  set  up  a  similar  boot-cam  ii 
school  staffed  mostly  by  retired  military  > 
and  defense  workers. 
Perhaps  the  nation's  best-known  volunteer,  foiTnerl 
dent  Jimmy  Carter,  has  helped  negotiate  political  coniit 
Korea  and  monitored  elections  in  Haiti  and  other 
But  what  stands  out  most  for  him  is  his  volunteei 
with  Habitat  for  Humanity:  30  people  descend  on  a  sit 
week  and,  standing  side  by  side  with  owners-to-b( 
homes  from  the  ground  up.  "Volunteer  work  takes  us 
our  self-enclosed,  protected  environment,"  Carter  saj 
biggest  rewai'd  has  come  from  breaking  dovwi  the  barr 
tween  rich  people  like  me  and  poor  people  whom  we 
wise  never  would  have  met."  For  Caiter  and  thousand 
low  volunteers,  it's  one  of  the  rich  rewai'ds  of  life  afte: 

By  David  Greising  in  . 
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Check  out  the  Swing  standings 
on  www.P6ATOUR.coin 


It's  the  crowning  moment  of  the  PGA  TOUR, 
West  Coast  Swing  presented  by  Bank  of 
America:  the  final  round  of  the  AT&T 
Pebble  Beeich  National  Pro  Am.  This  event, 
on  August  17,  determines  the  1998 

the  player 

atop  the  PGA  TOUR  money  list  at  the 
end  of  the  West  Coast  Swing.    And  to  be 
named  King,  you  can't  just  be  good. 
You  have  to  reign  supreme. 


Bank  of  America 


iting  sponsor  of 

JA  TOUR  West  Coast  Swing 


RETIREMEHT  GUIDE 


LIFESTYLE 


COMMENTARY 


By  Jimmy  Carter 


The  Best  Years  of  Our  Lives 


Few  people  liave  turned  retirement 
into  ayi  opportunity  for  volun- 
teerism  with  more  enthusiasm  than 
former  President  Jimmy  Carter. 
Now  7S,  Carter  is  chairman  of  the 
nonprofit  Carter  Center  in  Atlanta. 
BUSINESS  WEEK  asked  Carter  to  ex- 
plain why  he  spends  his  time  volunteer- 
ing— and  why  he  finds  it  so  satisfying. 


Retirement  taught 
the  ex-President 
lessons  the  White 

House  never  could 


When  I  retired  ft-om  the  White  House  in  1980  (four  years 
earlier  than  planned),  Rosalynn  and  I  were  faced  with  decid- 
ing how  to  spend  the  rest  of  our  lives.  We  were  fairly  young 
— both  in  om-  50s — and  unemployed.  We  went  directly  fi"om 
the  White  House  to  om'  home  in  Plains,  Ga.  (population  700), 
where  we  had  not  lived  since  I  was  elected  governor. 

You  can  imagine  that  this  was  not  an  easy  transition.  But 
we  agi'eed  that  Plains  was  our  home  and  where  we  wanted 
to  stay.  I  had  no  desire  to  run  again  for  public  office,  so  we 
started  thinking  about  how  we  could  use  some  of  the  skills 


and  experience  we  had  acquire! 
years  to  work  on  issues  that  h| 
been  important  to  us. 

We  did  a  lot  of  soul-searchii 
year,  and  out  of  this  process  c; 
for  the  Carter  Center  (www.a 
org).  We  envisioned  a  nonprofi 
affiliated  with  any  government 
party,  where  we  could  bring  p 
resources  together  to  promote  peace  and  improv 
around  the  world.  We  opened  our  center  on  the 
Emoiy  University  in  1983  and  moved  into  our  p< 
headquaiters,  adjacent  to  the  newly  built  Jimmy 
brary  &  Museum,  in  1986. 

Over  the  years,  Rosalynn  and  I  have  turned  r 
into  another  career  through  our  work  at  the  Car 
And  I  have  to  say  that  our  post-Presidential  yea 
even  more  fulfilling  than  our  years  in  public  offi( 
of  the  Carter  Center,  we  have  traveled  to  more 
countries.  In  North  Korea,  Haiti,  Nicaragua,  Libftt 
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Scenes  from  a  retirement,  clockwise 
from  top:  Carter  at  a  Habitat  for 
Humayiity  site  in  Houston;  taking  a 
break  with  Rosalynn;  observing 
Haitian  elections,  1990;  and  at  an 
immunization  drive  in  Atlanta,  1993 


ler  nations,  we 
resolve  conflicts 
)Otentially  explo- 
A^e've  spent 
note  villages  in 
ling  residents 
cate  Guinea 
e  and  handing 
licine  to  control 
!Ss.  In  other 
ca,  we've  helped 
Base  grain  and 
ion  as  much  as 
;iniple,  inexpen- 
iral  practices, 
ced  human 
ilped  Third 
ies  draft  master 
elopment. 
;  home  in  the 
nn  has  contin- 
I  ts  on  behalf  of 
I  ill,  building  on 
First  Lady  of 
of  the  U.  S. 

inner  city  resi- 

nta  develop 

improve  their  Hves,  sharing  what  we've  learned 
an  100  other  cities.  When  we're  not  working  for 
3nter,  we  spend  a  week  each  year  building 
ther  volunteers  for  Habitat  for  Humanity  in  the 
9r  countries. 

rojects  have  enriched  my  life  in  untold  ways, 
■hings  I  never  knew  as  a  state  senator  or  gover- 
*resident.  While  reaching  out  to  others,  Ros- 
ave  filled  our  ovm  needs  to  be  challenged  and 
luctive  members  of  our  global  community. 
^ay,  we've  also  found  others  seeking  opportuni- 
me,  experience,  and  resources  to  alleviate  suf- 
prove  lives.  For  example,  at  the  Cailer  Center 
esources  with  those  of  our  many  partners — in- 
rations,  foundations,  and  individuals.  I've  visited 
as  of  donors  including  Merck,  DuPont,  and 

Service,  and  many  were  moved  to  tears  when 
Dw  their  companies'  donations  have  helped  fi-ee 
"ica  from  Guinea  woito  disease  and  river  blind- 

the  struggles  of  a  family  in  our  own  countiy. 


Let  me  give  you 
another  example  of 
how  retii'ement  has 
changed  how  we  view 
the  world.  Rosalymi 
and  I  have  led  Carter 
Center  teams  to  ob- 
serve— and  some- 
times mediate — free 
and  fail'  elections  in 
some  15  countries.  In 
1990,  we  stood  in  Une 
vnth  Haitians  at  the 
polling  place  where, 
just  three  years  eai'li- 
er,  dozens  of  people 
had  been  killed  by 
government-spon- 
sored teiTorists  while 
tiying  to  vote.  Many  had  risen  in  the  middle  of  the  night  to 
walk  10  or  15  miles  to  stand  in  that  same  line — even  though 
they  feared  for  their  lives.  As  we  traveled  around  Port-au- 
Prince  that  day,  we  talked  to  people  who  had  waited  for  hours 
just  for  the  opportunity  to  vote — a  sacred  privilege  that  we 
and  others  often  take  for  granted  in  the  U.  S. 

We  live  in  a  land  of  opportunity,  and  oiu-  retirement  from 
political  life  has  opened  a  whole  new  world  of  excitement  and 
challenges.  We've  also  been  able  to  spend  more  time  with 
our  children  and  gi-andchildren  and  enjoy  ourselves  with  new 
hobbies  and  interests.  I  learned  to  dovmhill  ski  when  I  was 
62.  We  have  taken  up  bird-watching,  and  I've  spent  a  lot  of 
time  in  the  woodwoi'king  shop  in  my  garage,  making  fuiTii- 
ture  for  family  and  friends.  Rosalynn  and  I  and  sever-al  fami- 
ly members  have  climbed  the  Himalayas,  and  have  I'eached 
the  tops  of  Mt.  KiHmanjaro  and  Mt.  Fuji.  We  fish  in  many 
places  and  relax  at  our  cabin  in  the  Georgia  mountains. 

For  us,  retirement  has  not  been  the  end  but  a  new  begin- 
ning. We  hope  to  spend  many  more  years  actively  making 
the  most  of  the  rest  of  oiu"  Hves.  □ 
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SPECIAL         ADVERTISING  FEATURE 


INTELLIGENCE  BRIEFING* 

a     special    advertising     series     sponsored     byCO  N  S  E  C  i- 

 :  ^   :  ^  ^ 


The  following  article  appears  on  S&P  Personal  Wealth, 
www.personalwealth.com,  the  interactive  investment 
advisory  service  for  the  individual  investor: 

A  BALANCED  APPROACH  TO  GEHING 
SOLID  RETURNS  WITH  LOW  RISK 

Looking  for  a  mutual  fund  that  has  low  volatility 
with  above  average  returns?  Consider  a  balanced 
fund.  This  type  of  fund  seeks  to  maximize  total  return 
through  a  combination  of  capital  growth  and  current 


those  investors  who  are  looking  for  both  exposure' 
the  stock  market  and  some  income  generation.  Wl 
the  stock  market  reaches  record  highs  or  is  irj. 
protracted  consolidation,  investors  often  look  ( 
balanced  funds  in  order  to  reduce  overall  risk. 

One  of  Personal  Wealth's  top  balanced  funds  is  In 
Vanguard  STAR  Fund  (VGSTX).  This  is  a  unique  fiii 
that  owns  other  funds  of  the  Vanguard  family. 

We  consider  the  fund  a  large-cap  balanced  filii 
because  its  equity  allocation  consists  of  large-!| 
stock  funds  such  as  the  Windsor  II  Fund.  As  of  u 


highlights     from     S&P     Personal  Weal 


income.  Typically,  about  60%  of  a  balanced  fund's 
assets  are  invested  in  large-cap  companies  with 
market  capitalizations  of  more  than  $5  billion, 
although  some  balanced  funds  buy  small-cap  or  mid- 
cap  stocks.  The  remaining  assets  are  often  invested  in 
corporate  bonds,  Treasury  issues,  or  bonds  issued  by 
government  agencies. 

The  combination  of  stocks  and  bonds  in  these 
portfolios  allows  for  greater  stability  in  return 
because  of  the  more  conservative  nature  of  the  fixed 
income  portion  of  the  portfolio.  The  equity  part  of  the 
portfolio  boosts  overall  returns.  The  bond  percentage 
in  the  portfolio  will  typically  have  a  standard  devia- 
tion (a  measure  of  a  fund's  volatility;  the  greater  the 
standard  deviation,  the  greater  the  fund's  volatility) 
that  is  about  one  quarter  that  of  the  stock  portion 
of  the  fund. 

These  portfolios  also  normally  provide  an  investor 
with  quarterly  dividends.  Usually,  the  dividend  yield  is 
under  4%,  which  is  less  than  a  taxable  money  fund, 
but  it  is  still  significant. 

The  stability  of  these  funds  becomes  attractive  to 


S&P 


PERSONAL  WEALTH 

www.personalwealth.com 


most  recent  report,  the  fund  held  about  60%  in  eqjt 
funds  and  40%  in  fixed  income  funds,  including  abp 
13%  in  each  of  Vanguard  Money  Market  Prime  Fd( 
and  Vanguard  GNMA  Fund.  The  fund  has  a  stanon 
deviation  of  about  77o,  which  is  less  than  half  la 
of  the  S&P  500  Index.  However,  the  fund  has  bjer 
able  to  achieve  an  average  annual  total  return 
the  last  five  years  of  16.2%  and  21.6%  over  the 
three  years. 

As  you  can  see,  the  right  proportion  of  stockic 
bonds  and  the  right  individual  stock  and  bond  see 
tions  can  produce  great  results  with  low  risk. 

Another  one  of  our  favorite  balanced  funds  is  he 
large-cap  Founders  Funds:  Balanced  Fund  (FRIll) 
As  of  our  most  recent  report,  the  fund's  port  I 
consisted  of  about  63%  stocks,  with  the  balanc  i 
cash  and  government  agency  bonds.  Its  stanji 
deviation  is  just  6.6%,  but  its  returns  are  excelln 
The  three-year  average  total  return  is  now  2 
while  the  five-year  is  17.3%.  The  yield  on  the 
is  about  2.5%,  which  is  still  far  better  than  theS8 
500,  which  is  about  1.4%. 


Look  for  Intelligence  Briefings  in  Business  Weekfe 
month.  Additional  market  insight  is  available  on 
Personal  Wealth  at  www.personalwealth.com. 
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n  take  spme  pretty  weird  turns.  So,  do  you  prepare  for  the  unexpected?  Or  do  you 
;  to  live  to  be  100?  With  the  Conseco  companies,  you  can  do  both.  We  offer  a  wide  range 
ance  products  that  help  you  protect  wealth,  as  well  as  annuities  and  mutual  funds  that 
u  the  opportunity  to  create  wealth.  So,  even  if  it  sometimes  feels  like  you  don't  have  a 
you  always  have  a  plan.  Protect  wealth.  Create  wealth.  Our  goal  for  life: 


-9-CONSECO 

onseco.com 

ffered  by  Conseco  Equity  Sales,  Inc.,  Carmel,  IN  46032, 
of  Conseco,  Inc.  ©1998,  Conseco,  Inc. 
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Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

AN  EVEN  SHARPER 
EDGE  ON  GILLEnE 

A lot  is  riding  on  the  new  ilach  3  ra- 
zor from  Gillette  (G):  Will  it  deliver 
the  goods  for  this  consumer-products 
leader?  Gillette  started  shipping  the 
Mach  3  on  June  26.  And  early  indica- 
tions are  that  consumer  response  is 
better  than  expected,  according  to 
some  pros.  Gillette  stock,  which  had 
been  mai-krng  time  at  around  55  a 
share  in  earlv  June,  had  crept  up  to  61 
by  July  7. 

"Mach  3  is  going  to  be  a  super  prod- 
uct and  huge  winner  for  Gillette,"  ar- 
gues Lew  Rabinowitz,  president  of 
New  York's  R.  Lewis  Securities,  whose 
bets  on  Pfizer,  \'iacom.  and  Time  Warn- 
er in  the  past  IS 
months  have  pro- 
duced outsized 
gains  for  his 
portfolio.  Rabi- 
nowitz says  that 
the  Mach  3  has 
yet  to  stir  up 
much  excitement 
among  the  com- 
pany's investors. 
But  the  enthusi- 
asm among  con- 
sumers  so  far,  he 
sa\-s,  is  making  some  Gillette  watchers 
more  bullish  on  the  stock. 

One  of  them  is  Andrew  McQuiUing, 
an  analyst  at  investment  firm  Schroder 
&  Co.  Mach  3  is  as  big  an  improve- 
ment as  the  Sensor  was  in  1990,  he 
saj-s.  It  should  ensure  "liealthy  results" 
for  Gillette's  razor-blade  di\ision  for 
the  coming  five  years,  he  adds. 

He  acknowledges  that  the  Mach  3 
will  be  a  "central  controversy"  for 
Gillette  investors  and  that  the  early 
figures  on  sales — and  on  cannibaliza- 
tion  of  other  Gillette  razors — ^wiQ  affect 
the  stock  price.  But  McQuiUing  be- 
lieves that  "earnings  should  surprise 
on  the  upside  in  1999."  if  Gifleue  reach- 
es its  Mach  3  targets.  The  analyst  says 
unit  sales  so  far  are  "better  than 
Schroder's  forecast." 

ilcQuiUing  says  Gfllerte  should  earn 
SI. 45  a  share  this  year  and  SI. 73  in 
1999.  up  from  last 'year's  Sl.24.  The 
figures  ai"e  adjusted  for  a  2-for-l  split 
that  took  place  in  June. 

Although  the  stock  trades  at  a  price 
earnings  ratio  of  39,  based  on  the  1998 


RABINOWITZ:  it  ts 

Mack  3  as  a  icinner 


estimate,  Rabinowitz  believes  Gillette  is 
still  under\"alued.  Given  Mach  3's  po- 
tential and  GiQette's  world  leadership  in 
razor  blades — and  in  alkahne  batter- 
ies— the  stock  should  hit  SO  in  a  yeai*. 
he  savs. 


RIP-ROARING 
EARNINGS  AT  TYCO 

In  picking  stocks,  John  Davenport, 
chief  investment  officer  at  Mentor 
Investment  Group,  takes  the  high  road: 
He  looks  for  bargains  only  among  com- 
panies with  mai'ket  cap?  of  Si  6  bUlion 
to  S26  billion  and 


THE  STOCK  IS 
ROBUST,  TOO 


AiXXlARS 


juur? 


earmngs  growmg 
at  IS'vf  a  year. 
So  Davenport  is 
staking  a  claim  in 
T\-co  Internation- 
al (tyc),  a  global 
conglomerate  that 
has  been  busy 
acquiring  other 
companies.  (Tyco 
was  last  featured 
in  this  column  on 
Mar.  14,  1994, 
when  the  stock 
was  at  13,  adjust- 
ed for  splits.) 

"It's  hard  to  ig- 
nore Tyco,  for  several  reasons,"  saj's 
Davenport.  Its  earmngs  are  growing 
twice  as  fast  as  Microsoft's:  Tyco's  re- 
sults should  be  up  50*7  tMs  year  and 
40^  the  next,  he  notes.  And  with  its  lat- 
est buys  (the  most  recent  was  L'^.  S. 
Sm-gical).  Tyco's  revenues  about  match 
oMs.  Yet  the  stock,  now  at  GS.  has  a  p-e 
ratio  of  just  21.  based  on  estimated  (cal- 
endar) 1999  earnings  of  ^  a  shai"e.  com- 
pared with  a  23  p-e  for  the  s&P  500. 
Tyco  is  expected  to  earn  S2.10  in  calen- 
dar 199S.  "Tyco's  fiscal  year  ends  Sept.  30. 

So  he  expects  the  stock  will  rise  to 
SO  a  share  in  a  year,  upping  the  p-e  to 
26.  Davenport  gives  credit  to  Tyco 
management,  led  by  ceo  Dennis  Koz- 
lowsM — ^who.  he  notes,  has  assembled  a 
string  of  businesses  with  strong  gro-nth 
potential:  With  the  help  of  acquisitions. 
Tyco  sales  have  surged  from  S2^  biDion 
in  1992.  when  KozlowsM  took  over,  to 
an  estimated  S12.5  billion  this  year  and 
S16.5  biUion  in  1999. 

Tyco,  whose  businesses  include  dis- 
posable medical  products,  undersea  ca- 
bles, and  fire-protection  and  securitj' 
ser\ices,  is  looldng  at  finther  buys,  saj^s 
Davenport,  that  wiD  boost  earnings  'im- 
mediatelv."  KozlowsM  savs  nothine  is 


imminent,  "but  we're  eyeing  a  nvj 
of  companies  in  our  core  business 

WAVEPHORE  POPS 
UP  IN  WINDOWS  9 

Unlike    Yahool  Lycos. 
scape,  and  America  Online,  i 
Internet  stocks  have  not  gone  thi 
the  roof.  One  that  may  be  imd 
predated  is  WavePhore  (wa\'o), 
veloper  of  low-cost,  high-speed  sy; 
for  distributing  data  over  existin 
radio.  sateUite.  and  Internet 
structures.  Microsoft  started  b 
shares  in  November.  1997.  and 
owns  632.000  shai-es.  or  some  3.5' 
tel  owns  2.45^^. 

One  of  WavePhore's  softwai-e 
ucts,  called  WaveTop.  uses  TV  sign 
deMver  programming  to  home  PC 
■n's,  explains  Joel  Krasner  of 
York's  First  Albany.  Microsoft  h 
corporated  WaveTop  as  one 
icons  on  the  screen  of  ^^lndows 
^\'in9S  becomes  more  widely  us< 
will  "^^aveTop.  Sales  of  ^\'in9 
530.(X)0  miits  in  its  first  weekend 
shows  "considerable  pent-up  de 
for  Wndows  98,"  says  Kr< 
WavePhore's  deal 
with  CompUSA  to 
promote  WaveTop 
in  its  stores  will 
boost  sales. 

Krasner  ex- 
pects that  Mi- 
crosoft wiU  in- 
crease its  stake  in 
WavePhore.  since 
Bill  Gates  likes  to 
have  a  bigger  say 
in  companies  he 
invests  in,  says 
Krasner. 

He  sees  Wave- 
Phore turning  a 
profit  in  1999. 
earning  Sl.l  million,  or  5c  a 
WaveTop  alone,  he  says,  will  ge; 
sales  of  S23  million  next  year.  Bj 
WaveTop  sales  should  hit  S35  n 
figures  Krasner.  which  will 
WavePhore  earn  S5  miUion,  or 
share.  Now  trading  at  11  a  shai 
stock  should  hit  20  in  12  months 
Ki-asner.  as  WavePhore's  Interne 
ness  gets  more  \isibilitv. 
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A  blueprint  for  doing 
business  profitably  in  the 
orld's  fastest-growing  region 


Incorporating 

current  data  and  first-hand 
\  research  from  local  experts, 
ASIAN  ADVANTAGE  offers 


GEORGE  S.  YIP  teaches  international  business 
and  strategy  at  the  Anderson  Graduate  School 
of  Management,  UCLA,  and  consults  for  corpora- 
tions and  organizations  around  the  world. 


a  systematic 
and  practical 


,e  S.  Yip 


approach  to  eval- 
each  Asian  country's  potential 
a  company's  global  strategy. 

grating  Asia  — not 

e  country — into  a  global 

has  proven  to  be  a  tough 

ge  for  many  multinational 

lies.  George  Yip  and  his  team 

rts  propose  a  very  useful 

:h.  It  brings  a  significant 

ation.  particularly  relevant,  in 

iod  of  great  transformation." 

CLAUDE  DE  BETTIGNIES, 
or,  INSEAD  and  Stanford 
ity.  Founder,  the  Euro- 
ntre 

'Ok  of  such  detail  can  only 

en  by  someone  with  an  in-depth  knowl- 

d  understanding  of  how  business  is  done 

egion.  ASIAN  ADVANTAGE  will  benefit 

es  whether  they  are  working  in 

;ific  for  the  first  time  or  are  seasoned 

mers." 

CHOW,  Managing  Director, 
l  acific  Trading 


ASIAN 

Advantage 


ALSO  BY  GEORGE  YIP: 

"This  comprehensive 

and  thoroughly  researched  guide  for 
the  international 


manager  covers 
every  aspect  of 


Key  Strategies  for 

Winning  in  the 
Asia-Pacific  Region 


Total  i 

JLOBAL I 


Managing  for  VXbrWwide 
Comiietirive  Advantage 


0  \iC\  i: 


f   Total   Clobal  Si 


PERSEUS 
BOOKS 


A  Member  of  the 
Perseus  Books  Group 


global  strategy 
and  crystallizes 
the  issues  of 
global  integra- 
tion... .Dr.  Yip  s 
insightful  and 

in-depth  treatment  of  global  issues 

is  not  just  worth  the  reading,  but  a 

book  you  will  want  to  keep  within 

reach  from  your  desk." 

KENICHI  OHMAE,  Managing  Director, 
McKinsey  &  Company.  Inc.,  Japan 

(Total  Global  Strategy  available  from  Preniice-Hall) 


ASIA^  ADVANTAGE  by  George  S.  Yip 

ISBN  0-201-35978-1 
AT  BOOKSTORES  NOW 
Or  from  PERSEUS  BOOKS 

In  US  call:  1-800-822-6339 

For  orders  outside  the  US  fax:  781-942-2829 


Marketing 


ADVERTISING 


GREAT  AD! 
WHAT'S  IT  FOR? 

In  these  campaigns,  the  point  is  not  to  name  the  product 

Lee  Company  has  a 
new  style  of  jeans 
for  sale,  but  you'd 
bai-ely  know  it  fi^om 
the  advertising.  Since 
Mai'ch.  print  and  poster 
ads  promoting  Lee  Dun- 
gai'ees  have  been  decid- 
edly coy.  They  show  a 
doll — di-essed  in  a  vaiiety 
of  outfits,  fi'om  cowboy  to 
milkman.  They  don't  say 
jeans.  They  don't  say 
Dungai-ees.  Or  pants.  Or 
Lee.  In  fact,  it's  pretty 
much  impossible  to  tell 
that  they're  ads  at  all. 
And  that's  the  point. 
Lee  Dungarees  are 
getting  their  launch 
thi'ough  the  latest  fad  in 
marketing:  the  mystery 
campaign.  These  ai^e  teas- 
er campaigns  taken  to 
new  heights.  Companies 
from  movie  studios  to  ^ids  for 
magazines  ai-e  tn-ing  to  ^^.^^^^ 


showed  the  company's  trademai-k 
and-white  stripes,  but  no  mention 
store.  Reebok  International  Ltd.  c 
its  latest  ad  bUtz  with  a  spate  of 
ads  showing  gray-clad  nannei-s.  C 
subsequent  versions  did  a  Reebo 
and  message  appeal'.  The  caginess 
cial,  says  Brenda  Goodell,  Reebol 
president  for  worldwide  mai'keti 
you  don't  engage  the  consumer,  1 
gloss  right  over  your  ad,"  she  saj 
The  mystei-j'  marketers  havf 
spa\TOed  a  new  tactic — they  call 
postings.  BoiTO\\ing  a  page  froim 
promoters,  maijj 


DOLLFACE 


Lee's  teasers 
feature  just 
the  Buddy  Lee 
doll  and  the 
tag  M0A#2 


Oldsmobile 
used  several 
wordless  T\' 
and  online 


break  tlii'ough  ad  clutter 
and  gi~ab  consumer  attention.  Although 
the  tactic  has  Uttle  track  i^ecord  and  a 
few  high-profile  teasei^s  have  fallen  flat, 
interest  is  intense  among  ad  makers. 
"An^thing  that  triggers  attention  is 
woith  a  tiy."  says  Gad  Romann.  creative 
director  for  New  York-based  ad  agency 
Romann  Group.  "Everybody  is 
tning  to  be  nontraditional." 
GET  IT?  And  he  does  mean  eveiy- 
body.  Ti'endy  clothing  companies 
are  the  most  prevalent  users  of 
mysten-  mai-keting.  but  the  ploy  is 
hot  across  industries.  Oldsmobile,  a 
division  of  General  Motors  C017)., 
has  employed  several  wordless  T\' 
ads  and  online  campaigns  to  promote 
the  Intrigue,  a  midsize  sedan  aimed 
at  younger  buyers.  Business  2.0.  a 
new  business  magazine,  had  loimoi's 
fl\ing  all  over  Sihcon  \'alley  with  its 
cryptic  billboard  campaign  reading 
simply:  "Yalioo  gets  it,"  and  "Amazon 
gets  it."  Foot  Locker's  New  York  ads 
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are  pnntmg  up 
of  ads  hi  postt 
and  getting 
plastered  everj 
fi"om  constructic 
to  toll  booths.  ] 
antithesis  of  the 
network  TV  a 
says  Robin  Austin,  a  piincipal  at 
5,  a  Westport  (Conn.)  market  rt? 
firm.  "Down  on  street  level,  yn 
credibihty,"  he  says.  "It's  as  inv 
as  getting  your  name  on  30  ^<  - 
piime  time." 

Paiiiculai'ly  if  youi-  tai'get  mtc 
young,  hip,  InteiTiet-sa\-\y.  and  t? 

since  childhood 
vertising  of  all 
While  baby  hu. 
might  get  annc 
ads  with  cmcij 
mation  missii 
makei*s  hope  j 
shoppers  will 
trigued.  "Y'ou 
be  aiming  at 
w  ho  is  used  to 
temet-smiing 
That's  the  kind 
sumer  who  w 
figure  somethi 
says  Ann  Lew 
rector  of  world 
vertising  for 
Corp.  The  chi 
created  a  mult 
dollai-  whoduni 
ries  for  the  Suj 
earlier  this  yes 
using  online  te 
again  this  m 
boost  interes' 
new  chip.  Pei 
Xeon  Processc 
For  Lee,  th 
more  than  ju 
'.u  attention  for  a  product  lau 
'1  ';uiy's  reseai'ch  shows  its  tJ 
^  '.  aphic — consumei's  age  17 
.1 .  lumed  off  by  a  hai-d  sell 
to  feel  as  though  they're  disi 


A  WHOZIZIT 


Foot  Lockers 
New  York 
campaign 
scrupulously 
avoids 
sho^^ing 
the  chain "s 
name 


1  Need  Consistent 

Information 


But  It  Has  To  Be 

Reliable 


And  1  Need  It 

Quick 


The  SAS^  Data  Warehousing  Solution 


Data  Warehousing 
Product  of  the  Year 


Maximum  Return 
on  Investment 

Information  Integrity 
and  Quality 

Integrate  Diverse 
Business  Entities 

Strategic  Partnerships 

Web  Enabled 

Year  2000  Compliant 


So  much  business  mfomiation.  Scattered  m 
so  many  places  throughout  your  company 
Is  It  any  wonder  you  find  it  difficult  to  get 
your  hands  on  |ust  the  right  facts  to  fuel 
effective  decisions? 

The  SAS  Data  Warehousing  Solution — fi'om 
the  leading  decision  support  pro\'ider — 
delivers  consistent,  reliable,  and  timely  mfor- 
mation  nght  when  you  need  it.  Inlonnation 
you  can  bank  on.  Infomiation  you  Gin  build 
on.  Iniomiation  \'ou  can  explore  from  e\'er)' 
angle  and  present  m  any  fomiat. 

Find  out  why  more  than  3.5  miUion  decision 
makcK  in  ever)'  comer  ot  the  world  rely  on 
a  single  software  for  mfomiation  delivery 
and  discovery  Visit  us  at  www.sas.com/dwb 
lor  more  details  and  to  request  a  free  SAS 
Data  Warehousing  mouse  pad. 


Turning  Data 
Into  the  Right 
Information... 
To  Help  You 
Reach  The 
Right  Decisions 


SAS  Institute  Inc. 


The  Business  of  Better  Decision  Making 


www.sas.com/dwb  E-mail:  bw@sas.com  Phone  919.677.8200 


SAS  IS  a  registered  trademark  of  SAS  Institute  Inc    Copyright  ©  1998  by  SAS  Institute  Inc 


Marketing 


Take  the 
401(k)  plan  off 
your  agenda 
and  put  it 
on  ours. 


A  401(k)  plan  should  be  a  benefit — not  a  burden — to  growing  companies. 
Fortunately,  the  T.  Rowe  Price  Centun  Plan  is  comprehensive  in  its 
features  and  investment  options — \et  simple  to  implement  and  maintain. 

From  establishing  the  plan  to  conducting  annual  compliance  testing,  the 
Centur\-  Flan  takes  most  of  the  work  off  your  plate  and  puts  it  on  ours.  Your 
employees  will  have  the  confidence  that  comes  with  building  portfolios  that 
can  help  them  meet  their  retirement  savings  goals,  and  you'll  have  more  time 
for  running  your  business. 

When  \  ou  choose  T.  Rowe  Price  as  your  plan  provider,  you  and  your 
employees  ha\e  a  single  reliable  source  of  retirement  infomiation.  .And.  of 
course,  \  ou  also  have  access  to  one  of  the  nation's  largest  families  of  no-load 
mutual  funds.  Put  T.  Rowe  Price  to  work  for  you. 

Call  1-800-831-14-17 10  Km\e\mx  Century  Plan  Kit. 


Invest  With  Confidence 

T.RoweR'ice 

T.  Rowe  Fnce  Inve.stnient  Semces.  Inc..  Disinbutor. 


CL\(M2y2fa 


product.  "They  told  us  in  cm-  res 
the  hai'der  you  tiy,  the  more  we  a 
going  to  pay  attention  to  your  b 
says  Dodie  Subler,  gToup  du-ector 
Ion  McElligott,  Lee's  ad  agency. 
MAN  OF  ACTION.  That  led  to  th 
ation  of  the  Buddy  Lee  campaign 
dy  Lee  is  a  doll  that  was  used  b 
as  a  promotional  item  in  the  192 
March,  posters  went  up  in  15 
showing  just  the  surreal-looldn 
and  an  enigmatic  piece  of  small 
MOA  #2.  In  May,  night  owls  migh 
caught  the  six-minute  short  fi 
Comedy  Central — it  ran  at  1  a.m.-? 
explained  the  origins  of  Buddy  L' 
his  connection  to  Lee's  new  pr 
Dungai'ees.  It  also  explained  th; 
meant  Man  of  Action.  The  idea  is 
just  a  few  people  in  on  the  jol 
let  the  ads'  meaning  filter  out  by 
of  mouth.  "Leading-edge  kids  1 
feel  like  they  are  in  the  know. 
Teny  Lay,  president  of  Lee  .Jeai 

But  while  mysteiy  may  genert 
tention,  it  doesn't  necessai-ily  ge>) 
sales.  "These  are  not  the  kind  r 
paigns  that  cause  a  consumer  t . 
what  they  ai'e  doing  and  come  rij 
says  Gaiy  Yiatchos,  senior  \dce 
dent  for  marketing  at  Bon  Ma 
Seattle-based   chain   of  depa: 
stores.  "It  can  create  brand  awa 
and  that's  good.  But  that  impacts 
long  period  of  time.  You  don't  see 
mediate  payback." 

And  as  mysteiy  campaigns  g 
ger,  the  risk  of  failiu'e  looms  lai'g 
of  the  biggest  examples  of  a  n 
campaign,  for  the  summer  movie 
/a,  was  a  monster-size  miss.  Son; 
spent  an  estimated  850  million  or 
gram  that  kept  the  fuU  lizard  froi 
Teasers  fi-om  billboai-ds  to  mo\ie 
coming  attractions  hj-ped  the  n 
But  Godzilla  has  been  a  box  off 
appointment,  and  many  mai'ket 
peits  say  the  mysteiy  theme  was 
the  problem.  It  ovei-promised,  s 
Uott  Ettenberg.  ceo  of  BozeU  Re 
you  build  up  the  product  that  w 
then  it's  not  that  good — ^boy,  you'v 
ed  a  lot  of  money,  and  the  consi 
pissed  off,"  he  says.  "To  say  thai 
against  you  is  an  underetatemen 

Even  so,  few  seem  scared 
Godzilla's  stumble.  Lee  rlvaffl 
Strauss  &  Co.  is  considering  f 
proach  for  its  Red  Line  brand, 
says  he's  looking  into  the  tactic 
online  stock-trading  outfit  DU 
"The  consumer  gets  300  ad  mes 
day.  You  have  to  be  willing  to  ta 
to  make  an  impression,"  says  f 
Even  one  that  doesn't  make  sen 
By  Ellen  Keubome  in  Ni 


I 


^eminent 


COMMENTARY 


By  Lorraine  Woellert 


SKY-HIGH  AIRFARES:  HOW  TO  BRING  THEM  DOWN 


lith  airfares  escalating  at  dou- 

fble-digit  rates,  Washington  is 
wrestling  with  a  controver- 

lan  that,  in  theory,  might  low- 

ket  prices  again.  A  bill  on 

ol  Hill  would  give  the  Trans- 

tion  Dept.  new  power  to  crack 
on  predatory  pricing  in  mar- 

vhere  airlines  i'^;;-!. 

near-monopolies. 

he  measure  has 

big  carriers,  set  the 

3  and  Senate  at  odds 

ivided  consumer 
s,  which  can't 

i  whether  rereg- 

n  would  really 
,ir  travelers. 
;re  may,  however, 
)ther  way  to  stim 
competition  in  an 
ry  increasingly  domi 
by  six  airlines.  Instead 
awkward,  top-down  appi'oach 
!ongress  is  considering,  law- 
s  should  enhst  local  airport 
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)y  lifting  the  S3  cap  on  airport 
fees. 

OGS.  At  fii'st  blush,  raising 
prices  to  bring  down  fares 
I  ;  absurd.  But  since  1991,  air- 
I  lave  had  the  power  to  ear- 
i  ;icket  surcharges  for  new  con- 
1  on.  A  dollar  increase  in  the 
I  i"ports  are  allowed  to  charge 
provide  up  to  $400  million  a 
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lines  have  woven  ob- 
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s,  particularly  at  critical 
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xpensive  new  facilities 
iet  a  demand  for  air  trav- 
is  expected  to  add  some 
llion  passengers  during 
it  seven  years,  cities  and 


towns  have  turned  to  the  big  carri- 
ers to  help  finance  construction.  But 
by  doing  so,  they  have  signed  away 
control,  ceding  airlines  a  major  say 
in  airport  operations — in  some  cases, 
leasing  all  their  gates  for  up  to  20 
years  at  a  time. 

The  result:  Discount  airlines 


often  pay  a  100%  to  200%  premium 
each  time  they  use  a  gate — if  they 
can  get  access  at  all.  They  are  also 
at  the  mercy  of  competitors,  who 
can  order  schedule  changes,  impose 
delays,  and  force  evictions  at  any 
time.  Smaller  carriers  often  have  to 
add  20  minutes  to  flight  time  to  ac- 
count for  what  have  become  routine 
gate  snafus  or  delays  caused  by  air 
traffic  control  giving  precedence  to 
big  carriers  that  call  the  shots  at 
their  airport.  "We'll  sometimes  be 


Gouging  Passengers? 


Fares  from  airports  dominated  by  a  single 
carrier  are  generally  much  higher  per 
passenger  mile  than  those  from  airports  where 
several  airlines  closely  compete 


AIRPORT 

DOMINANT 
CARRIER 

PERCENT 
OF  MARKET 

REVENUE  PER 
PASSENGER  MILE* 

PinSBURGH 

US  AIRWAYS 

81% 

92(J 

ATLANTA 

DELTA 

80 

680 

AIRPORT 

ONE  OF  SEVERAL 
CARRIERS 

PERCENT 
OF  MARKET 

REVENUE  PER 
PASSENGER  MILE* 

ORLANDO 

DELTA 

32% 

370 

LAS  VEGAS 

SOUTHWEST 

30 

25.50 

sent  way  around  Timbuktu  to  get 
into  the  airport,"  says  Jason  M. 
Rhen,  director  of  market  planning 
for  Eastwind  Airlines  Inc.  in 
Greensboro,  N.  C. 

But  even  against  such  daunting 
odds,  some  community  airports 
have  begun  to  flght  back.  And 
they  have  support  from  business 
fliers  furious  over  high  fares.  In 
Rochester,  N.  Y.,  things  are 
so  bad  that  Delphi  Auto- 
motive Systems  has  been 
renting  cars  to  shuttle  executives 
the  six  hours  to  Detroit  to  sidestep 
the  $800  airfare.  So  when 
the  Rochester  airport  ex- 
panded, it  built  a  county- 
owned  gate,  and  officials 
then  went  shopping  for  a  carrier 
to  compete  with  United  Air- 
lines Inc.  and  US  Airways 
Group  Inc.  on  the  busiest  routes. 
They  landed  Eastwind, 
which  will  launch  its 
low-fare  service  on 
Aug.  1. 

At  Chicago's  O'Hare  International 
Airport,  Chicago  Aviation  Dept. 
Commissioner  Mary  Rose  Loney 
last  month  broke  United's  lock  on 
its  terminal  by  using  ticket  fees  to 
build  five  new  gates.  United  will  get 
to  use  the  spots,  but  the  airiine  has 
to  share  time  with  other  carriers 
because  federal  law  prohibits  ticket 
fees  from  being  spent  on  construc- 
tion that  will  benefit  a  single  user. 
Still,  the  expansion  creates  room  at 
Chicago  for  another  carrier — and 
the  city  is  wooing  one  now.  "If 
you  can  successfully  negotiate  a 
deal  in  a  major  hub  like  Chica- 
go, other  airports  can  do  it, 
too,"  Loney  says. 

In  all,  more  than  120  commu- 
nities are  pleading  with  new 
airlines  to  service  their  air- 
ports, reports  the  Business 
Ti'avel  Coalition.  Before  Con- 
gress starts  down  the  road  to 
rereg-ulation,  it  might  consider 
helping  these  potential  allies 
find  a  solution  to  predatory 
pricing  at  the  grass  roots. 


*For  flights  of  similar  distance 


DATA  GKMG  CONSULTING  SERVICES  INC. 


Woellert  covers  the  airline 
industry  from  Washington. 
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72,841 

-7-7  A  r\r\u 

4.8 

CRUDE-OIL  REFINING  (7/4)  thous.  of  bbl./day 

15,274 

15,333# 

3.5 

COAL  (6/27)  thous.  of  net  tons 

21,041# 

20,689 

0.7 

LUMBER  (6/27)  millions  of  ft. 

485. 5# 

486.0 

-4.5 

RAIL  FREIGHT  (6/27)  billions  of  ton-miles 

26. 9# 

26.8 

1.9 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept  ,  WWPAi,  SFPA2,  Association  of 
American  Railroads 

PRICES  - 

GOLD  (7/8)  $/troy  oz. 

LATEST 
WEEK 

292.000 

WEEK 
AGO 

296.800 

YEARLY 

7.  CHG 

-8.0 

STEEL  SCRAP  (7/7)  #1  heavy.  $/ton 

135.50 

135.50 

-2.2 

COPPER  (7/3)  (Z/lb. 

76.4 

78.2 

-34.5 

ALUMINUM  (7/3)  e/ib 

63.0 

63.8 

-17.1 

COTTON  (7/4)  strict  low  middling  1-1/16  m.,  e/lb 

77.09 

75.55 

6.9 

OIL  (7/7)  $/bbl. 

13.53 

14.05 

-30.0 

ORB  FOODSTUFFS  (7/7)  1967=100 

235.21 

233.81 

-0.1 

ORB  RAW  INDUSTRIALS  (7/7)  1967=100 

294.53 

296.20 

-11.4 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market.  NYMEX,  Commodity  Research  Bureau 

WeeA,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (7/8) 

LATEST 
WEEK 

139.45 

WEEK 
AGO 

138.28 

YEAR 
AGO 

112.82 

GERMAN  MARK  (7/8) 

1.82 

1.82 

1.76 

BRITISH  POUND  (7/8) 

1  64 

1.66 

1.69 

FRENCH  FRANC  (7/8) 

6.09 

6.10 

5.95 

ITALIAN  LIRA  (7/8) 

1790.5 

1790,2 

1717.8 

CANADIAN  DOLLAR  (7/8) 

1.47 

1.46 

1.37 

MEXICAN  PESO  (7/8) 

8.920 

8.941 

7.885 

TRADE-WEIGHTED  DOLLAR  INDEX  (7/8) 

113.9 

113.3 

103.2 

Sources:  Major  New  Yoik  banks.  Currencies  expressed  in  units  per  U.S  dollar, 
except  for  British  pound  in  dollars    Trade-weighted  dollar  »/ia  J  P.  Morgan 


in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart):  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
1--Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


E  WEEK  AHEAD 


I  ER  PRICE  INDEX 

hi\y  14,  8:30  a.m. EDT^  Con- 
zes  probably  rose  0.2%  in  June, 
to  the  median  forecast  of  econo- 
■  'eyed  by  Standard  &  Poor's  mms,  a 

II  e  McGraw-Hill  Companies. 

c  food  and  energy,  core  prices  like- 
r  ed  0.2%  as  well.  In  May,  total 
'  e  0.3%,  while  core  prices 
s   0.2%.  Overall  consumer  inflation 
iin  below  2%  this  year,  but  core 
far  in  1998  is  picking  up  from 
^  Mce  in  1997. 

I  ALES 

luly  14,  8:30  a.m.EDT^  Retail 
f  ably  edged  up  0.1%  in  June,  says 


the  S&P  MMS  forecast.  Excluding  vehicle 
purchases,  sales  probably  increased  0.2%. 
Store  receipts  rose  at  a  much  stronger  pace 
in  May:  Total  sales  jumped  0.9%,  while 
nonauto  purchases  advanced  by  0.4%. 

BUSINESS  INVENTORIES 

Wednesday,  July  15,  8:30  a.m. edt^  Inven- 
tories held  by  manufacturers,  wholesalers, 
and  retailers  most  likely  edged  up  0.2%  in 
May,  the  same  small  gam  as  in  April.  Fac- 
tories already  have  reported  a  slim  0.1% 
rise  in  stock  levels.  Business  sales  probably 
rose  0.2%  in  May,  after  falling  0.1%  in 
April.  Inventory  growth  was  a  large  contrib- 
utor to  economic  growth  in  the  first  quarter, 
but  stock  levels  probably  grew  more  slowly 
in  the  second  quarter. 


INDUSTRIAL  PRODUCTION 

Thursday,  July  16,  9:15  a.m.EDT^  Indus- 
trial output  probably  fell  0.4%  in  June  after 
rising  0.5%  in  May,  says  the  s&P  MMS 
median  forecast.  That's  suggested  by  a 
drop  in  factory  jobs  as  well  as  by  produc- 
tion lost  in  the  strike  at  General  Motors 
Corp.  Operating  rates  most  likely  averaged 
81.6%  in  June,  down  from  82.2%  in  May. 

INTERNATIONAL  TRADE 

Friday,  July  17.  8:30  a.m. edt>  The  foreign 
trade  deficit  for  goods  and  services  in  May 
probably  changed  little  from  the  $14.5  bil- 
lion posted  in  April.  Exports,  which  fell 
2.6%  in  April,  probably  rebounded  in  May, 
as  did  imports,  which  slipped  0.9%  in  April. 
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This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 

Sunday  < 


Michael  Silberman  tells  how 
his  Retrospettiva  became  No. 
16  on  BW's  list  of  Hot  Growth 
Companies.  July  12 
9  p.m.  EDT 

Monday 

Where  to  live  when  you 
retire?  Ask  David  Savageau, 
author  of  Retirement  Places 
Rated.  Mi  U 

8  p.m.  EDT 

Tuesday 

Market  chat  with  S&P  analyst 
Kevin  Gooley,  all  about 
technology  stocks.  July  14 
4:30  p.m.  EDT 

Thursday 

Join  the  hot  debate  over  the 
future  of  Social  Security,  with 
expert  Martha  Priddy 
Patterson  from  KPMG  Peat 
Marwick.  July  16 

9  p.m.  EDT 

AOL  keyword:  BWTalk 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


A 

A  M  E  Ryl^C  A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  stoty  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABB  Asea  Brown  Boven  20 
Abercrombie  &  Kent  102 
Accredited  Investors  76 
ACNielsen  (ART)  94 
Advanced  Cell  Technology  56 
Aetna  (AET)  35 

Affiliated  Physicians  Network  10 
Agrobanka  Praha  50 
Amazon  com  (AMZN)  16,32,34 
Amencan  Century  92 
American  Electric  Power 
(AEP)  80 

American  Express  (AXP)  76 
America  Online  (AOL)  16,32, 
58, 62,116 

Anheuser-Busch  (BUD)  73 
Apple  Computer  (AAPL)  16 
Approach  108 
Arbitron  66 
Arkenstone  96 
AT&T(T)  16,58 
Audio  Book  Club  32 


Donaldson  Lufkin  &  Jenrette  32 
Dow  Coming  (DOW)  44 
Dragon  Systems  96 
DreamWorks  44 
Dun  &  Bradstreet  (DNB)  66 
DuPont(DD)  112 


B 


Baltimore  Ravens  42 
BancAmerica  Robertson 
Stephens (BAC)  32 
Barnes  &  Noble  (BKS)  10,32 
Barnes  Investment  Advisory  74 
Bell  Atlantic  (BEL)  98 
BellSouth  (BLS)  44 
Blue  Arrow  40 
BonMarche  118 
Borders  Group  (BGP)  10 
BT  Alex  Brown  (BT)  70 
BT  Investment  (BT)  86 
Budapest  Bank  50 
Butterfield  &  Robinson  102 


Daimler  Benz  (DAI)  20 
Daiwa  Bank  46 
Dell  Computer  (DELL)  98 
Deloitte  &  Touche  108 
Delphi  Automotive  Systems 
(GM)  121 
Del  Webb  98 
Deutsche  Bank  24,  50 
DPS  Advisors  32 
Digital  Equipment  (DEC)  108 


Earthlink  Network  (ELNK)  58 
Eastwind  Airlines  121 
Edison  International  (EIX)  38 
Edmark  17 
ePunds  108 
Elcombe  Systems  96 
ElderTreks  102 
Enova  80 

Equity  Residential  Properties 
Trust  80 

Ernsts  Young  76 
Erols  Internet  (RCNC)  58 
E'Trade  32 

Excite  (XCIT)  32,  34,  94 
Executive  Intenm 
Management  108 


ING  Banngs  46 
Inktomi  32 
Intel  (INTO  118 
International  Data  6,  32 
iVillage  62 


James  (Raymond)  56 
John  Hancock  Emerging  Growth 
Fund  32 

Johnson  &  Johnson  (Jf'U)  73 
Jupiter  Communications  62 
Just  for  Feet  (FEET)  70 


PPL  Therapeutics  56 
Primark  Decision  [ 
PSINET  (PSIX)  58 


Cable  &  Wireless  (CWP)  58 
Cablevision  Systems  (CVC)  42 
Carolina  Power  &  Light  (CPL)  80 
CBS  (CBS)  32,66 
CDnow  32 
Centex  (CIX)  96 
Chancellor  Media  (AMFM)  44 
Chase  Manhattan  (CMB)  38 
Chrysler  (C)  20,  54 
CIGNA  76 

Clayton  Dubilier  &  Rice  50 
Cleveland  Browns  42 
Cleveland  Indians  42 
CNET  32 

Cognizant  (CZT)  66 
Commodore  International  16 
CompUSA  (CPU)  116 
CompuServe  (CSRV)  16 
Conde  Nast  44, 62 
Corporate  Health  Dimensions  6 
Credit  Foncier  44 
cue  International  16 


Karta  Technologies  53 
Keyport  Life  Insurance  81 
Kinko's  44 

KPMG  Peat  Marwick  35 


Lee  118 

LeeahomasH.)  70 
Lernout  &  Hauspie  (LHSPE)  96 
Level  3  Communications 
(LFLT)  58 
Levi  Strauss  118 
Life  Span  Services  108 
LIN  Television  44 
Loan  Pncing  38 
Lotus  Development  (IBM)  17 
Lycos  (LCOS)  32,94,116 

M 


Fallon  McElligot  118 
Fidelity  Investments  80, 86 
Financial  Engines  76,  78 
Financial  Freedom  Senior 

Funding  80 
First  Albany  116 
Footaction  USA  70 
Foot  Locker  70 
Ford(F)  20,54 
Formosa  PLastics  48 
Forrester  Research  (FORR)  32, 

44,  62 

Foundry  Bookstore  10 
401k  Forum  92 
Fusion  5  118 


CAN  50 

Gateway  (GTW)  17 
GE  Capital  Services  (GE)  46, 50 
General  Electnc  (GE)  20 
General  Motors  (GM)  20,  29, 44, 
54,118,128 

Genzyme  Transgenics  (GZTC)  56 
Gerber  10 

Gillette  (G)  35,73,116 

GMAC  Mortgage  80 
Grand  Circle  Travel  102 
Greyhound  (BUS)  35 
GTE (GTE)  58 


Major  League  Baseball  10 
Manpower  (MAN)  40 
Matsushita  20 
McGraw-Hill  (MHP)  125 
MCI  Communications  (MClC)  58 
MediaLive  17 
Media  Metnx  62 
Meditrust  (MT)  80 
Mentor  Investment  116 
Merck  (MRK)  112 
Mernll  Lynch  (MER)  32 
MGM  Grand  6 

Microsoft  (MSFT)  4,16,17,32, 

34,44,  58, 66,116 
Miller  Brewing  (MO)  73 
MindSpnng  (MSPG)  58 
Miramax  Films  44 
Mitchell  Securities  38 
Montag  &  Caldwell  40 
Morgan  U  P)  (JPM)  38 
Morgan  Stanley  Dean  Witter 

(MWD)  40 

Motorola  (MOT)  44,  54 
Munder  NetNet  Fund  34 

N 


Radisson  102 
RCA  96 
Reebok  (RBK)  70,11 
RelevantKnowledge 
Renault  20 
R,  Lewis  Securities  1 
Robertson  Stephens  E 
Growth  Fund  34 
Robinson-Humphrey 
Romann  Group  118 

S  

Salomon  Smith  Barm 
aRV)  40.46 
Saraf  Software  Soluti 
Schroder  116 
Siemens  96 
Snap!  32 

Sneaker  Stadium  7t 
Sony(SNE)  20,53,j 
Spectral  Diagnostics 
Spnnt(FON)  58 
Standard  &  Poor's  (^ 
Starbucks  (SBX)  44 
StanAiave  32 
Statistical  Research 
Step2  42 
Sunbeam  (SOC)  10 
Sun  Microsystems  C 


Hambrecht  &  Quist  (HQ)  32, 44, 
62 

Hams  (Louis)  88,92, 108 
Hearst  62 
Herman  Group  108 
Hicks  Muse  Tate  &  Furst  44 
Hitachi  96 


I  bbotson  Associates  76 
IBM  (IBM)  17,58,96 
ILA  96 
IMCOR  108 
IMS/CPAs  76 
IMS  Health  35,66 
Infigen  56 
Infoseek  32 
ING  Bank  50 


NationsBanc  Montgomery 
Securities  (NB)  32 
NEC  17,54 
Nestle  20 

Netscape  Communications 
(NSCP)  16,17,32,34,116 
New  Balance  Athletic  Shoe  70 
New  Holland  North  America  6 
NFL  42 

Nielsen  Media  Research  66 
Nike(NKE)  70 
Nippon  Credit  46 
Noah's  New  York  Bagels  4 
N2K  32 


Pfizer  (PFE)  116 
Pharming  56 
Philips  Electronics  54 
Pitney  Bowes  (PBI)  6 


Tandy  aAN)  16 
Time  Warner  OWX) 
TMA  Associates  96 
Towers  Perrin  6, 35 
Toyota  aOYOY)  20 
Tribune  aRB)  16 
T  Rowe  Pnce  80, 8 
TRWaRW)  42 
Turner  Braadcastinf 
Tyco  International  (I 

U 


UBS  Securities  44 
Ultimate  Genetics  !p 
Union  Pacific  (UNP)|) 
United  AirtinesfilA' 
United  Healthc.r 
UPS  112 

USAin«ays(U)  121 
USA  Networks  (USA'SS 
U.S.  Surgical  (US'V  ■ 
UUNET  Fechnoli 


Vanguard  Group  8 
Viacom  (VIA.B' 
Visa  Internatioi^ 
Volkswagen  20 
Voipe  Brown  Whrii  i 

W 


Gppenheimer  86 

Overseas  Adventure  Travel  1 02 

Oxford  Health  Plans  (OXHP)  10 


Walt  Disney  (DIS)  • 
Warburg  Dillon  Re# 
Watson  Wyatt  92  I 
WavePhore  (WAVO)IB 
Weingarten  Realty  ?! 
Wellpoint  (WLP)  3 
Wells  Fargo  (WFC)  i 
Wendover  Financiasr* 
WildlandAdventurill' 
WorldCom  (WC0M:|I 


Yahooi  (YHOO)  3; 4. 
116 

Yasuda  Trust  46 

Z  

Zacks  Investment  st 
Zapata  32 
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estment  Figures  of  the  Week 


00 

n.    July    iuly  2-8 


1170 
1166.37 


1150 


nange       1 -week  change 
+  1.6% 


<TARY 

rtain  week  in  the  fi- 
narkets  turned  spright- 
ihe  most  encouraging 
in  July  8.  Both  the 
I  &  Poor's  500-stock 
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Travelers  Corp.  and 
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mbed  against  the  yen, 

Japanese  Prime  Min- 
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cut  taxes. 
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IRY  BOND  INDEX 

July    luly  2-8 


;  1675 
L  1662.19 
■1650 
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Tberg  Financial  Markets 
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t 


U.S.  MARKETS 


Latest 


%  change 
Week  Year 


BEST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


flnu/  Innpc  Inriiictrialc 
UUW  JUIlCo  IIIUUoll  laid 

9175.0 

1.4 

17.0 

MA^flAfl  PnmhinpH  Pnmnncitp 
rinOUHU  UUIilUIIICU  UUIIipUollC 

1 935  4 

1.1 

30.2 

S&PMidCap  400 

369.6 

1.1 

25.5 

S&P  SmallCap  600 

193.7 

0.4 

18.6 

S&P  SuperComposite  1500 

246.3 

0.8 

27.0 

SECTORS 

Latest 

%  change 
Week  Year 

Bloomberg  Information  Age 

358.9 

0.9 

29.0 

S&P  Financials 

145.7 

4.8 

41.4 

S&P  Utilities 

245.3 

-1.0 

22.6 

PSE  Technology 

356.1 

1.7 

18.0 

FOREIGN  MARKETS 

Latest 

%  change 
Week  Year 

London  (FT-SE  100) 

6009.6 

1.5 

26.2 

Frankfurt  (DAX) 

6013.1 

1.8 

48.3 

Tokyo  (NIKKEI  225) 

16,531.0 

1.0 

-16.1 

Hong  Kong  (Hang  Seng) 

8629.2 

1.0 

-41.3 

Toronto (TSE  300) 

7451.3 

1.1 

13.3 

Mexico  City  (IPC) 

4573.3 

3.4 

-5.4 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

S&P  500  Dividend  Yield 

1.36% 

1.38% 

1.63% 

S&P  500  P/E  Ratio  (Last  12  mos.) 

27.6 

27.1 

23.3 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*    22. 1 

21.9 

18.6 

First  Call  Earnings  Surprise* 

7.50% 

NA% 

4.01  % 

TECHNICAL  INDICATORS 

Latest 

Week 
ago 

Reading 

S&P  500  200-day  average 

1027.0 

1022.7 

Positive 

Stocks  above  200-day  average 

51.0% 

48.0% 

Neutral 

Options:  Put/call  ratio 

0.49 

0.50 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

1.99 

2.05 

Positive 

Homebuilding 
Computer  Software 
Broadcasting 
Communications  Equip. 
Drug  Chains 


19.8  Specialty  Appar.  Retailers  1 14.5 

18.0  Broadcasting  91.6 

14.6  Homebuilding  90.3 

14.3  Automobiles  78.9 

13.8  Airlines  78.0 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Machine  Tools 
Oil  &  Gas  Drilling 
Metals 

Oil-V/ell  Equip.  &  Svcs. 
Leisure  Time 


-18.4 
-15.3 
-10.6 
-10.2 
-9.8 


Metals 

Oil  &  Gas  Drilling 
Engineering  &  Constr. 
Gold  Mining 
Hospital  Management 


-45.0 
-33.1 
-22.7 
-21.5 
-20.9 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

IBM 

11 378 

-4 '5/16 

Berkshire  Hathaway-A 

77,775 

-225 

AT&T 

56^16 

-5'Vl6 

J. P.  Morgan 

122"/i6 

-1 

BellSouth 

66'/i6 

Berkshire  Hathaway-B 

2598 

-12 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

WorldCom 

50^/8 

5V2 

Microsoft 

107 '5/16 

22 'A 

Cisco  Systems 

92^/4 

15 '74 

Intel 

75  Va 

5'^/l6 

Dell  Computer 

91 

7  5/1 6 

Qwest  Communications  Intl. 

37 '/i  6 

4 '^16 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.11 

5.10 

5.17 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

5.07 

5.10 

5.11 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

B-MONTH  BANK  CDS 

5.03 

5.05 

5.18 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.32 

5.38 

5.53 

GENERAL  OBLIGATIONS 

4.39% 

4.39% 

4.93% 

4.95% 

10-YEAR  TREASURY  NOTES 

5.43 

5.44 

6.25 

PERCENT  OF  TREASURIES 

80.95 

80.88 

87.70 

87.99 

30-YEAR  TREASURY  BONDS 

5.62 

5.62 

6.56 

TAXABLE  EQUIVALENT 

6.36 

6.36 

7.14 

7.17 

LONG-TERM  AA  INDUSTRIALS 

6.24 

6.23 

7.02 

INSURED  REVENUE  BONDS 

4.56 

4.56 

5.16 

5.18 

LONG-TERM  BBB  INDUSTRIALS  6.73 

6.73 

7.40 

PERCENT  OF  TREASURIES 

84.08 

84.01 

91.79 

92.07 

LONG-TERM  AA  TELEPHONES 

6.63 

6.61 

7.31 

TAXABLE  EQUIVALENT 

6.61 

6.61 

7.48 

7.51 

EQUITY  FUNDS 
Leaders 

Four-week  total  return 


Laggards 
%    Four-week  total  return  % 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return 


ngstar.  Inc. 


ProFunds  UltraOTC  Investor 
DFAIapanese  Small  Co. 
Amerindo  Technology  D 
Transamerica  Prem.  Sm.  Co. 
Potomac  OTC  Plus 

Leaders 

S2-week  total  return 

Transamerica  Prem.  Sm.  Co. 
Transamerica  Prem.  Ag.  Gr. 
Weitz  Hickory 
Fidelity  Select  Brokerage 
Fidelity  Select  Retailing 


20.4  Lexington  Troika  Russia  -27.2 
14.1  Guinness  FIgt.  Asia  Sm.  Cap -1 1.3 

13.6  Fidelity  Sel.  Energy  Serv.  -11. 1 
12.9  Potomac  OTC/Short  -9.9 

12.7  GMO  Emerging  Markets  III  -9.6 

Laggards 

%  52-week  total  return  % 

77.5  Matthews  Korea  I  -66.8 

75.6  Lexington  Troika  Russia  -66.8 
63.3  Lex.  Crosby  Sm.  Cap  Asia  -64.4 
60.1  Montgomery  Emerg.  Asia  R  -63.2 
53.9  Guinness  FIgt.  Asia  Sm.  Cap  -62.6 


Large-cap  Growth 

Communications 

Japan 

Technology 
Mid-cap  Grovrth 

Leaders 

52-week  total  return 


Laggards 

%    Four-week  total  return  % 

5.6  Diversified  Emerging  Mkts.  -4.9 

5.4  Natural  Resources  -3.4 

4.8  Latin  America  -3.2 

3.9  Precious  Metals  -3.0 
3.8  Pacific/Asia  ex-Japan  -2.3 

Laggards 

52-week  total  return  % 


% 


Communications  36.5  Pacific/Asia  ex-Japan  -52.3 

Financial  34.5  Diversified  Pacific/Asia  -39.9 

Large-cap  Growth  29.8  Diversified  Emerging  Mkts.  -32.9 

Europe  27.6  Precious  Metals  -27.3 

Unaligned  25.0  Latin  America  -24.3 


p  5f  market  close  Wfednesday,  July  8,  1998,  unless  otherwise  Indicated.  Industry  groups  sis,  and  mutual  fund  returns  are  as  of  July  7.  For  a  more  detailed  explanation,  wi'e  to  us  or  E- 
.•I  )0  companies  only.  Fundamentals,  tectinical  indicators,  Bloomberg  money  flow  analy-     mail  figures@businessweek.com.  NA=Not  available  **Vanguard  Index  500  Funv 
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Editorials 


GET  READY  FOR  THE  SLOWDOWN 


Americans  may  be  forgiven  their  self-satisfaction  in  these 
long,  hot  summer  days.  Unemployment  is  low,  real  in- 
comes are  rising,  and  the  stock  market  is  increasing  the 
wealth  of  millions.  But  it  may  be  time  to  take  a  break  from 
the  barbecue  and  beach  routine  for  a  reality  check.  The  glob- 
al economy  is  downshifting  from  fast  to  slow  gi'owth,  with  the 
U.  S.  no  exception.  Yet  fiscal  and  monetaiy  policy  remain 
tight  just  about  everywhere.  Unless  policymakers  begin  to 
ease  up,  there  could  be  economic  trouble  ahead. 

A  run  of  recent  suri^rises  makes  for  a  darkening  economic 
outlook.  In  the  U.  S.,  gi'owth  is  slowing  more  shaiply  than  an- 
ticipated, irom  a  5.4%  annual  rate  in  the  first  quarter  down  to 
a  pace  of  zero  to  2%  in  the  second.  The  Asian  cinsis  is  finally 
liitting  hai'd,  striking  at  both  exports  and  coiporate  profits.  In- 
ventory accumulation  is  at  a  record  high,  manufacturers  are 
cutting  back,  and  the  high-tech  sector,  especially  chips,  is 
being  slammed.  Job  growth  is  slowing.  The  General  Motors 
Coi*p.  strike  is  a  wild  card  that  could  do  serious  hann. 

Europe,  once  expected  to  pick  up  the  slack  when  the  U.  S. 
tuckered  out,  is  rolling  over,  too.  The  Bank  of  England  re- 
cently raised  interest  rates  as  the  British  economy  weakened. 
The  sui'ge  in  sterling  has  ah'eady  sent  manufacturing  into  re- 
cession. First-quaiter  growth  of  2.5%  was  probably  cut  in  half 
in  the  second  and  may  turn  negative  in  1999.  On  the  Conti- 
nent, where  economies  were  supposed  to  be  in  liftoff,  growth 
has  fallen  from  3.2%  in  the  first  quarter  to  1.5%  in  the  second. 
The  Asian  crisis  played  a  major  role,  but  Germany  con- 
tributed by  committing  a  fiscal  faux  pas,  raising  the  sales  tax 
just  as  consumers  were  beginning  to  open  theii'  pocketbooks, 
hurting  demand.  The  prospect  of  Chancellor  Helinut  Kohl  and 
his  conservatives  being  replaced  by  a  Social  Democratic- 


e( 

01 


Green  coalition  in  September  is  cooling  investment,  s 
The  siuprise  out  of  Asia  is  how  bad  it  is.  Japan's  gr 
mestic  product  has  had  its  biggest  three-quarter  cont 
since  the  war,  with  1997's  fourth  quarter  dovra  an  anni 
of  1.5%,  first  quarter  1998  dovra  5.3%,  and  the  second 
off  3.5%.  Kureditor  kurunckie,  or  ci'edit  crunch,  is  now 
Japanese  vernacular.  By  U.  S.  or  European  measuremei 
employment  is  probably  well  over  5%  and  rising  fast, 
est  bank-reform  package  is  ambiguous,  and  Tokyo  ke 
versing  itself  on  a  pei-manent  tax  cut  to  stimulate  spi 

The  rest  of  Asia  is  in  worse  shape.  Indonesia's 
could  contract  by  one-third  this  yeai*.  The  economies 
and  Thailand  could  shrink  by  10%.  China's  gi-ovrth  is 
and  pressure  to  devalue  the  renminbi  by  10%  to  20' 
creasing.  Devaluation  fever  is  spreading  to  Brazil  and 
It  has  already  sent  the  South  Afi'ican  rand  down  by 
Despite  evidence  of  a  slowdown  in  global  economic 
policy  remains  tight.  It  may  be  that  declining  U.  S.  bon 
higher  Eui'opean  employment,  and  massive  Japanese 
priming  will  brake  this  unexpected  slide  in  grovrth 
months  ahead.  But  caution  argues  that  policy  should 
ing  now  to  ensiu'e  it.  The  IMF  should  allow  its  Asian  v 
lower  interest  rates  and  spend  more.  Germany  should 
way  out  of  deficit,  not  tax  itself  back  into  stagnati 
Bank  of  England  should  back  off  fi'om  fuither  tighteni 
Washington  should  i-etuin  much  of  the  upcoming  $70  bi] 
eral  budget  suiplus  to  the  consumer  in  the  form  of  a 
As  for  the  Fedei-al  Reserve,  it  now  effectively  makes 
policy  for  the  world.  By  not  hiking  i-ates  very  much,  it 
amazing  acuity  in  the  years  of  high  economic  growth, 
must  show  the  same  kind  of  insight  as  grovrth  sudden 


MORE  CHOICES  FOR  RETIRING  BOOMERS 


Remember  that  old  question,  "What  are  you  going  to  do 
when  you  gi'ow  up?"  Well,  foi'  aging  baby  boomei-s  it  has 
morphed  into,  "Wliat  are  you  going  to  do  when  you  retire?" 
As  77  million  boomers  begin  to  march  across  the  50-year-old 
hne,  they  are  facing  two  choices  that  will  define  the  rest  of 
their  lives.  Some  want  to  retire  early  and  have  fun;  others 
want  to  woi'k  well  into  their  golden  years.  Both  groups  are 
motivated  by  the  same  happy  cii'cumstance — people  are  living 
longer  and  staying  healthier  But  the  financial  planning  ap- 
propriate for  each  retirement  goal  is  very  different. 

Take  the  working  retirees.  A  business  week  poll  in  the 
Annual  Guide  to  Retirement  (page  88)  shows  that  75%  of  all 
baby  boomers  expect  to  continue  working  after  they  re- 
tire. Some  want  to  work  or  do  consulting  in  then'  former  oc- 
cupation, others  in  a  different  field.  About  10%  want  to 
start  their  own  business.  For  them,  retirement  means  an  in- 
come stream,  so  the  classic  portfolio  switch  from  stocks  to 


bonds  is  out.  Retiring  later  allows  foi'  gi'eater  portf 
over  a  longer  period  of  time.  Luckily,  there  are  p 
Web  sites,  software  programs,  and  advisers  to  hel] 
the  mix. 

These  same  digital  guides  can  plan  for  years  of 
Two  factors  ai'e  allowing  people  to  quit  the  working 
ly — inheritance  and  the  stock  market.  Some  $1  trillii 
heritance  money  stands  to  rain  down  on  lucky  t 
Thanks  to  parents  who  cashed  out  of  their  houses  ii 
fiationai-y  '70s,  invested  in  the  stock  boom  of  the  '80s 
and  left  most  of  it  behind,  millions  of  boomers  ai-e  ge 
chance  to  golf,  fish,  or  play  tennis  full-time  in  their  !|R 
there  are  others  whose  modest  retirement  investmilts  ■ 
looned  in  the  same  bull  mar  ket.  These  folks  need  a  tfti* 
asset  mix  for  the  next  20  or  30  years. 

So  for  those  who  can  begin  to  handle  the  reality 
ing  old,  it's  time  to  do  some  homework.  Here's  a  waA 
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PHONE  WARS 

DROPPING  A  DIME 
ON  MCI  

SOME    PHONE  CUSTOMERS 

looking  for  low  long-distance 
rates  under  a  new  MCi  pro- 
gTani  have  found  themselves 
paying  a  lot  more  than  they 
expected.  Last  No- 
vember, MCI  Com- 
munications 
launched  its  heavi- 
ly advertised  "10- 
321"  long-distance 
service,  offering  "Big Savings 
customers    dis-  Without 
counts  as  high  as  ^^itchingDy 
50%    off   rival  ( 
AT&T's    basic  |>,\/'^ 
rates — without 
switching  carri- 


PUSH:  Costly 
ad  cainpaign 


ers.  Callers  get  the  low  rate 
by  dialing  the  prefix  fu'st. 

But  an  embaii'assing  glitch 
has  resulted  in  hundreds  of 
consumer  complaints.  Some 
callers  using  10-321  are  billed 
at  the  highest  mci  rates  of 


about  400  a  minute.  MCi's  10- 
321  rates,  on  the  other  hand, 
are  as  low  as  6.5?  a  minute. 
Because  of  a  technical  snafti, 
says  MCI,  50  Bell  Atlantic  and 
27  Ameritech  switching  of- 
fices, among  others,  failed  to 
distinguish  10-321  calls  from 
regTilar  mci  calls.  The  Bells 
say  the  problem  is  the  way 
MCI  configiu'ed  the  sei^vice 
and  that  they 
warned  M  c i 
about  potential 
snags.  MCI  com- 
plains they  did 
not  but  is  work- 
ing with  the  Bells 
to  correct  the 
problem.  It  has 
also  reimbursed 
consumers  for  mis- 
taken chai'ges. 

Still,  that's  not 
good  enough  for 
some  folks.  On  Jime 
23,  a  Philadelphia 
resident  filed  a  class  action 
suit  against  mci  for  over- 
charges, fast  on  the  heels  of 
another  one  accusing  MCi  of 
racketeeiing.  Some  {jeople  just 
get  testy  over  40e-a-minute 
calls.  Cafheritie  Yang 


THE  LIST  TEAMS  WORTH  CHEERING  FOR 


What  does  it  take  to  be  a  "fan-friend- 
ly" baseball  club?  Cheap  eats  and 
good  seats  help.  Selling  off  your  best 
players  doesn't.  Of  the  30  teams  in 
Major  League  Baseball,  the  United 
Sports  Fans  of  America  rate  these  — 
the  four  best  and  the       HUlZENGA:   ^^f^^  '^'^k 
four  worst:  Fire  sale     HhH  >  ^ 

THE  WINNERS  THE  LOSERS 

DETROIT  TIGERS  Fireworks  dis-        FLORIDA  MARLINS  Owner  Wayne 
plays,  Autograph  Thursdays  Huizenga  dismantled  World 

CINCINNATI  REDS  Tickets  average   

only  $8.37  CHICAGO  CUBS  Tickets  discounts 

CLEVELAND  INDIAnVa  f amily^oT "  ^'''^  1''^^-  _ _ - 

four  eats  for  only  $30  NEW  YORK  YANKEES  Stingy 

LOS  ANGELES  DODGERS  ThV$37 '    f^"""^^  °"  '"^ 

terns 

family  food  package;  free  base-   

ball  cards  ATLANTA  BRAVES  Discount  seats 

DATA;  UNITED  SPORTS  FANS  Of  AMERICA,  3re  ip  the  nosobleed  section 


TALK  SHOW  itAt  heart,  this  victory  showed  solidarii 
cohesion,  and  showed  that  France  had  a  soul  or,  more 
cisely,  was  trying  to  find  one.?5 

— President  Jacques  Chirac,  on  France's  World  Cup  win 
INVESTORS 


DLJ  BRINGS  OUT 
THE  BiG  GUNS 

THE  FOLKS  WHO  BROUGHT  YOU 
defense-industry  merger 
mania  don't  think  it's  over — 
and  now  hope  to  make  a 
pretty  penny  off  it.  A  group 
of  high-powered  Pentagon 
ex-officials  have  formed 
Global  Technology  Partners 
(CTP)  to  advise  Donaldson, 
Lufkin  &  Jenrette's  $8  billion 
merchant  banking  operation 
on  equity  investments  and 
deals  in  defense  and  technol- 
ogy. GTP,  which  also  will 
invest  in  and  advise  compa- 
nies it  helps  bankroll,  in- 
cludes former  Defense  Sec- 
retary William  Perry  and 
former  Deputy  Defense  Sec- 
retary and  CIA  Director  John 
Deutch. 

Another  foiTner  deputy  de- 
fense secretary  and  gtp  part- 
ner, John  White,  says  the 


PERRY:  For  the  defer 

three-month-old  pari 
will  rake  in  ad'/isory 
"the  real  attraction 
the  opportunity  to 
Ethics  niles  bar  the 
officials  from  using  P 
contacts  to  gi'ease  de 
they  vwll  pai'lay  their 
knowledge  to  check  o 
tech  outfits  and  seco 
third-tier  defense  fii" 
and  abroad. 

The  gi'oup  hasn't  n 
investments  yet.  Bu 
adds  that  dlj  will 
the  venture  a  succe 
just  a  handful  of  de; 
year.  Sta 


EMBASSY  ROW 


KOREA'S  GARDEN  IS  A  REAL  GAS 


IT  WAS  JUST  LAST  YEAR  THAT 

the  Republic  of  Korea 
spruced  up  its  embassy 
grounds  in  Washington's  tony 
Spring  Valley  neighborhood, 
adding  a  fish  pond,  footpath, 
and  o)'namental  rocks.  But 
Ambassador  Kun  Woo  Park's 
staff  had  better  not  dig  too 
deep  in  the  embassy  garden. 
Under  the  flowers  near  the 
embassy  sits  a  cache  of 
mustard  gas  left  over 
from  World  War  I. 

The  embassy  is  lo- 
cated on  a  smallish 
.50-year-old  dump 
site  —nicknamed  the 
"Hades  Pit"— that 
once  belonged  to 
the  U.  S.  Army's 
Chemical  Warfare 
Service  and  was 
used  for  small- 
scale  weapons 
testing.  The  Army 

BURIED:  Deep  trouble 


conducted  a  massive 
five  years  ago,  but  a 
community  group  foi 
city  to  take  a  secoi 
and  more  gas  was  fo 
So  this  vdnter,  th 
Corps  of  Engineers 
up  the  WWI  must; 
and  a  lethal  chemicj 
called  lewisite — whicl 
like  geraniums.  Th 
won't  hurt  anyone 
as  it's  undistm-bed, 
gineers.  Still, 
tiieval  won't  s 
til  cold  we£ 
is  safer 
it  the 
waitii 
won't 
the  enkf 
fal  1  socil 
son.  After  ill. 
Ambassador'igi 
might  like  t:e 
the  geraniun  V 
they  can. 
Lorraine  ' ' 
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temporary  employees  are  trained  on  our  exclusive  PinPoint  software,  which 
ceeps  them  current  with  today's  popular  office  suite  applications.  And  puts  you 
d.  For  information,  coll  1-888-GO-KELLY,  or  visit  us  at  wvm.kellyservices.com 
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Look  what  we  do  now.' 


Up  Front 


DRAWN  &  QUARTERED 


MORALE  SQUAD 

MAYBE  AL  DUNLAP 
HAD  THE  RIGHT  IDEA 

it's  official:  in  America, 
nice  guys  do  finish  last.  Re- 
sults of  a  recent  psychological 
survey    of    3,600  - 
U.  S.  'and  Euro-  ;  (j  ^ 
pean   executives  ^ 
found  that  those 
in  the  U.  S.  who 
rated  high  for  be- 
ing "agreeable" 
made  less  mon- 
ey than  their  y 
mean-spirited 
countei-paits. 

How  much  less? 
On  a  scale  of  1  to 
60,  U.S.  execs  av- 
eraged 44  for  being  agTee 
able.  For  every  five  points 
above  that,  then*  salaiy  loss 
totaled  $16,836.  Nice  guys 
with  problems  fared  even 
worse.  Tlie  sui-vey,  a  person- 
ality test  administered  by  Cor- 
nell University  and  head- 
hunters  Ray  &  Berndtson, 
also  tested  for  "neuroticism." 


It  found  that  for  every  five 
points  above  the  mean  for 
that  trait,  the  U.  S.  group 
earned  $15,756  less. 

Using  the  same  five-point 
measiu'e,  Eiu-opeans  fared  bet- 
ter, losing  a  lot  less  for  being 
nice  ($6,641)  or  neiu-otic  ($3,550). 
They  were  also  rewarded  for 
extroversion,  with  the 
outgoing  types  mak- 
ing $12,046  more, 
vs.  a  measlv 
$1,206  for  U.S. 
managers. 

U.  S.  busi- 
ness has  always 
been  driven  by 
new  ideas,  says 
Paul  Ray,  Ray  & 
Berndtson's  presi- 
dent. "We  are  not  a 
business  culture  that 
is  looking  for  people  that  'go 
along  to  get  along.' " 

So,  if  you're  a  glad-handing 
manager  with  a  heait  of  gold 
who  has  been  in  therapy 
longer  than  Woody  Allen, 
stop  worrying  about  your 
salaiy — and  think  emigi'ation 
instead.  Joari  Oleck 


UNCOMMON  MARKET 

EUROPE'S  CHAMP 
OF  CORPORATE  PORK 

WH.AT   EUROPEAN  COUNTRY 

subsidizes  industiy  the  most? 
If  you  think  it's  dirigiste 
France,   where   the  state 
plays    a  major 
role     in  the 
economy. 


would  be 
wrong.  Ac- 
tually, supposedly  market-ori- 
ented GeiTnany  is  the  champ. 

A  recent  European  Com- 
mission .study  shows  that  (jer- 
many,  the  largest  Continental 
economy,  pays  an  average  of 
$18  billion  a  yeai"  to  prop  up 
unprofitable  manufacturers. 


Meanwhile,  France,  tied  for 
second-lai'gest  with  the  U.  K., 
doles  out  only  $4  billion. 

So  what's  the  problem  in 
the  Fatherland?  "GeiTnany  is 
rich,  so  it  has  a  lot  of  money 
to  waste,"  quips  Stefan  Rat- 
ing, an  EC  spokesman.  In  fact, 
Germans  pay  heavily  to 
save  jobs  in  inefficient 
_  factories  in  the  fomner 
-.^p^  East  Germany.  At 
Chemtech  Leuna, 
for  example,  the 
state  paid  a  one-time 
subsidy  of  .$600,000 
per  worker  to  keep 
the  plant  open. 

Western  Germany 
also  coddles  business:  A  min- 
ei''s  job  costs  the  state  .$53,(X)0 
annually.  Such  subsidies  are 
vridespreatl,  says  Gerd  Haber- 
mann  of  the  UNI  Economics 
Institute  in  Bonn,  who  fears 
Germans  are  addicted  to 
them.  In  economics,  maybe 
the  Germans  should  just  be- 
come a  bit  more  like  the 
French.     William  Echikson 


SPORTS  BIZ 


A  BABY  STEP  FOR  AN  NBA  WANNABE 


0.  K.,  SO  IT  WOULDN  T  EVEN 

cover  Michael  -Jordan's  salary 
for  10  minutes.  But  the 
.$57,516  profit — 2^  per  shai-e — 
announced  for  last  season  by 
the  publicly  traded  U.  S.  Bas- 
ketball League  has  Commis- 
sioner Daniel  Meisenheimer 
III  psyched.  "I  don't 
mind  patting  myself  on 
the  back,"  he  says. 
"We've  been  around 
13  years.  We've 
turned  the  corner." 
Lockouts,  he'll  leave 
to  the  NBA. 

Tlie  12-team  USBL,  a 
summer  league  that 
spawned  such  NBA  stai-s 
as  Anthony  Mason  of 
the  Charlotte  Hornets, 
has  mostly  lost  money 
since  its  1996  IPO,  at  $4  a 
share.  It  has  actually  dipped 


THE  BIG  PICTURE 


as  low  as  $1 — ^but  now 
between  $2  and  $3. 

Meisenheimer  is  op 
about  the  USBL.  But 
Peter  Russ,  at  Laidli 
set  Management;  sa 
USBL  depends  too  m 
selling  francluses  for 
sion.  Sports  stocks  ha 
erally  foundered,  Rus 
except  for  the  nhl 
Panthers,  which 
liuoyed  by  the  c 
"J  tus  of  owner 
/  Huizenga.  So  wl 
til  own  sports 
Says  Russ:  ' 
who  at  cocktj 
ties  want  to 
ovra  a  piece 
Boston  Ce 
Joar 


.  ties 
o\ 


<^  MASON:  USBL  alur 


WORKSTYLES  OF  THE  RICH  AND  FAMOl 


What  a  deal.  Cashing  in  on  the  bull 
market  is  allowing  the  rich  to  enjoy 
more  comfort.  But  despite  their 
hard-won  affluence,  the  wealthy 
aren't  taking  it  easy.  Most  feel 

that  they  still  have 
to  save  and  work  as 
much  as  ever. 


DATA;  u  s, 
TRUST  CORP. 


"THE  MONEY  rVE  MADE  INTI 
MARKET  HAS  CAUSED  ME 

BE  MORE  CHARITABLY 
INCLINED 

HAVE  A  MORE 
COMFORTABLE  LIFESTYLE 

WORRY  LESS  ABOUT 
MONEY  THAN  I  USED  TO 

FEEL  LESS  FINANCIALLY 
DEPENDENT  ON  MY lOB 

BE  LESS  CONCERNED 
ABOUT  JOB  SECURITY 

FEEL  THE  NEED 
TO  SAVE  LESS 

WORK  FEWER 
HOURS 

FROM  AN  APRIL  SURVEY  OF  THE  TOP  1%  WEALTHIEST, 


FOOTNOTES  Execs  who  say  Asian  economic  turmoil  isn't  affecting  business:  65.1  %;  those  hedging  financial  plans  anyhow: 
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introaucing  ine  uocumeni  txcnange. 
The  best  of  UPS  by  an  entirely  new  route. 

V  there's  ;i  revolutionary  way  to  send  documents  and  files  quickly  and  securely  over  the  Internet.  Welcome  to 
UPS  Document  Exchange:"  At  exchange.ups.com  you  can  access  free  software  that  lets  you  address  any  digital  file, 
Ke  the  level  of  security  you  need,  and  send  from  your  desktop.  You  get  tracking  and  delivery  confirmation.  Your  recipient 
a  universally  readable  file.  And  neither  one  of  you  has  to  wait  for  a  delivery,  stand  by  the  fax  machine,  or  stru^le 
>  <  -mail  attachments.  It  s  fast.  It's  easy.  And  it's  exactly  the  kind  of  innovation  you'd  expect  from  UPS.    [    ^  - 
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Readers  Report 


EDITOR'S  MEMO 


A  PROMISING  YEAR  ON  THE  TIRE 


Last  summer,  business  week 
began  an  association  with  This 
Week  ill  Business,  a  half-hour 
show  produced  by  WETA-TV  in  Wash- 
ington. This  Public  Broadcasting 
Service  station  also  produces  Wash- 
ingtoyi  Week  in  Revieu)  and  The 
NewsHour  with  Jim 
Lehrer.  Marking  its 
first  anniversary  this 
week,  This  Week  in 
Busin.ess  looks  back 
on  an  eventful  year, 
featuring  a  string  of 
jaw-dropping  mergers, 
the  Asian  financial  cri- 
sis, a  remarkably 
durable  U.  S.  economy, 
and  a  resilient  stock  market. 

Hosted  by  longtime  newspaper 
and  TV  business  journalist  Sheilah 
Kast,  Tww's  stock  in  trade  is  lively, 
informed  analysis — ^just  what  our 
readers  have  come  to  expect.  Pan- 
elists are  drawn  from  editors  and  bu 
reau  staffers  at  business  week  and 
other  publications,  as  well  as  indus- 
try executives  and  analysts.  "The 
show's  discussions  are  always  smart 


AT&T-TGI  MAY  BE 

JUST  A  BIGGER  HEADACHE 

Yes,  our  long-distance  bills  have  de- 
creased a  bit  since  deregulation.  Unfor- 
tunately, local  phone  bills  have  gone  up. 
In  short,  we're  paying  much  more  a 
month  than  when  Ma  Bell  was  a  mo- 
nopoly ("At  last,  telecom  unbound,"  Cov- 
er Story,  July  6). 

As  for  Tele-Communications  Inc.,  the 
number  of  supported  channels  hasn't 
changed  in  more  than  a  decade  (tci 
"adds"  channels  by  deleting  others).  The 
same  cannot  be  said  for  the  monthly 
charges,  wliich  have  increased  yet  again. 
And  when  we  installed  a  new  exten- 


LIVELY  AND  INFORMED: 

Glasgall  with  TWIB's  Kast 


and  insightful,"  says  BUSINESS  we 
Senior  Editor  William  Glasgall,  a 
quent  guest.  "These  are  people  oi 
the  front  lines  of  their  fields, 
whether  it's  the  NBA  or  the  IMF.' 

Nearly  a  year  into  our  partnen 
with  weta,  we're  proud  to  have 
[)layed  a  role  in  whs 
lias  become  the 
sharpest  half-hour  o 
business  commentar 
on  TV.  twib's  prospe 
seem  bright.  From 
pilot  laimch  in  six  t 
cities  last  July,  the 
gi'am  is  now  seen  oi 
more  than  100  PBS  £ 
iates  across  the  couj 
try.  That  fast  start  has  landed  thi 
show  its  first  national  underwTite 
transport  company  Roadway  Ex- 
press. If  you're  a  regular  viewer, 
thanks  for  tuning  in.  If  not,  I  urg 
you  to  give  twib  a  try. 

Editor-in-Cie 


sion  this  winter,  tci  limited  us  tobi 
feet  of  inside  cable  ("required  by  is 
Just  imagine:  By  2000,  we'll  no 
have  the  same  60  channels  but  on 
shopping,  too — as  long,  of  coui'se, 
place  our  tvs,  phones,  computer  a 
fax  machines  within  three  feet  f 
outside  wall.  And  our  bills  prcat 
won't  be  more  than  two  or  three  ii 
higher  than  they  are  now. 

Diane  D 
Berkeley. 

We  all  remember  the  at&t-nci; 
er,  which  made  about  as  much  si 
the  at&t-tci  merger.  You  touch  i 
do  not  emphasize  enough  the  pi'i 
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e  cable  network.  Coaxial  cable  is 
right  medium  for  two-way  data 
i.  Coaxial  cable  on  the  gi-ound  is 
)0  years  old,  with  lots  of  nicks 
ts.  Underground  amplifiers  are 
i  cases  in  water  Return  data  is 
e  to  all  that,  plus  electrical  noise 
;ed  by  appliances,  at&t  will  real- 
upgi'ading  Tc:i's  network  to  two- 
ill  cost  at  least  double  original 
,es  and  will  take  twice  as  long. 

Roger  Gilodo 
Etobicoke,  Ont. 

I  GHT  GRADES 

I WSIDE  WALL  STREET  ? 

md  "A  report  card  on  'Inside 
reef  "  (Finance,  July  6)  quite  in- 
ig.  However,  I  think  it  would  be 
ppropriate  for  you  to  compare 
)erfoiTnance  of  highlighted  stocks 
e  "tai'get  prices"  usually  included 
comments.  Based  on  my  obser- 
of  (and  occasional  investing  in) 
X)cks,  I  would  say  that  the  stocks 
11  short  of  expectations  far  ex- 
lose  that  meet  or  exceed  such 

Robert  F.  Morison 
Phoenix 

ve  been  following  "Inside  Wall 
for  a  long  time.  Your  choice  of 
'hursday  evening's  closing  stock 
s  the  basis  for  your  report  is 
ling.  After  carefully  explaining 
nouncement  effect"  and  pointing 
it  these  stocks  typically  open 
than  their  closing  Thursday 
the  author  chooses  to  use  these 
iny\vay.  As  a  result,  the  statistics 
reflect  what  returns  readers 
lave  achieved  by  following  "In- 
ill  Street"  recommendations  be- 
here  is  no  way  that  they  could 
squired  the  stocks  at  the  prices 
as  the  basis  for  the  analysis, 
ore  appropriate  choice  for  the 
rice  would  have  been  Friday's 
ice.  This  is  the  price  that  anyone 
;■  the  online  column  would  have 
I  would  be  interested  in  seeing  a 
report  card  using  a  more  ap- 
tely  chosen  base  price. 

Robert  Genshaft 
Plainview,  N.  Y. 
's  note:  We  believe  Thursday's 
jirice — the  last  trade  before  pub- 
i — is  the  best  starting  point  for 
ing  the  column's  performance. 


I  CARE:  DON'T  NEGLECT 

i  IDDLE  CLASS  

lies  for  seniors  where  the  living 
■i  "  (Personal  Business,  July  6) 
I  un  options  for  elderly  people 
'  mple  financial  resources.  Most 


people  have  a  net  worth  substantially 
below  the  $1  million  required  by  the 
provider  featured.  According  to  a  199(5 
Census  Bureau  report,  the  median  net 
worth  of  households  with  members  75 
and  over  is  $76,541. 

The  challenge  still  to  be  tackled  is 
to  provide  dependable,  liigh-quality  cai'e 
for  those  elderly  with  an  average  net 
worth  and  income.  How  many  of  to- 
day's established  players  are  mshing  to 
offer  choices  to  the  median-net-worth 
elderly  couple?  With  a  combination  of 


government  reform,  employer  support, 
and  entrepreneurial  creativity,  afford- 
able elderly  care  choices  can  and  must 
become  a  reality. 

Elias  P.  Papasavvas 
Fairfax,  Va. 

ORGANIZED  LABOR  IS 
STRONGER  THAN  YOU  THINK 

The  title  was  a  nice  tiy,  but  it  won't 
work  ("Disorganized  labor,"  News: 
Analysis  &  Commentaiy,  June  29).  Sow- 
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"Its  not  exactly  wnat  we  expectea.  its  a  giant 
Okie  nanned  Williams  with  energy  to  burn." 


Howdy.  We're  that  Williams  energy  you've  been  hearing  about.  With 
more  than  $16  billion  in  assets.  More  than  90  years  experience.  And 
now,  nearly  4,000  MW  of  electricity  in  southern  California,  pardner 


that  Williams  energy 
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1-800-WILLIAMS 
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Readers  Report 


ing  seeds  of  dissension  with  alleged  in- 
sider information  may  have  worked 
against  organized  labor  in  the  past,  but 
it  isn't  going  to  work  this  time. 

This  is  the  same  institution  that  just 
managed  to  defy  the  odds  in  the  Cali- 
fornia election  regarding  Proposition 
226,  when  the  polls  showed  that  pi'opo- 
sition  was  going  to  be  adopted.  It  is 
the  same  organization  that  helped  to 
secure  the  passage  of  a  new  minimum- 
wage  law.  And  it  will  continue  to  rally 
the  consciences  of  working  people  to 
the  idea  that  it  is  not  enough  to  be  first 
in  business — we  must  also  be  fti\st  in 
our  ability  to  consume  that  which  we 
produce  and  trade  for. 

The  democratic  orientation  of  the 
AFL-cio  mandates  that  its  moves  and 
adjustments  must  be  undertaken  in  an 
open  environment.  This  can  make  for 
some  sensitive  situations,  but  the  over- 
all program  of  the  organization  will  re- 
main intact. 

James  J.  Norton,  President 
Graphic  Communications 
International  Union 
Washington 

SOMEONE  DID  INVENT 
A  DROWSY-DRIVER  ALARM 

In  "Your  car  may  be  smarter  than 
you"  (Science  &  Technology,  June  29), 
you  predict  that  futiu'e  navigational  sys- 
tems may  include  a  "drowsy-driver" 
warning  system.  It  may  interest  you 
know  that  a  small  engineering  fii-m  in 
New  Mexico  (Energy  Optics  Inc.,  now 
American  Millenniimi  Coip.)  developed  a 
low-cost,  effective  "sleep  alarm"  to  pre- 
vent the  200,000  asleep-at-the-wheel  ac- 
cidents each  year. 

For  three  years,  it  has  been  trying  to 
interest  both  the  industry  and  the  gov- 
ernment in  this  proven  system,  to  no 
avail.  The  fedei'al  highway-safety  oi'ga- 
nization  rejected  it,  saying  it  had  its 
own  reseai'ch  progi-am — wliich  has  spent 
sevei'al  million  dollai's  and  come  up  with 
nothing.  General  Motors  Corp.  "stud- 
ied" it  for  a  full  year  and  finally  turned 
it  down  at  the  board  level,  we  were 
told,  because  it  might  fail  and  lead  to 
more  lawsuits. 

The  Energj'  Optics  system  sounds  a 
warning  not  only  if  the  driver's  eyes 
di'oop  or  close,  but  also  if  his  blink  rate 
slows  below  his  norm  with  his  eyes 
open,  thus  indicating  unconsciousness. 
In  these  three  years,  this  innovation 
could  have  saved  thousands  of  lives — 
and  now  you  predict  that  it's  coming. 
How  nice. 

Gordon  Molesworth 
Green  Valley,  Ariz. 


THAT  CHINESE  TRADE  DEFICIT 
COMES  AT  A  HIGH  PRICE  

Half  the  U.S.  end  of  U.S.-China 
trade  is  losing  out  big  time  to  the  Chi- 
nese trade  offensive  ("Clinton:  What's 
at  stake  in  China,"  News:  Analysis  & 
Commentary,  July  6).  While  U.  S.  im- 
porters are  going  wild  from  China  at 
around  .$60  billion  a  year,  exporters  ai'e 
dramatically  stunted.  The  ratio  of  U.  S. 
exports  to  imports  is  l-to-6. 

The  trade  deficit  of  $50  billion  a  year 
puts  that  much  cash  in  the  hands  of 
the  Chinese  government  to  conduct 
whatever  mischief  it  feels  like.  Some  of 
it  has  gone  into  buying  up  political  in- 
fluence in  the  U.  S.  All  the  while,  mil- 
lions of  workers  and  hundreds  of  fir-ms 
in  export  industries  pay  the  price. 

Carl  Olson,  ChairTnan 
State  Dept.  Watch 
Washington 
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IBM  Electronic  Commerce  software  tools  can  extend  your  business  to  ttie  Web  to  ( 
increase  sales  and  enhance  customer  service -as  they  did  for  Chelsea  Football  Club,  j 


(.'-business 


Machines  Corporation  in  the  United  States  and/or  other  countries  Other  company,  product  and  service  names  may  be  the  trademarks  or  service  marks  ol  others  <^  1998  IBM  Corp  All  rights  reserved 


lusmesses  do  you  see:  chances  are  you  guessed  low.  Because  wliether  you  manage 

•,  we  can  help  you  quickly  open  your  Inisiness  on  the  Web.  IBM's  Electronic  Commerce  solutions  are  the 

0  reach  new  markets,  generate  new  revenue  and  serve  your  customers  aroimd  die  clock.  Plus,  our  open, 

I  e,  so  you  can  start  simple.  .'Vnd  grow  fast.  Read  all  about  it    _ 

e  Opportunity^  Get  your  copy  at  \v\vA\.so[t\\are.ibm.coni/ecs     Solutions  lor  a  small  plaiu-t "  =:^^=  t 

1  &  Sports.  Chelsea  Footlxtll  Club  tar^iets  fans  evenirheie  hy  making  tich'Is.  iersrvs  and  h'oni  memorabilia  available  online, 
ine  catalog  retailer  used  IBM  Web  tools  to  realize  a  lil'Va  increase  in  II eb  site  risiiors  and  a  59"/ii  increase  in  monthly  sales, 
vedish  imurance  and  i)ensi(m  company  provides  online,  interactive  information  to  help  (  iistoiners  phm  ahead  for  retirement, 
oding  brokerage  ft  rm  pioneered  electronic  trading,  (her  a  mdlion  active  accintnls  lue  digdal  —  representing  3'>"/ii  of  their  trades. 


Books 


GAIN 

By  Richard  Powers 

Farrar,  Straus  &  Giroux  •  355pp  •  $25 


PEOPLE  WANT  EVERYTHING. 
THAT'S  THEIR  PRORLEM' 


Richard  Powers  has  created  a 
rare  thing:  a  contempoi-ary  busi- 
ness novel  that  is  also  an  im- 
portant work  of  Action.  At  once  an  in- 
sightful history  of  American  capitalism, 
a  formula-wielding  primer  on  soap- 
making  (yes,  that's  right),  and  an  inti- 
mate portrait  of  a  woman  who  is  dying 
of  ovarian  cancer.  Gain  is  a  demanding 
volume  that  will  leave  readers  mar- 
veling at  the  author's  erudition  and 
troubled  over  the  apparent  price  of 
civihzation. 

The  book's  chapters  focus  alternately 
on  the  fictional  Clare  International  Corp. 
and  on  Laura  Bodey,  a  42-year-old  real 
estate  saleswoman  who  resides  in  Lace- 
wood,  111.,  the  home  of  Clare's  agricul- 
tural products  division.  Bodey  is  hardly 
alone  in  her  illness:  Numerous  Clare 
employees  have  also  been  diagnosed 
with  various  cancers.  Two  lawsuits  have 
been  filed  charging  the  giant  company 
with  responsibility.  Moreover,  an  Envi- 
ronmental Protection  Agency  report  on 
Clare's  toxic  discharges  has  local  people 
worried  and  angry.  The  poison,  con- 
cludes one  character,  is  "in  the  air  and 
in  the  water,  and  now  it's  in  the  ground. 
Builds  up  in  the  food.  Every  year  a  lit- 
tle more." 

But  don't  expect  a  simple  indictment 
of  corporate  polluters.  Rather,  Gain 
bears  a  philosophical  resemblance  to 
Edward  Tenner's  Why  Things  Bite 
Back,  an  account  of  technology's  "re- 
venge effects"  against  a  humanity  that 
seeks  to  dominate  rather  than  to  coex- 
ist with  nature.  Progi'ess,  the  author 
tells  us,  comes  at  a  price. 

The  company  that  we  encounter  in 
the  book's  initial  chapters  is  a  far  ciy 
from  a  remote,  evil  corporate  despoiler. 
Instead,  it  is  an  eai'ly  19th  century,  fam- 
ily-run startup,  the  product  of  brothers 
Resolve  and  Samuel  Clare's  inspiration 
and  Irishman  Robert  Ennis'  skill  at 
making  candles  and  soap.  Back  then, 
"saponification  was  a  complex  affair," 


we  learn  in  one  of  Powers'  several  for- 
ays into  the  mysteries  of  applied  chem- 
istry. Ennis  "gauged  the  soapy  strings 
adhering  to  his  stirring  paddle,  awaiting 
the  exact  moment  when  the  soap 
grained  and  salted  out.  He  cut  the 
steam  and  drew  off  the  salt  lye  and 
glycei-in,  letting  his  broth  set  like  a  tem- 
peramental souffle." 

Powers'  recounting  of  the  company's 
steady  expansion,  weathering  the 
decades'  economic  ups  and  downs,  and 
its  regular  ability  to  adapt  to  the  con- 
sumer market  provides  an  early  indi- 
cation of  the  author's  con- 
siderable skill.  Botanist 
Benjamin  Clare,  for  in- 
stance, supphes  the  key  in- 
gredient for  a  mid-century 
killer-app  product.  Native 
Balm  soap,  each  cake 
stamped  with  the  profile  of 
an  Indian  warrior.  The 
product,  which  "smelled  like 
the  liniment  that  the  angels 
applied  in  God's  own  sick- 
room," promised  a  natural 
cure  for  "pimples.  Salt 
Rheum,  freckling"  and  the  "gi'aver  bod- 
ily illnesses"  of  an  industrializing  soci- 
ety. Its  patent-medicine  appeal  "cut 
across  social  strata."  And  although 
many  companies  sought  to  develop  a 
similar  product,  not  even  the  formida- 
ble British  could  steal  the  market. 

The  Civil  War  provides  Clare  with  a 
steady  customer  in  the  form  of  the 
Union  Army.  The  succeeding  decades 
see  the  company's  incorporation,  its  in- 
creasing emphasis  on  laboratory  re- 
seai'ch,  and  its  ingenious  development  of 
paper  soap  wrappers  ("Safe — Hygienic 
for  country,  town,  city"),  which  align 
Clare's  product  with  a  growing  public 
desire  for  "purity."  This  in  tm-n  helps  to 
rescue  the  company  from  ruin  during 
the  depression  of  the  1870s.  Later,  Clai"e 
initiates  corporate  welfare  schemes  to 
win  workers'  loyalty,  and  it  displays  a 


flair  for  promotions  and  advertis  l 
(Bits  of  Clare  advertising  copy  : 
throughout  Gain,  providing  a  hisl 
miniature  of  American  huckstd 
When  the  20th  century  rolls  al 
Clare  has  become  a  conglomeratt 
ducing  not  only  soap  but  also 
gents,  fertilizers,  cosmetics,  hair' 
ucts,  herbicides,  and  food. 

At  first,  the  historical  chaptel 
more  engaging  than  those  focusl 
Laura  Bodey.  Indeed,  who  would  >\ 
to  read  harrowing  accounts  of  sii 
and  painful,  ineffective  cancer 
ment?  As  the  patient  struggles  to 
prehend  her  medical  problems,  dl 
respond  with  stupefying  medico-j; 
"  'You'll  need  to  do  half  a  year  of 
agent  therapy.  Taxol  plus  cisplatir 
by  the  way,  we  don't  know  for  c 
whether  you  are  Stage  One  C. 
though  your  washings  are  neg 
there  is  still  some  chance  that  yoi 
be  Stage  Three.' "  After  surger; 
patient  inspects  her  scar,  "a  1 
gorged  leech  licking 
cream  of  her  belly, 
subsequent  chemoth' 
sessions  leave  her 
"light,  insubstantial,  enr 
yet  sick  beyond  imagii 
But  ultimately,  Poi 
whose  previous  boot 
elude  such  challenginj 
well-reviewed  novels  a 
Gold  Bug  Variations 
Galatea  2.2,  makes  ua 
about  Bodey.  Like  he; 
tracted  kids,  we  beg 
share  Bodey's  torment.  Like  hei 
husband,  who  prods  Bodey  to  j 
lawsuit  against  Clare,  we  feel  tha 
deserves  "somebody  owning  up, 
compensation." 

That  idea  has  little  appeal  for  B 
Rejecting  her  ex's  entreaties,  sh 
fleets  that,  if  chemicals  are  to  1 
"she  brought  them  in,  by  choice, 
them  in  a  shopping  bag."  In  the 
the  victimizer  is  not  so  much  a  c 
rate  evildoer  as  it  is  humanity  i 
"People  want  everything.  That's 
problem,"  she  announces  from 
deathbed.  Indeed,  we  do  want  i 
and,  as  Powers  reminds  us  in 
somber  yet  ultimately  incandes 
work,  there  are  few  indications 
we'll  stop  trying  to  get  it. 

BY  HARDY  Gl 
Green  is  business  week's  Books  E, 


A  SUBTLE  NOVEL  THAT  INDICTS  NOT  JUST 
CORPORATE  POLLUTERS  BUT  CIVILIZATION  ITSEL 
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Alcatel  takes  its  place  among  the  world  players 
e  space  industry.  The  1st  ju!y  1998,  Alcatel 
jthens  its  role  as  a  prime  contractor  in  this 
ational  market  -  combining  its  space  activities 
hose  of  Thomson-CSF,  Aerospatiale  and  Sextant 


Avionique  with  locations  m  France,  Belgium,  Denmark, 
Germany,  the  Netherlands,  Norway,  Spam  and  Switzerland. 
A  new  star  is  born  in  the  space  industry,  opening  new 
horizons  to  the  worlds  of  telecommunications,  navigation, 
observation,  meteorology  and  science  -  www. alcatel  .com 


The  Hi-Speed  Company 


There's  no  place  quite  like  Kuala  Lumpur  International  Airport.  And 
as  it's  the  most  modern  airport  in  the  world,  we're  understandably 
proud  to  make  this  home  base  for  Malaysia  Airlines. 

Here,  our  passengers  will  enjoy  a  new  standard  of  ground  service  to 
rival  our  world-class,  award-winning  inflight  service. 

For  starters,  there  are  more  check-in  counters,  so  long  queues  are 
a  thing  of  the  past. 

CA2 


There  are  three  Malaysia  Airlines  Golden  Lounges  for  o  F 
Business  Class  passengers  and  MAS  Esteemed  Travellers  witH« 
jewel  being  the  Golden  Lounge  at  the  Satellite  Building. 

With  more  than  4,000  square  metres  of  space,  it's  larger  th  a 
field  and  is  the  world's  largest  airport  passenger  lounge.  It 
incorporate  the  every  day  side  of  things  for  business  trav^r 
fully-equipped  business  centre,  lap-top  ports  and  an  audio-«u 


You  might  call  the  new  Kuala  Lumpur  International  Airport 
the  most  advanced  In  the  world. 

Malaysia  Airlines  is  proud  to  call  it  home. 


jses  sleeperettes,  a  mini  gym.  showers,  sauna,  a  nursery  with 

'mpus  and  activity  area,  a  coffee  bistro,  playstation  corner, 

ns,  and  even  a  sumptuous  choice  of  pre-flight  dining. 

,  there  are  many  distractions  for  travellers.  Duty-free 

at's  second  to  none,  a  large  choice  of  food  outlets  and  the 

Jty  of  'the  airport  within  a  forest',  to  name  but  three. 

mess  travellers  chasing  a  deadline,  we've  added  a  fast  track 


service  to  speed  you  through  immigration.  And  bags  wait  for  you  at  the 
carousels,  not  the  other  way  round. 

We  could  go  on  and  on  about  the  innovations.  But  we  think  you'd  like 
to  discover  them  yourself  the  next  time  you  fly  Malaysia  Airlines.  For  more 
ir)forrnatior),  please  call  your  travel  agent  or  Malaysia  Airlines. 


.AIRLINE 


http://www.malaysiaairljnes.com. my 
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WORLD  ENERGY 


A  Business  Week 
Special  Advertising  Section 


We're  Giving  You 
Some  Power! 


r 

r 

In  Houston  this  Fall,  the  World  Energy  Council  will  convene 
its  I  7th  Congress.  Energy  ministers,  senior  executives,  and 
government  officials  from  around  the  world  will  get  together  to 
discuss  the  future  of  the  world's  energy  sources.  BusinessWeek 
will  be  there,  and  so  can  you  with  "World  Energy."  Shine  a  light 
on  your  business  as  the  world's  most  influential  talk  about  the 
planet's  bright  future.  Over  5  million"^  readers  will  be  looking 
in  -  don't  get  left  in  the  dark 
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For  more  information,  please  call  John  McGuire. 
Account  Manager,  at  (2 1 4)688-5  I  88  or  e-mail 
john_mcguire@businessweek.com. 
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EPHEN  H.  WILDSTROM 


IFFY  PROMOS 
A  JIFFY 


lew  programs 
;  photo-based 
:cts  for  small 
lesses  a  snap 

he  gi'owth  of  scanner 
and  digital  camera 
sales  in  the  past  cou- 

years  has  set  off  an 
ion  of  software  de- 

to  make  it  simple  for 
ors  to  produce  classy 
based  projects.  But 

a  problem.  Manufac- 
report  that  many 
■rs  and  digital  cameras 
ing  snapped  up  by  peo- 
0  nin  small  businesses, 
ime,  softwai'e  packages 
s  Adobe  System's  Pho- 
xe  and  Microsoft's 
eltl  concen 
)n  family  ori- 
projects  such 
lendars  or 
ag  cards  to 
0  relatives. 
V,  Adobe 
56^000)  and 
r  rival  Live 
e  (408  371- 
have  come 
th  products 
ed  to  make 
;y  for  any 
business 
a  Windows 
,  or  NT  com- 
a  decent  color 
r,  and  access  to 
r  copier  to  turn 
.tractive  color  promo- 
materials,  business 

and  other  stationery, 
also  will  help  you  get 
5  onto  business  Web 

sPix  SOHO  ($50)  is  es- 
Qy  a  reworking  of  the 
ner  version  of  LivePix, 
e  cutesy  calendai"s  with 
es  of  the  kids  have 


been  replaced  by  dozens  of 
templates  for  letterheads,  fly- 
ers, and  brochures.  Pho- 
toDeluxe  Business  Edition 
($99,  or  $59  as  an  upgi'ade 
from  many  Adobe  or  com- 
petitive products)  has  simi- 
lar featui'es  but  is  largely  a 
new  progi-am.  It  offers  such 
improvements  as  easier-to- 
follow,  step-by-step  projects 
and  a  nifty  tool  to  fix  up  pho- 
tos that  are  slated  for  the 
next  consumer  version  of 
PhotoDeluxe. 

VAST  ARRAY.  Both  progi'ams 
ai'e  designed  to  automate  the 
chore  of  getting  photo  images 
from  cameras,  scanners,  or 
files  into  documents.  I  found 
LivePix  .SOHO  easier  to  leam 


and  use,  but  ultimately  less 
capable  than  PhotoDeliLxe.  Its 
biggest  strength  is  a  vast  ar- 
ray of  templates  provided  on 
CD-ROMS — 20  each  for  busi- 
ness cards,  mail  labels,  post 
cards,  flyers,  and  brochui-es, 
and  more  letterheads  and  en- 
velopes than  I  cai'ed  to  coimt. 
Both  of  the  progi'ams  also 
provide  easy  links  to  addi- 


tional templates  on  their  Web 
sites. 

One  of  the  best  features  of 
LivePix  is  how  easily  you  can 
put  your  own  picture  into  a 
template.  You  just  select  your 
picture,  click  a  "substitute" 
button,  and  your  picture  re- 
places the  one  in  the  dummy. 
The  beauty  of  it  is  that  any 
special  effects  used  in  the 
template — such  as  fading  the 
pictm-e  for  use  in  the  back- 
gToimd — ai'e  automatically  ai> 
plied  to  your  pictm-e. 

PhotoDeluxe  has  some 
tricks  of  its  own.  One  is  the 
inclusion  of  a  piece  of  soft- 
ware called  Extensis  Intelli- 
Fix,  which  is  the  best  soft- 
ware I've  seen  for  one-button 
fixing  of  exposure,  contrast, 
and  color-balance  problems  in 
photos.  It  also  reveals  Pho- 
toDeluxe's  great  secret:  If 
you  chck  its  "Advanced"  but- 
ton, you'll  find  many  of  the 
features  of  its  big  brother, 
the  $600  Photoshop  5.0,  in- 
cluding the  ability  to  use  the 
dozens  of  third-party  "plug- 
ins"  like  IntelliFix,  WTitten 
for  Photoshop.  I  liked 
LivePix'  wealth  of 
templates  and  easy 
projects,  but  if  you 
really  like  to  get 
under  the  hood, 
PhotoDeluxe  may 
suit  you  better. 

People  planning 
to  use  either  of 
these  programs 
should  be  awai'e  of 
theii"  uses  and  lim- 
itations in  business. 
They  are  valuable 
mainly  for  produc- 
ing informal  docu- 
ments such  as  flyers 
10  be  made  in  pro- 
duction runs  short 
enough  to  be  handled  eco- 
nomically by  a  computer 
printer  or  copier.  But  they 
are  not  intended  to  prepare 
material  for  commercial  fom- 
color  printing.  That  requires 
heftier  software,  and  unless 
you  care  to  learn  about  such 
ai'cane  subjects  as  color  trap- 
ping and  screen  angles,  you'll 
need  the  services  of  a  pro- 
fessional gi'aphic  artist. 


BULLETIN  BOARD 


LAPTOP  CARDS 

Combination  PC  cards  that 
double  as  modems  and  net- 
work cards  for  laptops  are 
very  handy.  But  hooking  them 
up  is  a  pam.  The  special 
adapters,  known  as  "don- 
gles,"  mto  which  you  plug 
your  network  cable  and  some- 
times your  phone  Ime,  are 


awkward — and  they  are  for- 
ever getting  lost.  The  $400 
RealPort  card  from  Xircom 
(805  376-9300)  offers  an  ele- 
gant solution.  On  the  end  of 
the  card  are  three  wall-type 
jacks,  two  Rj-lls  for  the 
phone  line  and  a  phone,  and 
one  RJ-45  for  an  Ethernet 
cable.  No  dongles  to  lose,  no 
pop-out  jacks  to  break.  The 
downside:  The  RealPort  is  an 
extra-thick  Type  III  card  that 
will  fill  both  the  card  slots  on 
a  typical  notebook  computer. 

WHAT  TO  DRIVE 

Reader  Joel  Margolese  of 
Andover,  Mass.,  wonders 
about  the  difference  between 
"ultra  ATA"  and  "scsi"  disk 
drives.  This  alphabet  soup 
describes  different  standards 
for  movmg  data  in  and  out  of 
disk  drives  and  computers. 
Until  recently,  SCSI  was  the 
only  way  to  get  really  big,  fast 
hard  drives  for  PCs.  But  now 
drives  built  to  the  simpler  ata 
design  (also  confusingly 
known  as  eide)  are  fast,  reli- 
able, and  available  up  to  16.8 
gigabytes.  The  more  expensive 
SCSI  drives  are  best  saved  for 
very  demanding  applications 
such  as  file  servers  and  high- 
end  workstations. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Yes,  it's  only  a  vision.  But  what  if  it  came  true?  Heart  and  circulatory  diseases  are  still  the  major  cfsF 
of  death.  That's  why  the  scientists  at  Hoechst  Marion  Roussel,  our  pharmaceutical  company,  are  pung 
their  hearts  into  research  and  development  to  find  new  ways  of  improving  the  lives  of  cardiac  patiits 
So  that  some  day  the  only  cure  necessary  for  an  aching  heart  will  be  a  smile  on  the  face  of  a  loveon 


Imagine  lovesickness  being  the  only  thing  that  can  ca 


Hoechst  Marion 


Roussel  IS  the  pharmaceutical  company  of  Hoechst,  an  international  group  c 


Economic  Viewpoint 


BY  ROBERT  KUTTNER 


WHAT  SANK  ASIA^ 
MONEY  SLOSHING  AROUND  THE  WORE 


NO  CONTROL 

Floating 
exchange 
rates,  it  turns 
out,  are  a 
tragically  bad 
idea.  We  must 
find  a  way  to 
cut  the  flows 
of  speculative 
capital 


Robert  Kuttner  is  co-editor  of  The 
American  Prospect  and  author  of  The 
End  of  Laissez-Faire 


We  are  learning  once  again  the  fun- 
damental difference  between  free 
commerce  in  ordinary  goods  and 
free  commerce  in  money.  The  fomier  is  broad- 
ly efficient — it  subjects  business  to  bracing 
competition  and  allows  products  to  find  mar- 
kets anywhere  in  the  world.  The  latter  is 
destabilizing  and  deflationary — it  holds  the 
real  economy  hostage  to  the  whims  of  finan- 
cial speculation,  which  is  vulnerable  to  herd 
instincts,  manias,  and  panics.  In  ordinaiy  com- 
merce, pi-ices  adjust  and  mar-kets  equilibrate. 
In  global  money  markets,  eiTatic  and  damag- 
ing overshooting  is  the  norm. 

Exhibit  A  is,  of  course,  the  Asian  crisis. 
The  Asian  collapse  is  widely  blamed  on  stnic- 
tural  problems — too  much  state  interference 
in  economies,  "crony  capitalism,"  and  thinly 
capitalized  banks.  But  that  system,  while  in 
need  of  overhaul,  did  produce  exceptional 
gi'owth  for  two  decades.  The  more  important 
cause  of  the  Asian  crisis  is  the  sudden  expo- 
sure of  these  nations  to  the  speculative  wMms 
of  unregulated  fuiancial  capital.  It  is  impossi- 
ble to  i-un  an  efficient  economy  when  your 
currency  swings  by  100%  in  just  a  few 
months. 

EASY  TARGETS.  The  fundamentals  of  most 
Asian  economies  remain  enviable — high  sav- 
ings rates,  well-educated  and  disciplined  work- 
forces, high  rates  of  productivity  growth. 
However,  when  these  economies  became  tar- 
gets for  global  financial  speculation,  they  were 
abinptly  exposed  to  forces  beyond  their  con- 
trol. Hot  money  poured  in,  seeking  supernor- 
mal retiu'ns.  When  the  hot  money  resulted  in 
overbuilding  followed  by  falling  expectations, 
the  money  poured  out  just  as  cjuickly.  To  i-e- 
assure  the  same  global  speculative  capital, 
these  nations,  encouraged  by  the  Interna- 
tional Monetary  Fund,  resorted  to  tight  mon- 
ey and  deep  economic  contraction.  The  kow- 
towing to  skittish  financial  markets  has  led  to 
generalized  deflation. 

In  popular  memoiy,  John  Maynard  Keynes 
is  (wrongly)  associated  with  simple  deficit 
spending.  But  at  the  heart  of  the  Keynesian 
insight  about  the  failure  of  mai'kets  to  self- 
regulate  is  the  disjuncture  between  the  real 
economy  of  long  time  horizons  with  fixed 
obligations  and  the  short-term,  often  irra- 
tional character  of  financial  markets. 

The  Bretton  Woods  system  was  an  attempt 
to  square  this  circle.  Bretton  Woods  mairied 
free  commerce  in  goods  to  regulated  com- 


merce in  money.  It  created  fixed  ex 
rates  and  controls  on  private  capital 
ments — precisely  so  that  free  trade  ii 
could  coexist  with  high  gi'owth  and  f 
ployment.  Financial  speculators  had  no 
the  Bretton  Woods  system,  so  there 
systemic  bias  in  favor  of  slow  gi-owth 

Bretton  Woods  collapsed,  however, 
it  was  never  anchored  by  the  global 
system  envisioned  by  Keynes.  Rather 
temporarily  anchored  by  the  U.  S.  doll 
when  the  need  to  finance  expanding 
commerce  collided  with  the  need  to  n 
domestic  price  stability,  dollar  hegem( 
came  too  gi'eat  a  stretch.  The  U.  S.  sa 
fixed  exchange  rates,  finally  ending  th 
ton  Woods  system  in  1973.  It  is  more 
coincidence  that  1973  also  began  the 
slower  gi'owth. 
SAFETY  NET.  With  the  collapse  of  I 
Woods,  a  new  generation  of  free-marl 
damentalists  insisted  that  money  w 
another  commodity  with  prices  set  t 
kets  like  the  price  of  ordinary  goo( 
change  rates  should  float;  all  capital  r 
should  be  totally  permeable.  Recent 
however,  have  proven  this  view  trs 
wi'ong. 

If  we  ai-e  not  cai-eful,  the  world  will 
deflationary  spiral  not  unlike  the  Gri 
pression,  triggei-ed  by  events  in  As 
American  architects  of  Asian  rescue  c 
cide  whether  they  tmst  speculative  ro 
to  goveni  flows  of  currency  and  capil 
the  one  hand,  the  Clinton  Ti-easury  bac 
IMF  view — liberalize  capital  markets,  tt 
ernment  out  of  the  way,  reassure  in 
On  the  other  hand,  Ti-easury  Se 
Robert  Rubin  talks  of  the  need  for  A 
cial  safety  nets;  he  encourages  Toky 
out  its  banks  and  urges  the  Chinese 
pegged  exchange  rates — none  of  whii 
cies  exactly  reflect  deference  to  mai'kefo 
The  policy  muddle  reflects  an  intt 
muddle. 

Ad  hoc  damage  control  coupled  w  i 
defeating  austerity  is  the  wi-ong  a]  • 
Better  to  act  systemically,  with  a  "Til 
on  short-term  cun-ency  transactions, 
as  a  more  managed  system  of  capit 
and  exchange  rates.  It  remains  to  ' 
whether  today's  statesmen  can  ris< 
occasion  or  whether  they  are  still  pro 
as  Keynes  once  put  it,  of  the  ideas^t 
funct  economists. 
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Now  There  s  A  Faster  Way  To  Turn  Business  Into 
Pleasure  At  Over  400  Hiltons  Worldwide. 


^rn  Double  Miles  With  The  American  Express  drd. 


bers  of  Hilton  HHonors®,  our  award-winning  guest  reward  program,  can  earn  both  points  and  miles  with  ever/ 
less-rate  stay.  And  now  you  can  get  twice  as  many  miles  just  by  charging  your  Double  Dip'  stays*  with  an 
rican  Express  Card.  You  can  earn  double  miles  with  any  one  of  15  participating  airline  program  partners.  Before  you 
/  it,  you'll  be  trading  your  calculator  for  a  bottle  of  tanning  lotion.  But  huny,  this  offer  won't  be  around  for  long.  For 


louble  Dip,  you  must  be  an  HHonors  member  and  request  HHonors  points  and  airline  miles  at  check-in  for  your  business-rate  stays. 
iilton.com  for  a  list  of  participating  airlines  or  call  1-800-552-0852  and  select  the  FaxBack  option.  Offer  valid  for  qualifying  stays  from 
8  to  9/7/98.  Valid  only  on  Double  Dip  stays  charged  with  an  American  Express  Card.  If  you're  not  already  a  Cardmember,  call 
■THE-CARD  or  visit  www.americanexpress.com  to  apply.  Normal  rules  for  earning  HHonors  points  and  airline  miles  apply.  Refer  to  your  HHonors 
'Crship  materials  and  airline  program  m.embership  materials  for  rate  and  other  restrictions.  HHonors  membership,  earning  and  redemption 
ints  are  subject  to  HHonors  Terms  and  Conditions.  The  Hilton  name  and  logo  are  trademarks  owned  by  Hilton.  ©1998  Hilton  Hotels. 


nake  reservations  and  enroll  in  HHonors  online  at  www.hilton.com  or  by  calling  1-800 -HILTONS. 


reservations  at  any  of  over  400  Hiltons  worldwide,  call  your  professional  travel  agent.  You  can 
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The  AMD-K6-2  Processor 
with  3DNow!  Technology 


resenting  the 


Sales  presentations  that  jump  off  thie  screen,  3D  charts 
that  inspire.  QuickTime™  movies  that  make  the  computer 
screen  feel  like  the  big  screen.  You've  always  seen  it  in 
your  head.  Now  see  it  on  your  PC  with  the  AMD-K6  -2 
Processor  with  3DNow!.™  You  get  sharp  3D  imaging, 
smooth  video  playback  and  incredibly  fast  multimedia 
from  the  Internet,  DVD  or  CD  ROMs.  Even  sound  is 
more  lifelike.  It  makes  Windows  applications  like  word 
processing,  spreadsheets  and  desktop  publishing  run 
at  lightning  speed.  What's  more,  our  new  3DNow! 
technology  lets  you  see  3D  applications  like  LiveArt  '98, 
DVDExpress,  and  Baseball  3D  the  way  they  were  meant 
to  be  seen.  The  fact  is,  the  AMD-K6-2  Processor  with 
3DNow!  outperforms  Pentium  II.*  More  importantly  it  adds 
a  new  dimension  to  your  work  environment.  The  third. 
Get  more  information.  Visit  us  at  www.amd.com/business. 

AMDH 

www.amd.com 


Economic  Trends 


BY  GENE  KORETZ 

WHOSE  ECONOMY 
WILL  PROSPER? 

How  America's  50  states  stack  up 

The  U.  S.  expansion  is  in  its  eighth 
year,  and  state  treasuries  are 
bulging.  But  that  doesn't  mean  all  50 
state  economies  are  faring  equally 
well — or  \\t11  prosper  in  the  yeai-s  ahead. 

A  good  guide  to  who  is  ahead  of  the 
game  is  an  annual  development  report 
card  issued  by  the  Coiporation  for  En- 
terprise Development  (cfed),  a  non- 
profit gi'oup  in  Washington.  To  rate  the 
states,  the  cfed  created  three  indexes: 
economic  performance,  which  includes 
employment  and  income  gi'owth,  job 
quahty,  and  poverty  rates;  business  \i- 
tality,  which  reflects  competitiveness 
and  startup  acti\ity:  and  development 
capacity,  which  weighs  human,  techno- 
logical, financial,  and  physical  resources. 

STATES  THAT  SHINE 
IN  ECONOMIC  DEVELOPMENT 

1998  DEVELOPMENT  REPORT  CARD* 


ECONOMIC 
PERFORhUKCE 

BUSINESS 

vnAimr 

DEVELOPMENT 
CAPACITY 

COLORADO 

A 

A 

A 

WASHINGTON 

A 

A 

A 

DELAWARE 

B 

A 

A 

MASSACHUSEHS 

B 

A 

A 

MINNESOTA 

A 

B 

A 

UTAH 

A 

B 

A 

OREGON 

B 

B 

B 

GEORGIA 

A 

A 

c 

NEW  HAMPSHIRE 

A 

A 

C 

PENNSYLVANIA 

C 

A 

A 

*A=Excellent  B=Superior  C=Average 
DATA;  CORPORATION  FOR  ENTERPRISE  DEVELOPMENT 

In  the  cfed's  1998  tally,  only  Col- 
orado and  Washington  earned  As  in  all 
tlii'ee  ai'eas.  Delaware,  Massachusetts, 
IVIinnesota,  Oregon,  and  Utah  did  almost 
as  well,  earning  only  As  and  Bs,  and 
seven  more  states  had  just  one  C  along 
with  two  As  or  Bs.  At  the  other  end  of 
the  scale,  only  West  Vii"ginia  got  all  Fs. 

On  a  regional  basis,  the  industrial 
Midwest  led  the  pack,  ^\ith  strong  eco- 
nomic perfomiance  and  development  ca- 
pacity. The  Mountain  States  shpped 
back  a  bit  while  continuing  to  display 
considerable  entrepreneurial  activity. 
And  the  Pacific  region  was  booming  in 
the  Northwest,  but  not  elsewhere. 

Meanwhile,  the  Plains  States  were 
mostly  average,  though  they  had  good 
emplo^Tuent  gains.  And  the  Northeast 


did  only  moderately  well  in  economic 
perfoiTnance  while  eaiTiing  high  mai'ks 
for  human  and  technologj*  resoui'ces. 

Although  the  South  as  a  whole  ti-ailed 
other  regions,  a  number  of  Southern 
states  boast  superior  emplo\Tnent  con- 
ditions. And  tlu-ee — Georgia,  North  Cai-- 
olina,  and  \'irginia — earned  As  or  Bs 
on  two  of  the  tlu'ee  cfed  indexes. 

Indeed,  the  South  may  be  leading  the 
nation  in  one  key  ai'ea.  WTiile  the  cfed 
study  indicates  that  income  inequality 
has  been  increasing  in  two-thiixls  of  the 
states  in  recent  yeai"s,  it  also  notes  that 
inequality  has  decreased  significantly  in 
five  of  the  12  Southern  states. 


JOHN  BULL  IS  NO 
UNCLE  SAM 

Britain's  job  picture  isn't  as  rosy 

Because  Britain's  unemplojTnent  rate 
is  closer  to  that  of  the  U.  S.  than  to 
European  rates,  many  experts  claim 
that  its  economy  is  taking  on  the  dy- 
namism of  its  fonner  colony's.  Econo- 
mist David  Mackie  of  Morgan  Guai-anty 
Ti-ust  Co.  (JPM)  argues,  however,  that 
the  compaiison  is  overdone. 

A  more  pertinent  yardstick,  he  says, 
is  emplo\Tnent  gi'outh,  and  in  this  area 
it  tiuTis  out  that  Britain's  job  gains  look 
fai"  more  hke  Europe's  than  America's. 
Since  1985,  for  example,  while  employ- 
ment rolls  have  risen  by  about  29%  in 
the  U.  S.,  they  have  increased  by  only 
I09c  and  17c  in  Britain  and  the  Euro 
areas,  respectively. 

As  it  turns  out.  the  gap  between 
Britain's  and  Europe's  unemployment 
rates  reallv  reflects  i^^^^^^™ 
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UNEMPLOYMENT 
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differences  in  the 
gi'owth  of  theii"  la- 
bor forces.  While 
Europe's  labor 
force  has  grown 
by  7.9%  since  1985 
(and  America's  by 
19%),  Britain's  is 
up  by  only  1.7% — 
allowing  it  to  re- 
duce its  unemploy- 
ment rate  with 
relatively  modest 
job  gi'owth. 

Still,  observes 
Mackie,  Britain  is 
now  closer  to  the 
U.  S.  and  far  ahead  of  Eui'ope  in  one 
key  respect:  Some  71%  of  its  working- 
age  population  has  jobs,  compai'ed  with 
75%  in  the  U.  S.  and  only  slightly  more 
than  58%  in  the  Euro  ai'ea. 
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THE  GAMES 
TAXPAYERS  PLA^ 

How  some  react  to  an  audit  thi^ 

CI  ometimes  economic  analvsis  tuii 


O  unexpected  and  provocative  re 
That's  the  case  with  a  new  Na' 
Bui'eau  of  Economic  Research  stuc 
Marsha  Blumenthal.  Charles  Chri 
and  .Joel  Slentrod  deaUng  with  a  r 
experiment  designed  to  throw  hg 
tax  evasion  by  taxpayers. 

In  the  experiment,  the  state  of 
nesota  sent  letters  to  some  1,700 1 
nesotans  in  eaiiy  1995  infoiTning  b 
that  theii-  1994  state  and  federal  iii 
tax  returns  would  be  "closely  e 
ined"  by  state  authorities.  Aite 
gi'oup's  returns  were  filed,  they 
compared  to  their  1993  retmTis  a 
the  1993  and  1994  retm-ns  of  a 
trol"  group  of  similar  taxpayers  i 
received  no  such  notice)  to  see  il 
warnings  caused  the  letter  receive 
report  more  income.  ' 

As  expected,  the  researchers  1: 
that  most  taxpayers  who  receive-' 
ter  did  report  more  income  in  i; 
ative  to  the  control  group.  For  Iowa 
middle-income  taxpayers,  the  differ 
boosted  their  total  taxes  by  an  av  a 
2% — although  for  middle-income  1( 
who  listed  business  or  faiTn  incom  i 
ported  tax  habilities  rose  by  12%.  , 

WTiat  was  totally  unexpected  w;  t 
effect  of  the  letter  on  taxpayei-s  wi  ■ 
comes  over  .SIOO.OOO.  Tliis  gi'oup  acs 
reduced  their  reported  incomes  re  a 
to  then*  peel's  in  the  control  gi'ou]>b 
tmg  theii"  taxes  by  at  least  17% 
some  cases  by  as  much  as  35%c. 

Why  would  high-income  filers  i 
significantly  less  taxable  income 
receiving  an  audit  warning?  One  |ls 
bility  is  that  they  and  then-  tax  a(' 
took  more  care  in  preparing  r 
and  thereby  found  legitimate  ^^ 
reducing  their  tax  bills.  Given  * 
phistication  of  affluent  taxpayers, 
ever,  it's  questionable  whether  the 
been  overlooking  such  large  ta.xil 
ings  in  the  fii'st  place. 

A  more  likely  scenario,  specul; 
authors,  is  that  taxjjayers  and  tl' 
\isei"s  decided  to  take  a  more  agj: 
stance — creating,  in  the  proces.- 
potential  tax  liability  as  a  negi 
gambit.  In  this  \iew,  the  threat 
audit  inspired  many  filei-s  to  take 
questionable  "extra"  deductions 
hope  that  finding  them  would  : 
government  auditors — and  thu.- 
off  more  intense  and  protracted  si 
of  theii"  returns. 
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LOT  TWISTS 

^  THE  SECOND  HALF? 

/entory  growth  and  foreign  trade  could  send  the  script  in  new  directions 


us.  ECONOMY 


MNTORY  GROWTH 
S  SLOWED  SHARPLY 


SNUFACTURERS, 
WHOLESALERS. 
m  RETAILERS 


Like  network  reruns,  the  lat- 
est data  seem  to  repeat  what 
re  ah'eady  seen.  Consumers  continue  to  whip  furi- 
y  around  the  shopping  malls.  Producers  are  slowing 
)ut  in  response  to  the  Asian  crisis,  and  the  inflation 
ibers  look  tame.  But  don't  let  the  recurring  trends 
!  you.  Like  season-ending  cliffhangers,  the  economy's 
brmance  in  the  second  quarter  could  open  the  way 
plot  twists  this  fall. 

learly,  the  economy  slowed  last  quarter,  perhaps 
npitously,  given  the  falloff  in  inventory  gains 
rt).  But  the  data  over  the  next  few  months  will  be 
daLin  showing  whether  growth  is  shifting  into  a 
'^r  gear  or  just  taking  a  breather.  The  implications 
inflation.  Federal  Reserve  poHcy,  and  Wall  Street 
be  especially  consequential. 

The  Fed  is  already  increas- 
ingly nervous  as  it  waits  for 
the  economy  to  slow.  Despite 
the  tame  June  data  on  con- 
sumer and  producer  prices,  in- 
flation clearly  has  stopped 
falling  and,  in  fact,  picked  up  a 
bit  in  the  first  half  of  1998, 
compared  with  its  1997  pace. 
A  slowdown  in  the  economy 
for  the  rest  of  the  year  will 
be  needed  to  assure  both 
;ymakers  and  investors  that  any  inflation  pickup  will 
'  small.  Stock  and  bond  investors  are  betting  that 
Ltion  and  interest  rates  will  stay  comfortably  low. 
the  odds  are  rising  on  that  wager:  At  the  Fed's 
r  meeting,  two  formal  dissents  were  cast  against 
ing  policy  unchanged  (page  76). 
s  if  the  Asian  crisis  were  not  enough  to  alter  the 
lomy's  landscape,  the  strike  at  General  Motors 
p.  will  make  it  even  harder  to  make  sense  of  the 
I  in  coming  months.  The  work  stoppage  has  al- 
ly hit  June  output  and  employment,  and  now  that  it 
dragged  on  into  July,  this  month's  indicators  of 
vity  will  get  hammered  even  harder,  as  the  impact 
3ads  out  to  secondary  industries. 

i  KEY  AREAS  TO  WATCH  will  be  consumers,  for- 
1  trade,  and  inventories.  First,  though  retail  sales 
/ed  in  June,  consumer  spending  stayed  surprisingly 
ing  last  quarter,  and  any  overall  slowdown  will  not 
unless  consumers  participate.  Second,  the  Asian  im- 
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pact  on  trade  has  been  somewhat  larger  than  general- 
ly expected,  but  its  drag  on  U.  S.  growth  is  likely  to 
lessen  in  the  second  half.  And  third,  slower  inventory 
growth,  after  a  huge  flrst-quarter  buildup,  took  a  big 
bite  out  of  second-quarter  groulh,  but  the  impact  of  in- 
ventories on  growth  in  the  second  half  is  still  iffy. 

The  combination  of  strong  demand  and  slower  output 
growth  last  quarter  appears  to  have  cut  inventory 
growth  substantially.  Business  inventories  in  May  fell 
0.1%,  after  a  0.1%  increase  in  April.  In  the  first  quarter, 
stockpiles  rose  an  average  of  0.5%  per  month. 

Looking  ahead,  inventory 
levels  are  not  out  of  Une  with 
sales,  given  that  the  ratio  of 
stock  levels  to  sales  held  at 
1.38  in  May,  close  to  the  aver- 
age for  the  past  year.  Howev- 
er, the  April  and  May  data 
suggest  that  any  necessary  ad- 
justment of  inventory  levels 
is  occurring  very  rapidly. 
While  that  sharp  slowing  in 
stocks  undoubtedly  subtract- 
ed a  big  chunk  fi*om  second-quarter  economic  growth,  it 
also  means  that  less  adjustment  will  be  necessary  in  the 
second  half,  especially  if  demand  remains  strong. 

IN  FACT,  ONE  OF  THE  BIGGEST  surprises  in  the  sec 
ond  quarter  was  the  resilience  of  consumers.  While 
retail  sales  rose  a  scant  0.1%  in  June,  May  purchases 
were  revised  up  to  show  a  1.2%  jump,  instead  of  the 
0.9%  gain  originally  reported.  April  buying  rose  0.7%. 
Retail  sales  grew  at  an  annual  rate  of  8%  last  quarter, 
about  the  same  as  the  8.3%  increase  in  the  first  quarter, 
and  even  after  adjusting  for  inflation,  sales  did  not 
slow  very  much  (chart). 

In  fact,  based  on  key  retail  groupings  used  by  the 
Commerce  Dept.  in  calculating  real  consumer  outlays 
for  the  gross  domestic  product  report,  along  with  the 
quarter's  surge  in  car  sales  and  service  purchases 
through  May,  real  household  spending  appears  to  have 
risen  at  an  annual  rate  of  5%  or  more  last  quarter.  That 
advance  would  follow  the  first  quarter's  6%  surge. 
First-half  outlays  may  well  show  the  strongest  two- 
quarter  gain  in  more  than  a  decade. 

A  dropoff  in  consumer  spending  in  the  third  quarter 
seems  almost  inevitable — though  that's  what  most  an- 
alysts said  after  the  first-quarter  spurt.  This  time. 
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however,  the  culprit  will  be  car  sales.  Generous  incen- 
tive programs  in  May  and  June  lifted  sales  to  levels  'Uot 
seen  since  the  late  1980s.  The  quarterly  increase  was 
the  largest  in  five  years.  The  June  30  expiration  of 
those  deals,  along  with  an  expected  shortage  of  gm 
cars,  will  hit  sales  hard  this  summer,  acting  as  a  big 
drag  on  overall  consumer  spending  even  if  consumers 
continue  to  buy  plenty  of  other  stuff. 

THE  LATEST  DATA  may  show  that  consumers  are 
keen  on  shopping,  but  they  generally  remain  bargain 
hunters,  as  the  success  of  the  May  and  June  auto  in- 
centives makes  clear.  But  some  producers  have  been 
able  to  slip  thi'ough  price  increases,  especially  for  ser- 
vices and  even  for  some  goods  that  face  little  foreign 
competition.  Those  increases  suggest  that  while  inflation 
will  stay  low  this  year,  the  best  news  on  the  price 
fi'ont  is  past  (chart). 

Overall  consumer  prices  rose  0.1%  in  June,  after  a 
0.3%  increase  in  May.  Core  prices,  which  exclude  the 
volatile  food  and  energy  components,  increased  0.1%  af- 
ter a  0.2%  gain  in  May.  But  so  far  this  year,  core 
prices  have  advanced  at  a  2.5%  annual  rate,  up  from 
the  2%  pace  in  the  last  half  of  1997. 

The  source  of  that  acceleration  is  surprising.  Core 
service  prices  are  rising  at  a  3.1%  annual  rate  in  1998, 
vs.  2.9%  in  the  latter  half  of  1997,  but  core  goods 
prices  are  up  1%  so  far  this  year,  compared  with  just  a 


HAS  INFLATION 
STOPPED  FALLING 


0.1%  gain  in  the  previous  six  months.  Tobacco  prod 
medical  commodities,  and  used  cars  and  trucks 
contributed  greatly  to  the  acceleration  in  goods  pr 

That  small  uptrend  echoes  a  similarly  gentle  rii 
producer  prices.  Core  prices  of  finished  goods 
risen  0.2%  in  each  of  the  past  three  months,  and 
have  grown  at  a  1.4%  annual  rate  so  far  this 
compared  with  just  0.1%  over  the  previous  six  mo: 
As  in  consumer  prices,  tobacco  and  drugs  have 
the  price  increases  at  the  producer  level 

For  the  rest  of  the  year,  at 
least,  import  prices  should 
provide  some  relief  to  the  re- 
cent uptick  in  goods  inflation. 
Nonoil  import  prices  fell  0.3% 
in  June  and  are  down  3.6% 
from  a  year  ago.  The  dollar's 
continued  strength  means  the 
prices  of  foreign-made  goods 
could  fall  further  through  the 
rest  of  1998. 

But  unless  a  cooler  pace  of 
domestic  demand  slows  the  overall  economy,  h 
grown  price  pressures  will  overcome  foreign-genei 
inflation  benefits.  If  so,  discord  among  Fed  pc 
makers  will  spread  beyond  just  two  dissenters, 
that's  one  plot  twist  in  the  second  half  that 
Street  would  not  welcome. 
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FRANCE 


PARIS  IS  BREATHIIVG  EASIER 


Fueled  by  slow  but  steady  im- 
provement in  its  job  market, 
France  is  leading  euro-area 
growth.  A  domestic-led  recovery 
is  taking  root,  more  than  offset- 
ting the  Asian  drag  on  exports. 

While  France  still 
has  key  structural 
problems,  especially  in 
its  labor  markets,  the 
outlook  for  this  year 
and  next  is  quite  good. 
Economists  generally 
agree  with  the  govern- 
ment's projection  of 
3%  growth  in  1998,  up 
from  2.3%  in  1997,  and 
the  fastest  since  1989. 

Consumers  are  leading  the  way, 
stoked  by  income  gains  and  the 
highest  confidence  in  three  years 
(chart).  In  June,  more  consumers 
thought  it  was  a  good  time  to 
buy,  more  saw  their  financial  situ- 


THE  MOST  OPTIMISM 
IN  THREE  YEARS 
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ations  improving,  and  job  worries 
eased  further.  Joblessness,  which 
hit  a  postwar  high  of  12.6%  last 
year,  is  down  to  11.9%  in  May, 
and  it  will  go  lower.  France  is  ex- 
pected to  create  300,000  jobs  in 
1998.  With  inflation 
projected  to  stay  at  a 
low  1%',  those  job 
gains  are  boosting 
buying  power. 

Recent  reports  sug- 
gest that  second-quar- 
ter consumer  spend- 
ing rose  even  faster 
than  in  the  first  quar- 
ter. Retail  sales  are 
strong,  helped  by  the 
World  Cup,  and  car  sales  are  up 
10%  in  the  first  half.  Also,  with 
builders'  confidence  the  highest  in 
six  years,  new  constinction  is  lift- 
ing demand  for  building  materials 
and  home-related  goods. 


A  capital-spending  recovery 
also  under  way  and  it  will  gainl 
speed,  fueled  by  higher  profits,] 
low  interest  rates,  rising  capacf 
use,  and  the  need  to  modernize^ 
Business  investment  in  the  firs 
quarter  posted  the  strongest 
in  two  years.  The  latest  busine 
confidence  survey  shows  that 
more  companies  expect  to  lift 
put  than  at  any  time  since  198J 
Also,  prospects  that  faster  groi 
will  lift  profits  but  not  inflation 
have  pushed  the  CAC  40-stock 
dex  up  44%  this  year. 

While  April's  trade  deficit  w 
Asia — excluding  Japan — v/as  tl 
highest  in  seven  years,  France 
sends  only  10%  of  its  exports  1 
Asia,  while  60%  go  to  Europe 
the  U.  S.  Continued  strength  ii 
those  markets,  plus  new  vibrar 
in  domestic  demand,  means  sol 
gi'owth  in  coming  quarters. 
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OF  THE  TOP  100  BANKS  WORLDWIDE  INVEST  IN  OUR 
HNOLOGY.  WHERE  ARE  YOU  PUTTING  YOUR  MONEY? 


Sybase  has  the  information 
technology  you  need  to  bring 
together  different  information 
systems  and  computing  platforms 
into  one  powerful  solution. 
So  everyone  in  the  organization 
has  the  information  they  need, 
when  and  where  they  need  it. 

Our  technology  is  used  at: 

•  70%  of  the  world's  top  banks 

•  Stock  markets  from  Tokyo 
to  New  York 

•  19  of  the  top  25  US  Life/ 
Health  Insurers 

We're  helping  them  develop 
applications  for  things  such  as: 

•  Sales  Force  Automation 

•  Global  Risk  Management 

•  Electronic  Commerce/Internet 

For  more  information  about  how 
we  could  put  together  a  solution  for 
your  business,  visit  www.sybase.com 
or  call  1-800-8-SYBASE  (Ref.  CPBU2). 


i  Sybase 
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GM:  IT'S  TIME  T 


COMMENTARY  By  Kathleen  Kerwin 

SLx  years  ago,  directors  of  General  Motors  Coip.  staged 
a  revolution.  They  kicked  out  the  chaii'man-chief  ex- 
ecutive and  split  the  job.  They  forced  the  new  team  to 
come  to  giips  with  the  auto  giant's  financial  pi-ob- 
lems — auto  losses  approaching  $10  billion  a  yeai*  and  a 
balance  sheet  with  $24  billion  in  luifunded  pension  liabilities.  In 
the  process,  the  gm  board,  populated  with  blue-chip  out- 
siders from  some  of  America's 
most  respected  companies,  be- 
came the  model  of  good  corpo- 
rate governance. 

Now,  that  reputation  is  in 
jeopardy.  All  the  achievements 
of  the  GM  directors — and  the 
management  they  employ — are 
being  overshadowed  by  their 
glaring  failure  to  address  ade- 
quately the  most  fundamental 
problem  of  all:  gm  still  doesn't 
design  vehicles  the  jjublic  wants, 
build  them  efficiently,  or  mar- 
ket them  effectively.  Until  gm's  leaders  can  do  that,  no  other 
measures — including  their  bitter  showdown  with  organized  la- 
bor— will  do  much  to  reverse  its  alarming  slide. 
HAUTEUR.  The  company's  second-quartei"  results,  released  on 
July  14,  are  just  the  latest  j^roof  of  how  bad  the  fundamentals 
are.  Even  excluding  the  impact  of  current  strikes,  operating 
income  slid  24%  in  the  three  months,  as  rivals  Chrysler 
Coi-ji-'s  opei-ating  profits  rose  9%  and  Ford  Motor  Co.  posted 
a  7%  gain,  gm's  core  North  American  auto  operations  had  a 
2.7%  net  margin — about  half  of  the  5%-  goal  that  ChaiiTnan 
John  F.  Smith  Jr.  set  five  years  ago  and  below  Ford's  7.3%-  or 
Chrysler's  5.2%-.  The  unit's  net  income — again,  leaving  out 


Management  is  stuck  in 
a  time  warp.  If  Smith  and 
his  team  duck  again, 
GM's  directors  ought  to 
consider  another  coup 


strike  losses — dropped  18%  in  the  quarter  from  the  yeaiva 
Uer  period  because  of  rising  incentives  and  declining  whote 
volume. 

And,  despite  yeai's  of  promises  to  improve  productivit'tl 
latest  number's  show  gm  stiU  far  behind.  It  takes  46.5  hoi 
labor  to  produce  a  gm  vehicle,  according  to  a  July  15  r 
by  consultants  Harbour  &  Associates — com.pared  with 
hours  at  productivity  leader  Nissan  and  34.7  at  Ford, 
Scary  as  these  numbers  are,  things  could  get  woi  se 
member,  this  is  how  gm  is 
when  the  auto  market  is  : 
as  good  as  it  gets.  The  eeo  : 
is  strong,  interest  rates  ai-<o' 
and  consumers  are  snappii  i 
vehicles  at  the  fastest  rat(in 
decade.  When  the  U.  S.  ecom 
slows,  gm's  mediocre  p(fo 
mance  could  turn  into  a  de  ■ 
So,  what's  wrong  with, 
management?  Despite  all  it 
progi'ess  in  the  past  few  ;ar 
the  top  brass — and  the  tt- 
thousands  of  apparatchik.^ 
ch'one  away  in  gm  offices — ai-e  stuck  in  a  time  waip.  The : 
approach  the  market  with  the  hautem*  and  complacency  a. 
gargantuan  bureaucracy — that  the  company  developl  i 
inid-centmy,  when  it  was  the  most  dynamic  industrial  epii 
in  the  world. 

Today,  gm's  approach  is  as  dated  as  the  portholes  on| 
Roadmaster.  Ford,  Cliiysler,  and  other  rivals  long  ago  nv 
on,  cutting  costs,  streamlining  distribution,  raising  efScienc  a 
cranking  out  innovative  models  in  record  time.  They  hav  1? 
GM  beliind — and  in  key  areas  it  continues  to  slip:  producvii 
mai"ket-share  gi-owth,  product  development  times,  oveie; 
expenses,  and  revenue  per  vehicle  sold  (chart,  page  28).j 
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\CE  THE  FUTURE 


•ecent  months,  competitors  have  upped  the  ante.  Ford, 
V  leaner  and  more  efficient  than  gm,  has  slashed  costs  by 
illion  so  far  this  year,  on  top  of  1997's  $3  billion  in  cuts, 
ly  14,  news  leaked  that  Ford  will  offer  buyouts  to  trim 
f  its  53,000  salaried  workers  this  summer.  In  six  years, 
s  only  managed  to  trim  18%  of  its  white  collai'  staff- 
is  still  substantially  larger  than  Ford's.  Smith's  team — 
aged  by  Motown  critics  as  four  bean-counters  and  a 
!• — continue  to  do  what  they  do  best:  fine-tune  the  bal- 
heet  and  reshufile  the  deck  chaii-s  on  a  dated  org  chait. 

TO  THE  FIFTIES."  Even  gm's  hai'dline  labor  stance — and 
lion's  militant  response — is  a  throwback.  Six  weeks 
le  latest  crippling  strike,  the  sides  are  gi-owing  fuither 

After  negotiations  broke  down  on  July  12,  gm  sued, 
iging  the  union's  right  to  strike.  The  UAW  returned 
ith  threats  to  strike  the  Saturn  plant  at  Spring  Hill, 

supposedly  the  model  of  management-labor  hannony. 
;ls  Cornell  University  labor  professor  Harry  Katz: 
've  gone  back  to  the  Fifties." 

nittedly  gm's  brass  inherited  a  nightmare,  but  even 
.'oncede  they  must  do  better.  "We're  not  where  we 
0  be,"  says  Chief  Financial  Officer  J.  Michael  Losh.  "We 
,0  move  faster" 

ed  will  help.  But  it's  most  important  to  head  in  the 


right  direction,  gm  execs  are  still  in  deep  denial  about  their 
product  and  marketing  strategies.  In  fact,  they  earnestly  in- 
sist their  new  models  are  home  rans. 

That's  just  not  so.  gm's  U.  S.  market  share — near  50% 
three  decades  ago — dropped  to  a  dismal  28.6%  in  Febraaiy. 
Its  spanking-new  midsize  sedans — among  the  vaunted  suc- 
cesses— weren't  selhng  as  well  as  their  lackluster  predeces- 
sors. It  took  the  biggest  rebates  in  Detroit  to  boost  GM  mar- 
ket share  back  above  30%-  this  spring.  And  analysts  say  that 
without  the  rebates,  shai-e  vrill  ch-op  back.  "Tlie  dogs  don't  like 
the  dog  food,"  says  Arthur  D.  Little  Inc.  auto  consultant 
Jolm  Wolkonowicz.  "GM  has  neither  a  golden  gut  (instinct)  nor 
a  way  of  understanding  the  needs  of  ftiture  customers."  A 
perfect  example:  While  consumers  clamored  for  four-door 
piclaips,  such  as  those  produced  by  Dodge  and  Ford,  gm  is  in- 
troducing a  tlu-ee-door. 

Even  GM  cars  that  are  well-conceived  sink  in  the  market 
because  of  the  company's  poor  bi'and  image,  too  much  com- 
peting advertising,  and  botched  manufactuiing  launches.  The 
new  Intrigue  sedan,  for  instance,  is  one  of  the  finest  cars  in 
its  class,  but  it's  doubtftil  that  many  baby  boomers  will  ever 
wander  into  an  Oldsmobile  showroom  to  check  it  out. 

This  is  the  kind  of  challenge  that  the  best  "car  guys"  in 
Detroit  would  have  trouble  with.  But  cars  are  not  Jack 
Smith's  passion.  Unlike  Volkswagen  Chairman  Ferdinand 
Piech,  Chiysler's  just-retu-ed  Vice-Chaimian  Robert  A.  Lutz, 
or  Ford  President  Jacques  A.  Nasser,  Smith  never  got  gi-ease 
under  his  fingernails  as  a  teenager.  He  rose  through  the 
Treasurer's  office  in  New  York,  then  went  to  Canada  and  Eu- 
rope, where  he  executed  new  strategies  effectively,  but  on 
substantially  smaller  operations.  Why  does  it  matter?  An 
executive  can't  possibly  fix  a  problem  until  he  recognizes  it. 

gm's  situation  is  not  unique.  We've  seen  this  sort  of  stead- 
fast avoidance  of  reality  at  other  coiporations — at  McDonald's 
Coi-p.,  another  once-gTeat  mai'keter  that  was  slow  to  recognize 
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''When  are  they  going  to  realize  the 
'  trouble  they're  in?"  asks  one  dealer 


that  consumers  ai'en't  buying  Big  Macs  like  they  used  to,  and 
at  cm's  neighbor  Kmart  Corp.  in  Ti'oy,  Mich.,  which  lost 
touch  with  its  customers  in  the  mid-'90s.  "It's  like  a  guy 
falling  from  the  60th  flooi' — You  ask  him  halfway  down  how 
he's  doing  and  he  says,  'Everything's  fine,' "  says  Martin  J. 
"Hoot"  Mclnemey,  a  subui'ban  Detroit  Cadillac  dealer.  "When 
ai'e  they  going  to  realize  the  trouble  they're  in?  Sooner  or  lat- 
er, it's  got  to  hit  them  in  the  eye." 

CRIPPLING  BAGGAGE,  gm's  gi'owing  determination  to  win  the 
current  stnke  may  be  a  signal  that  the  company  is  ready  to 
act.  But  it  will  take  far  more  than  a  win  in  Flint  and  some 
more  incremental  cuts  to  get  ahead  of  the  problems.  CM  still 
ha.s  factoiy  capacity,  marketing  stmcture,  and  distiibution 
geai'ed  to  owning  35%  or  more  of  the  market — a  share  it  may 
not  ever  see  again.  It  still  has  seven  marketing  divisions 
with  80  car  and  tmck  models.  Likewise,  there  aren't  enough 
sales  to  support  gm's  sprawling  network  of  8,000-plus  dealei-s 

GM  VS.  FORD:  WHO'S  NO.  1? 

GM 


1997  revenues 
1997  profits 

Vehicles  sold  1997  (worldwide) 
Vehicles  sold  1997  (U.S.) 
Market  share  (1st  6  mos.  1998) 
Price-Earnings  ratio 

Jr?^91  ^9^1^.  P?1  y?*]'.^]^  

Pretax  profit  per  vehicle 

i'P. North_Ame_ric_a)  -UM  _$j,5_20   j^ck' Smith  on  down,  there  should  a 


$178  BILLION 
$6.7  BILLION 
8.78  MILLION 
4.73  MILLION 

3L5r„ 

10.7 

46.5 


profitably.  This  excess  baggage  is  crippling,  "cm  can  no  h 
afford  to  keep  all  those  car  lines  cuirent — they  don't  ha\ 
cash  fiow,"  explains  consultant  Wolkonowicz.  "They  fall  ft 
and  ftirther  beliind  because  the  competition  can  chanj^c 
uct  more  cjuickly."  i 
Even  GM  Europe — whose  performance  was  for  yeaijt 
envy  of  auto  makers  ai'ound  the  globe — now  has  stunriblej  ( 
built  factories  in  Asia  and  South  America,  rather  th0  : 
vesting  in  Europe.  In  the  U.S.,  the  company  has  starvqt 
innovative  Saturn  unit,  which  is  now  languishing  for  l£< 
new  models.  The  company's  big  new  bet — in  Chinann 
not  pay  off  for  years,  if  ever. 

Smith  and  the  board  have  little  choice  but  to  launcif 
other  I'evolution  tlu'oughout  the  company,  if  GM  is  to  rert  j 
major  auto  maker  in  the  21st  centuiy.  "GM  still  has  th  t, 
ent,"  says  Richard  A.  D'Aveni,  professor  of  strategic 
agement  at  Dartmouth's  Amos  Tuck  School  of  Busines; 

ministration.  "The  cjuestion  is  wh(!i 
they  have  the  guts."  If  Smith  an^  t 
team  duck  again,  gm's  board  ougl: 
consider  another  coup. 
FRESH  BLOOD?  This  time,  maybe 
tors  should  look  outside  gm  for  a  tald 
leader — the  way  ibm  liii'ed  Louis  V.  Cr 
ner  Jr  (;m's  stultifying  culture  migl 
even  harder  to  crack  than  Big  Blue'sl 
perhaps  only  an  outsider  can  hope  to  ) 
Some  analysts  and  dealers  privately  a'-i 
"This  is  a  company  that  needs  a  vm 

1_L6   new  management  team — again,"  sayn 

Wall  Streeter.  "They've  had  six  good  Tc 
to  do  better"  Chimes  in  a  dealer: 
all  been  thinking  for  some  time  that  k 


FORD 


$154  BILLION 
$6.9  BILLION 
6.94  MILLION 
3.81  MILLION 

24.5% 


34.7 


$18,022 


$19,761 


;.2% 


5.6% 


been  changes  and  there  haven't  beer 
Sadly,  the  top  internal  candidate,  ( 
ChaiiTnan  Hany  -J.  Peai'ce — a  fonnerii 
marck,  N.  D.,  attorney  who  becamt 


Revenue  per  unit  (North  America) 

Selling,  general  &  administrative 
expenses  as  %  of  sales 

Car/truck  mjx  __44%  P§"^'___    company's  general  counsel  13  year 

"Number" of  hourly  workers'*'  '156,525  75^69  ^nd  is  the  closest  thing  there  is  l 

  outsider — has    been  diagnosed 

Unjt  output/wor_ker_  27.3  UNITS  _45.6^yNlTS_   leukemia.  That  clouds  succession  i 

Number  of  assembly  plants  29  20 

Number  of  senior  managers  72  46 


and  hopes  for  radical  change  from  wii 
Change  must  come,  one  way  or  am  i 

o  u  moo  Tin  ^nn/  i^otiTxi  oro/  Insldc  GM,  execuUves  cling  to  the  ll 
&  change  since  1992  UP  47%  DOWN  37%  <-u  f  fu  ■  -n  u  f  o.. 
 °                                                                                                  that  theu-  cai-s  wul  somehow  stage  a  c  < 

Senior  management  productivity: 

Revenue  per  officer  $2.12  BILLION  $2.67  BILLION 

&  change  since  1992  DOWN  22%  UP  91% 


Number  of  models 


56 


27 


back.  "Even  though  we've  done  e\ 
thing  possible  to  neuter  and  nuke 
bi-ands,  we're  stOl  around,"  says  Micha, 
DiGiovanni,  the  company's  head  of  S 
ket  research.  Imagine  what  they  coul 
Mar_ket_  shar_e_  per_  m_o_dd  0.5_6%  _0.93%_   jf  they  started  to  nmtm-e  those  bran. . 

Number  of  marketing  divisions  7  3 

Kerwin  is  Business  Week's  De 
Share  per  division  4.4%  8.4%  u  i  ■  f 

 r__    bureau  chief. 

Number_ of  dealers  _  8^090 _    _A^A^___  _-_  -   

yjl'l^-l^'^-P^L^^^'^L^^j  P  :^§2  761  

'Excludes  parts  workers 

DATA,  GENERAL  MOTORS  CORP  ,  MORGAN  STANLEY  DEAN  WIHER,  WARD'S  AUTOMOm[  REPORTS.  HARBOUR  &  ASSOC 
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:  GLOBAL  ECONOMY 

lUGHER  SAILING 
iROSS  THE  ATLANTIC 

.S.-European  trade  dispute  is  turning  nastier 


rith  Japan  in  recession,  growth 
slowing  in  China,  and  Southeast 
Asia  in  financial  meltdowi,  many 
exporters  have  been  banking  on 
)pe  for  salvation.  Export  gi-owth  to 
Eui'opean  Union  was  up  a  robust 
through  April.  More  than  .$1  tril- 
in  trade  and  investment  already 
es  across  the  Atlantic  each  year, 
e  24%  of  U.  S.  goods  exports  go  to 
)pe — more  than  to  Asia  (23%)  or 
h  America  (9%).  Now,  with  Presi- 
Clinton's  prodding,  the  U.  S.  and 
^'ill  explore  a  "transatlantic  eco- 
,c  paitnership"  for  even  more  trade. 
)  it's  more  than  a  little  troubling  for 
less  leaders  to  ^ee  a  transatlantic 
3  spat  brewing.  Disputes  ai'e  enipt- 
iver  long  festeiing  problems,  such  as 
)pean  restrictions  on  bananas,  beef, 
com,  wMIe  new  feuds  aiise  over  E- 
nerce  and  tax  policy.  Relations  are 
ing  at  a  time  when  the  trade  part- 
need  each  other  more  than  usual, 
these  difficult  problems,"  worries 
ird  Ben-y,  Eui'opean-Anierican  Busi- 
Council  president,  "can  have  the 
ig  effect  on  trade." 
16  latest  flare-up  came  on  July  7, 
1  Sir  Leon  Brittan,  the  eu's  acerbic 
;  negotiator,  delivered  a  list  of  com- 
its  to  Wasliington.  Chief 
ng  them:  U.  S. 
tions  that 
Id  pe- 
e 


eign  corporations  for  investing  in  Iran, 
Iraq,  Libya,  Cuba,  or  Burma.  Angry 
because  Congress  shows  no  signs  of  lift- 
ing the  penalties,  Brittan  even  threat- 
ened to  challenge  a  Massachusetts  law 
forbidding  contracts  with  companies  that 
do  business  with  Bui'ma. 

Brittan  also  filed  a  complaint  with 
the  World  Ti-ade  Organization  over  a 
U.  S.  tax  loophole  that  allows  more  than 
3,000  American  companies  to  escape 
some  income  taxes  on  export  earnings. 
American  officials  shot  back  that  the 
U.  S.  tax  law  was  changed  in  1984  at 
Eiu'ope's  request.  "Tlie  Em-opean  plan  is 
to  demonstrate  muscle-flexing,  no  matter 
how  irrational,"  says  U.  S.  Ti'ade  Rep- 
resentative Charlene  Barshefsky. 

Indeed,  with  anxiety  over  globaliza- 
tion ninning  high  in  Eiu'ope,  Brittan  is 
under  pressui'e  to  bash  Washington.  For 
example,  the  French  have  blocked  U.  S. 
imports  of  genetically  engineered  com  to 
protect  French  farmers.  Animal  rights 
gToups  are  fiu-ious  with  Brittan  over  an 
agi'eement  last  December  relaxing  Eu- 
ropean restrictions  on  furs  from  the 
U.  S.  obtained  by  use  of  leg-hold  traps. 
And  Brittan  and  the  EU  are  still  fuming 


over  two  recent  WTo  mlings  that  Eui'O- 
pean  quotas  on  bananas  from  U.  S.  ex- 
porters and  a  ban  on  U.  S.  hormone- 
treated  beef  imports  are  discriminatory. 
The  Europeans  have  so  far  dragged 
their  feet  on  compliance  with  the  two 
rulings — costing  U.  S.  beef  producers 
more  than  $100  million  a  year,  according 
to  the  National  Cattlemen's  Beef  Assn. 
"The  EU  is  blatantly  stonewalling  the 
WTO,"  says  Kansas  cattleman  Dana 
Hauck,  an  association  official. 
"FEVER  PITCH."  Even  small  disputes 
could  seriously  disrupt  the  world's 
largest  bilateral  trade  relationship. 
Washington  hopes  to  reduce  European 
farm  subsidies — which  underwrite  ex- 
ports of  Eiu'opean  crops — in  trade  talks 
set  for  1999.  But  Eui'ope  sees  U.  S.  fann 
imports  as  a  threat  to  its  picturesque 
countryside  and  its  mom-and-pop  dis- 
tribution system.  "This  has  reached  a 
fever  pitch  in  Europe,  and  the  situa- 
tion is  getting  worse,  not  better,"  warns 
Jeffi'ey  Lang,  a  former  Clinton  Admin- 
istration negotiator  in  charge  of  Euro- 
pean trade  relations.  At  stake  is  nearly 
$9  billion  in  yearly  U.  S.  exports.  More 
problems  loom  with  the  gi'owth  of  E- 
commerce.  The  EU  has  proposed  ban- 
ning electronic  transmission  of  any  in- 
formation about  its  citizens — such  as 
credit-card  numbers,  sales  orders,  and 
credit  reports — unless  countries  provide 
"adequate"  privacy  protections.  That 
could  mean  EU  officials  blocking  sales 
over  the  Internet. 

Eui'ope  and  the  U.  S.  may  choose  not 
to  escalate  further  given  the  stakes. 
But  if  next  year's  trade  talks  are  to 
succeed,  the  two  sides  wUl  have  to  start 
lowering  the  temperature  now. 

By  Paul  Magnusson 
in  Washington 


BANANAS 


The  European  Union 
discriminates  against 
bananas  from  U.S.- 
owned  plantations  in 
Central  and  Latin 
America,  according 
to  the  World  Tr-ade 
Organization. 


BEEF  &  CORN 


The  EU  excludes  U.S. 
beef  amid  fears  of 
growth  hormones  used 
in  U.S.  cattle  produc- 
tion. France  has  also 
blocked  imports  of 
genetically  altered  corn 
from  the  U.S. 


U  S.  SANCTIONS 


Congress  refuses  to 
lift  U.S.  sanctions  on 
countries  that  do 
business  with  Cuba, 
Libya,  and  Iran.  The 
EU  threatens  to  take 
the  U.S.  to  the  WTO 
over  the  matter. 


SUBSIDIES 


The  EU  has  filed  a  WTO 
complaint  against  U.S. 
tax  breaks  for 
exporters,  and  the  U.S. 
has  a  dispute  with 
Europe  over  subsidies 
to  Airbus  and  to  Euro- 
pean farm  products. 
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AGRICULTURE 


!ER  WAVES  OF  GRAI 

thout  price  supports,  farmers  are  looking  at  a  nasty  year 


Farm  sales 


NOVEMBER  1998 
SOYBEAN  FUTURES 


After  35  years,  Elmer  Boucher  is 
quitting.  The  61-year-old  farmer  on 
Mar.  31  auctioned  off  his  machineiy 
and  finished  putting  his  2,000-acre  fann 
in  Rolette,  N.  D.,  into  the  federal  gov- 
ernment's Conservation  Reserve  Pro- 
gram, which  removes  environmentally 
sensitive  cropland  from  production. 
"There's  no  point  continuing,"  says 
Boucher.  "I  wouldn't  have  made  any 
money  this  year." 

Boucher  is  not  alone 
across  the  Northern 
Plains  states  are  on 
the  rise.  In  one  Noith 
Dakota  district  along  7  0 
the  Red  River,  15% 
of  farms  have  been 
sold  since  1996,  says 
State  Agi'iculture 
Commissioner  Roger 
Johnson. 

For  the  past  two 
years,  farmers  have 
enjoyed  boom  times 
along  with  the  rest  of 
America,  giving  them 
some  cushion  against 
bad  times.  But  now  there's  trouble  dovm 
on  the  fann.  Even  as  the  economy  is  ex- 
pected to  rack  up  a  robust  3%  gi-owth 
rate  this  yeai;  the  Agiicultui-e  Dept.  pre- 
dicts that  total  net  fann  income  wiU  di-op 
by  more  than  10%,  to  $45.5  billion. 

That's  assuming  commodity  prices 
don't  fall  fiuther.  They've  been  plunging 
around  the  globe  since  the  beginning  of 
the  Asian  cilsis.  And  with  the  thiitl  conse- 
cutive yeai'  of  strong  U.  S.  har'vests  com- 


mg,  pnces  could  be  luider  moi'e  pressui-e. 

At  the  same  time,  the  fedei-al  price 
supports  that  buffered  American  fanners 
have  disappeared.  It  all  adds  up  to  trou- 
ble for  fanners  in  the  U.  S. — and  in  the 
communities  and  industries  that  depend 
on  the  agiicultiu'al  economy. 

Farmers  weren't  expecting  such  a 
rough  transition  to  mai-ket-price  agiicul- 
ture.  In  April,  1996,  when  Senator 
Richard  G.  Lugar  (R-Ind.)  and  Repre- 
sentative  Patrick   Roberts  (R-Kan.) 


COMMODITY  PRICES  TUMBLE 


DECEMBER  1998  - 
WHEAT  FUTURES 


AUGUST  1998  . 
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pushed  thi'ough  the  Freedom  to  Farai 
Act,  eliminating  price  supports  on  key 
crops,  there  wasn't  a  lot  of  protest  from 
faiTnere.  With  commodity  prices  and  farm 
incomes  liigh,  it  seemed  time  to  get  the 
government  out  of  fanning.  So  the  gov- 
ernment stopped  paying  fanners  to  plant 
certain  cro]3s  or  keep  fiekis  out  of  pro- 
duction as  a  means  of  supporting  prices. 

Now,  vrith  the  prices  of  com,  soybeans, 
and  wheat,  the  three  major  U.  S.  crops. 


down  47%'  on  average  since  the  faj 
Act  was  passed,  freedom  looks  a  Ic ; 
appealing.  Says  Bill  Northey,  a  i( 
president  of  the  National  Corn  Gnvc 
Assn.  who  fanns  740  acres  of  cona 
soybeans  in  Spirit  Lake,  Iowa:  '"tte 
are  the  tough  times." 

With  elections  looming  in  the  faliE 
mocrats  have  seized  on  the  farm  s' 
On  July  14,  Senate  Minority  Li 
Thomas*  A.  Daschle  (D-S.  D.)  aiid  a  \j 
of  Democi-atic  senatore  from  upper  ai 
states  annoiii 
plans   to  fighi 
amendments  t(  t 
Faini  Act.  Theyea 
emergency  assism 
for  hard-hit  reiOi 
And  they  aim 
move  the  cap 
government  mt!> 
ing  loans  and  e.fc 
the  terms  on  lai 
which  still  give  r 
ers  a  flooi'  pric 
their  crops  in  e 
weak  markets. 
Despite  the  p 
ing  plight  of  fanners,  some  expert  a 
leery  of  a  revived  federal  role.  Say.' 
ry  Fi-ancl,  senior  economist  for  the  /■ 
ican  Fann  Biu'eau  Federation,  a  lob 
group  for  faimei-s:  "To  t«st  the  new: 
program,  we  have  to  go  thi'ough  a  : 
cycle  and  have  fanners  react  to  it.' 

If  you  want  a  test,  tliis  is  a  g  

Not  oi'Jy  did  the  Asian  crisis  drag  }\ 
commodity  prices  ai'ound  the  globe  it 
also  depressed  export  markets.  The  sr 
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jcts  that  lower  Asian  demand  will 
total  U.  S.  farni  exports  down  7.4% 
yeai;  to  $56  billion, 
eanwhile,  unusually  good  weather 
;s  much  of  the  coimtiy  may  j^roduce 
per  ci'ops  for  a  glutted  market.  The 
.  expects  com  and  soybean  harvests 
jnd  2.8%  larger  than  last  year's, 
il  harvested  a  record  crop  of  soy- 
s  this  winter.  China,  which  three 
s  ago  was  importing  500  million 
els  of  com,  now  exports  the  stuff, 
could  .still  see  significantly  lower 
•s,"  predicts  Steven  Bnice,  a  com- 
ty  broker  with  ed&f  Mann, 
•ices  of  wheat  futures  have  fallen 
this  yeai',  while  prices  on  soybeans 
5ff  5%..  At  $2.86  a  bushel,  the  De- 
)er  corn  contract  at  the  Chicago 
d  of  Trade  is  selhng  for  less  than 
its  price  in  1995  and  very  close  to  a 
er's  cost  of  production,  says  Northey. 
16  sagging  prices  would  normally 
boon  for  livestock  producers,  who 
grains  and  soybean  meal  to  feed 
•  animals.  But  an  abundance  of 
p  grain  is  leading  to  an  abundance 
leap  livestock — and  the  price  of  live 
;  on  the  Chicago  Mercantile  Ex- 
•ge  has  dropped  32%  in  the  last 
.  "This  helps  us  stay  in  business 
be  a  day  or  two  longer,"  says 
am  B.  Saunders,  puixhasing  dii'ector 
Vlurphy  Family  Farms,  the  largest 
producer  in  the  country. 
GEAR  MAKERS  NEXT?  It  won't  be 
before  famiers'  distress  shows  up  at 
farm  equipment  manufactm'ers.  In- 
n's ah-eady  expect  trouble:  Since  mid- 
;1,  share  prices  of  the  four  major 
pment  producers,  Agco  Coi-p.,  New 
ind  Corp.,  Case  Coi-p.,  and  Deei'e  & 
have  dropped  more  sharply  than 
nodity  prices.  Even  Deere,  which 
ies  only  half  of  its  revenues  fi'om 
I  equipment,  has  seen  its  stock  price 
20%  in  the  past  tlu'ee  months, 
ase  Chief  Financial  Officer  Theodore 
'rench  says  he  isn't  won-ied — so  fai'. 
ire's  a  relationship  between  com- 
ity prices  and  volume  in  oui'  busi- 
,  but  it  hasn't  shown  up  yet,"  he 
.  Still,  falling  prices  of  grains,  along 
oil,  forced  Case  to  postpone  some 
combine  sales  to  former  Soviet  re- 
ics  last  month,  when  financing  fell 
ugh.  And  with  June  industry  inven- 
!s  of  tractors  and  combines  up  14% 
31%,  respectively,  over  last  yeai;  ac- 
ing  to  the  Equipment  Manufactm-- 
Institute,  the  evidence  may  be  right 
ind  the  comer. 

he  situation  is  nowhere  near  as  dire 
he  mid-1980s,  when  high  interest 
s,  inflation,  and  drought  put  a  death- 
on  farmers.  But  America's  fanner's 
d  face  profitless  bounty. 
y  Andrew  Osterlund  in  Chicago,  with 
nis  Blank  in  Orlando,  Fla. 


WHY  COnON  FARMERS 
ARE  IN  A  TANGLE 


Cotton  farmers  ought  to  be  hav- 
ing the  time  of  their  lives.  Cot- 
ton prices  have  moved  up  from 
four-year  lows  earlier  this  year  to  a 
recent  two-year  high,  making  the 
fiber  crop  one  of  the  few  bright 
spots  among  U.  S.  commodities. 
October  cotton  futures  have 
climbed  from  a  low  of  65.6?  a  pound 
in  early  April  to  75.6(2  a  pound  on 
July  15. 

For  the  farmers  who  can  take  ad- 
vantage of  it,  like  those  in  Mississip- 


SCORCHED:  Drought-ravaged  Texas  cotton 


pi  and  Arkansas,  the  price  rise  is  a 
boon.  But  for  most  cotton  fai-mers, 
the  price  windfall  is  a  symptom  of 
their  crop  shortfall.  Thi'ee  months  of 
scorching  heat  and  scant  rain  in 
Texas — weather  that  has  now 
claimed  lives — and  downpours  and 
unusually  cool  temperatures  in  Cali- 
fornia have  stunted  cotton  crops  in 
the  nation's  two  largest  cotton-pro- 
ducing states. 

DELAYED  SEASON.  The  drought  has 
destroyed  a  third  of  the  5.4  million 
acres  of  cotton 
fields  in  Texas  and 
caused  estimated 
producer  losses  of 
$500  million,  says 
Texas  a&m  Univer- 
sity cotton  econo- 
mist Carl  G.  Ander- 
son. Meanwhile, 
heavy  rains  in  Cali- 
fornia have  delayed 
the  Golden  State's 
cotton  season  by 
nearly  two  months. 
As  a  result,  the  in- 


COnON  SHRINKS 
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dustry  is  facing  its  lowest  output 
since  1990.  The  lower  crop  yields  in 
the  two  states  will  help  bring  1998- 
99  U.  S.  cotton  production  down  to 
15  million  bales.  That's  a  decrease  of 
20%  from  last  season,  according  to 
the  Agriculture  Dept. 

Cotton  farmers  can't  count  on  a 
comeback  next  year,  even  if  the 
weather  cooperates:  By  the  time 
they  can  get  another  cotton  crop  in 
the  ground,  prices  are  likely  to  fall. 
"Cotton  prices  have  been  artificially 
pumped  up  by  the  weather 
scare,"  which  caused  the  pro- 
duction shi-inkage,  says 
Michael  Stevens,  a  cotton 
trader  in  Mandeville,  La.,  who 
works  for  Swiss  Financial 
Sei'vices  Inc.  "Everybody  in 
the  industry  has  been  waiting 
for-  a  cor'r'ection." 
"NOTHING  TO  SELL."  Some 
experts  are  eager  for  a  price 
drop.  Prices  need  to  come 
down,  says  Merrill,  Lynch  & 
Co.  analyst  Judith  Ganes,  if 
the  U.  S.  wants  to  maximize 
exports  and  minimize  im- 
ports. Alr-eady,  U.  S.  cotton 
exports  for  1998-99  are  ex- 
pected to  fall  30%,  to  5.2  mil- 
lion bales.  Current  export 
shipments  are  strong  and  imports 
low,  as  merchants  and  mills  take  ad- 
vantage of  feder'al  subsidies  for  U.S. 
cotton.  But  funding  for  those  subsi- 
dies is  dr-ying  up  fast  and  could  be 
gone  by  December  if  cotton  prices 
remain  high. 

That  would  make  the  plight  of  cot- 
ton farmers  worse.  "Imports  are  the 
last  thing  we  need  right  now,"  says 
Buckholts  (Tex.)  cotton  far"mer 
Wilburn  Beckhusen,  whose  1,100 
acres  have  just  been  wiped  out  by 
the  drought.  "It 
doesn't  make  a 
whole  lot  of  differ- 
ence if  cotton  goes 
up  to  a  $1  [a  pound] 
if  you  don't  have 
nothing  to  sell."  For 
Beckhusen  and  most 
other  U.  S.  cotton 
farmers,  a  softer 
cotton  market  can't 
come  too  soon. 

By  Stephanie 
Anderson  Forest 
in  Dallas 
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TELECOMIVIUNICATIONS 

THIS  HOOKUP 

ISN'T  RINGING  ANY  BELLS 

A  Philips-Lucent  cell-phone  venture  falls  short  of  its  promise 

It  was  supposed  be  the  Dream  Team 
of  the  cellular  industry.  Last  Octo- 
ber, Philips  Electronics  and  Lucent 
Technologies  Inc.  created  a  joint 
venture  that,  they  promised, 
would  be  a  new  powerhouse  in 
wireless  gear.  Lucent 
would    combine  its 
technological  expertise 
with    Philips'  brand 
name  and  distribution 
deals.  And  Philips  Con- 
sumer Communications — 
60%  owned  by  Philips 
and  40%  by  Lucent — 
would   challenge  the 
dominant  players.  Mo- 
torola, Nokia,  and  L.  M. 
Ericsson.    "The  joint 
venture  gives  the  new 
pco  the  technology,  dis-  n 
tribution  channels,  and 
brand  recognition  that  no 
other  company  in  this  mar- 
ket can  match,"  crowed  the 
joint  venture's  CEO,  Michael 
McTighe,  as  he  launched  pcc. 

So  far,  though,  pcc  is  any- 
thing but  the  sensation  the 
partners  promised.  Executives  have 
stumbled  badly  in  turning  Lucent's  re- 
search into  commercial  products.  Cur- 
rent and  fonnei'  employees  say  Lucent's 
technology  was  not  as  close  to  market- 
ready  as  expected,  and  engineers  have 
found  developing  digital  phones  more 
difficult  than  anticipated.  In  the  U.  S., 
PCC  has  only  two  wireless  phones  on 
the  market — compai'ed  with  more  than 
a  dozen  for  Motorola  and  Nokia.  And 
analysts  and  phone  companies  say  nei- 
ther is  selling  well. 

"BIT  OF  A  MESS."  l\irmoil  in  PCC's  ex- 
ecutive ranks  also  has  contributed  to 
the  slow  product  development.  Six  of 
the  top  12  managers  have  left  in  the 
past  10  months,  including  the  general 
managers  for  the  Americas,  Asia-Pacif- 
ic, and  Eui-ope/Middle  East/Africa  re- 
gions. Osmo  Hautanen,  a  former  Nokia 
exec  who  was  PCC's  general  manager 
for  the  Americas,  says  he  felt  the  ven- 
tiu'e's  centralization  huit  its  ;ihility  to  in- 
troduce top-flight  products  quickly.  "Af- 
ter the  joint  venture  took  place,  I 
absolutely  disagreed  with  the  direction 


■cj 


of  the  company,"  he 
says. 

What's  more,  PCC  is 
hemorrhaging  money. 
The  company,  which  also 
sells  traditional  phones, 
cordless  phones,  and  an- 
swering   machines — some 
with  the  AT&T  brand  name — 
is  approaching  $3  billion  in 
revenue.  But  its  wireless  busi- 
ness is  cutting  into  eaming's.  After  telling 
analysts  he  e>q3ected  to  turn  profitable  by 
the  end  of  1997,  McTighe  reported  a  loss 
of  about  $60  million  in  last  year's  fouith 
quarter  and  $150  million 
in  the  first  quarter  of 
1998.  As  Philips  prepai'es 
to  report  second-quarter 
results  on  July  21,  ana- 
lysts ai"e  bracing  for  more 
bad  news.  "It's  really  a 
bit  of  a  mess,"  says  Anita 
Fairell,  an  analyst  with 
Menill  Lynch  &'Co. 


On  the  Bottom  Rung 


1997  worldwide  market 
share  in  wireless  phones 

PRELIMINARY  DATA 


analysts  are  questioning 
PCC's  future.  If  the  ven- 
ture continues  to  lose 
money.  Philips  President 
Cor  Boonstra,  a  bottom- 
line-oriented  manager, 
may  reconsider  the  wii'e- 
less  initiative.  "They 
won't  let  this  become  a 


MOTOROLA 

22% 

NOKIA 

21 

ERICSSON 

16 

PANASONIC 

7 

QUALCOMM-SONY 

5 

NEC 

4 

SIEMENS 

4 

ALCATEL 

3 

MITSUBISHI 

2 

PHILIPS-LUCENT 

2 

DATA;  DATAQUEST  INC 

black  hole,"  says  Fan-ell.  A  spokesirjii 
for  PCC  acknowledges  the  late  prodifc  | 
introductions,  executive  departures,  a| ' 
losses,  but  says  those  are  nonnal  grc-T 
ing  pains.  Philips  "has  full  confidence)) 
us,"  says  the  spokesman. 

Philips'  patience,  however,  is  surr 
being  tested  by  the  venture's  productn^- 
velopment  problems,  pcc  was  suppose 
to  ship  a  new  digital  phone  to  Aif 
Wireless  about  a  year  ago.  But  qualfS- 
problems  delayed  commercial  shipmei  f 
until  early  1998,  according  to  of''' 
AT&T  executive.  Even  now,  A' 
says,  Nokia's  new  phone  is  mi 
more  popular  than  anythii'' 
else  it  cairies.  "Everything  p 
taking  a  backseat  to  NddlP* 
says  a  spokesman.  Phili]f 
Lucent  announced  last 
tember  that  it  is  makiljf^' 
digital  phones  based  orM 
different  technology,  but  \ 
spokesman  says  pcc  cannot  j  / 
estimate  a  date  for  commen 
shipments. 

PCC's  difficulties  arejA 
rare  misstep  for  Lucej' 
Since    the  telephoii 
equipment  maker 
spun  off  from  AT&T  in  1996,  its  stol 
has  soared  more  than  sixfold  to 
though  its  share  of  pcc's  losses  wo 
put  a  serious  dent  in  its  $500  million 
profits,  Lucent  depends  on  the  venti 
to  get  its  consumer  strategy  off  t 
ground.  A  Lucent  spokeswoman  says: 
is  "still  convinced  that  our  ventui 
makes  strategic  sense." 

Even  if  PCC  stops  making  wirek 
phones,  Philips  is  likely  to  stay  in  t 
business.  Boonstra  believes  wireles 
communication  technology  will  mer 
with  other  electronics  pi-oducts.  Phili| 
could  I'esell  phones — as  it  did  under 
arrangement  with  Nokia  before  19S  n 
Or  it  could  try  to  bi  I) 
the  mobile-phone  bus  i 
ness  of  a  player  such 
Motorola  Inc.,  which  h 
seen  its  stock  drop  4C 
in  the  past  year  Mote 


For  now,  though,  Pi| 
is  far  from  McTighfj 
goal  of  becoming  one  . 
the  top  three  wirele 
phone  makers  by  200 
"I  think  they've  lo| 
out,"  says  Dennis  Extc'i 
a  telecom  analyst  wi 
Nikko  Securities  Inte 
national.  So  much  for  t: 
Dream  Team. 

By  Peter  Elstro 
in  New  Yo, 
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COMIVIENTARY 

By  De'Ann  Weimer 


DON'T  BE  SHOCKED  BY  SURGES  IN  THE  PRICE  OF  POWER 


1  late  June,  Steven  R.  Teitelman, 
,he  vice-president  of  trading  for 
Newark  (N.J.)-based  Public  Ser- 
B  Entei-piise  &  Group  Inc.,  smug- 
.old  a  British  electric-industry  ex- 
tive  that  deregulation  of  the  U.  S. 
itricity  market  was  proceeding  in 
orderly  fashion.  The  U.  S.  market 
uld  never  see  prices  for  electricity 
ke  as  high  as  $1,000  a  megawatt- 
II',  as  they  had  in  Britain.  It  was 
stable — $300  per  megawatt-hour 
uld  be  about  tops. 
3ops.  Within  days,  a  Midwest  heat 
ve  left  the  U.  S.  wholesale  elec- 
;ity  market  scrambling  for  power. 
3air  of  energy  trading  companies 


The  national  transmission  gi-id — usu- 
ally a  seamless  web  of  interconnec- 
tions among  utilities — suddenly  un- 
raveled in  pail  because  market  forces 
were  undermining  the  cooperation 
the  system  requires.  But  reregnlation 
is  not  the  answer.  Volatile  pricing 
must  be  expected  in  a  market  that's 
just  opening  up  to  competition.  The 
same  thing  happened  in  natural  gas. 

Making  the  decision  to  deregulate 
means  we  will  accept  the  occasional 
freakish  price  spike  as  a  trade-off  for 
having  lower  prices  for  power  most 
of  the  time.  Establishing  arbitraiy 
caps  would  only  suppress  market  sig- 
nals— depriving  buyers  and  sellers  of 

// 


aulted  on  deliveiy  contracts,  trig- 
ging a  stampede  as  companies  that 
1  contracts  to  resell  energy  from 
;  brokers  scrambled  to  cover 
mselves.  For  eight  hom's,  Chica- 
•based  Commonwealth  Edison  Co. 
i  to  pony  up  $5,000  per  megawatt- 
01'  to  buy  juice  on  the  spot  mar- 
: — more  than  100  times  the  regu- 
price.  For  one  houi;  it  actually 
id  $6,000.  The  strapped  utility  cut 
wer  to  manufactui'ers  and  begged 
5tomers  to  consei've  electricity. 
WER  PLAYS.  The  traumatic  episode 
3  led  to  calls  for  reregidation  of 
ictricity  prices,  including  caps  dur- 
r  periods  of  supply-demand  imbal- 
ce.  Fear  of  large-scale  power  out- 
es  is  prompting  politicians,  such  as 
S.  Senator  Richard  S.  Durbin  (D- 
.),  to  wonder  aloud  if  the  market  is 
coming  unreliable  and  poses  a 
reat  to  public  health  and  safety. 
It  was  a  frightening  time,  all  right. 


the  information  required  to  make 
calls  about  where  to  invest  and  im- 
prove the  system. 

To  be  sui'e,  the  market  is  far  fi"om 
perfect.  Power  producers  can  deliber- 
ately withhold  electricity  to  drive  up 
the  price,  and  some  customers  sug- 
gest that's  what  happened  in  June  as 
some  producers  tried  to  undeiTnine 
deregulation.  "I'll  tell  you  what  hap- 
pened: The  empire  stnick  back,"  says 
John  R.  Hughes,  technical  affairs  di- 
rector for  the  Electricity  Consumers 
Resource  Council,  a  coalition  of  large 
users  of  electricity.  "They  will  do  any- 
thing to  protect  their  monopolies." 

The  Federal  Energy  Regulatory 
Commission  says  it  is  looking  into 
the  behavior  of  several  utilities,  in- 
cluding American  Electric  Power, 
whose  parent  company,  aep  Coi-p., 
owns  many  of  the  transmission  lines 
leading  into  the  Midwest.  AEP  admits 
that  it  broke  a  contract  to  provide 


1,300  megawatt-hours  to  Common- 
wealth Edison.  But  AEP's  executive 
vice-president  for  finance,  Henry  W. 
Fayne,  says  the  company  did  nothing 
wi"ong.  He  says  it  had  an  unusual 
number  of  plants  out  of  commission 
and  needed  the  transmission  capacity 
to  serve  its  own  customers. 
TRAFFIC  CONTROL.  That's  for  r-egula- 
toi's  to  decide.  And  for  that  matter, 
it  is  for  them  to  make  siu'e  that  own- 
ers of  the  transmission  gi-id  can't 
hold  customers  and  competitors 
hostage  by  exploiting  artificial  bottle- 
necks to  drive  up  prices  oi'  prevent 
access  to  alternate  power  sources. 
The  solution:  an  expanded  network 

of  independent  sys- 
tem operators,  sim- 
ilar to  one  estab- 
Hshed  on  Mar.  31 
in  the  deregulated 
Califomia  market. 
These  isos'  job  is 
to  avoid  brownouts 
and  blackouts  by 
acting  like  air-traf- 
fic controllers  for 
electricity.  In  Cali- 
fornia, the  I  SOS 
have  maintained 
reliability  even 
though  that  state, 
too,  has  experi- 
enced price  spikes. 

Such  hikes  are 
not  always  bad 
things  either.  Thanks  to  the  June 
price  spike,  it's  Ukelier  that  an  inde- 
pendent power  producer  will  be  will- 
ing to  spend  $100  million  to  build  a 
new  gas-tiu'bine  generating  unit  close 
to  Chicago,  points  out  Kenneth  Rose, 
an  economist  with  the  National  Reg- 
ulatoiy  Research  Institute.  Says 
Commonwealth  Edison's  Paul  McCoy, 
the  senior  vice-president  who  bought 
the  costly  juice  last  month:  "If  we  ex- 
pect independents  to  build  units  and 
be  able  to  recover  theii-  costs,  there 
have  to  be  some  hours  where  there  is 
going  to  be  a  healthy  market." 

Ultimately,  the  goal  of  deregulation 
is  not  to  avoid  price  spikes  at  all  costs 
but  to  create  a  reliable,  low-priced 
electricity  infi-astinctm'e  tlu'ough  com- 
petition. Price  volatility,  unsettling  as 
it  is,  simply  comes  with  the  temtoiy. 

Weimer  follows  electricity  deregula- 
tion from  Chicago. 


Cost  spikes 
are  part  of  a 
deregulated 
electricity 

market.  As 
such,  they 
have  a  role 
to  play 
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News:  Analysis  &  Commentary 


TURNAROUNDS 

FINALLY,  A  GOOD 
KODAK  MOMENT 

The  second  quarter  shows  the 
payoff  from  massive  cost  cuts 

For  months,  investors  have  been 
fretting  that  Eastman  Kodak  Co. 
CEO  George  M.  C.  Fisher  might  be 
too  much  of  a  "Mr.  Nice  Guy"  to  revi- 
talize the  fading  film  giant.  But  Kodak's 
July  15  announcement  that  its  second- 
quarter  earnings  soared  35%,  to  $495 
million,  or  $1.51  a  share,  may  have  al- 
layed those  fears. 

The  profit  results — which  far  exceed- 
ed Wall  Sti'eet's  expectations — stemmed 
almost  entirely  from  Fisher's  bnital  at- 
tack on  the  company's  bloated  cost 
sti-ucture.  So  far  this  year.  Fisher  has 
slashed  7,600  jobs  and  reduced  costs  by 
$350  million,  boosting  Kodak's  operat- 
ing profit  margin  to  18.5%  of  sales,  fi'om 
14.3%.  Those  numbers  "pretty  well  blew 
the  entire  bear  camp  out  of  the  water," 
says  Alex  Henderson,  an  analyst  at  Pin- 
dential  Securities  Inc.  Indeed,  as  a  re- 
sult of  the  news,  Kodak's  stock  surged 


CEO  FISHER:  Now,  ij  he  can  only  yet  sales  got  tig 


nearly  12%,  to  a  52-week-high  of  82^. 

Still,  it's  too  soon  to  conclude  that 
Fisher  will  bring  about  the  turnaround 
he  promised  when  he  arrived  in 
Rochester  in  1993,  ft-esh  ft-om  his  wide- 
ly heralded  reign  at  now-reeling  Mo- 
torola Inc.  Fisher's  goal  is  to  make  Ko- 
dak a  gTowth  company  once  again.  But 
for  all  the  good  news  on  earnings,  Ko- 
dak's sales  di'opped  8%.  Even  factoring 
out  the  effect  of  the  strong  dollar  on 
foreign  sales,  overall  sales  were  off  1%. 


Perhaps  most  troubj 
for  Fisher's  strategy,  se 
were  also  disappointinjii 
markets  he's  counting  oro 
urowth:  emerging  econoie 
and  digital  imaging.  This 
In  the  continuing  Asiaiii 
nancial  crisis,  sales  in  emg 
ing  markets  plunged  1' 
And  the  red  ink  just  k(: 
flowing  in  the  digital  tisi 
ness,  where  sales  decli?' 
5%',  and  Kodak  lost  anot; 
$64  million.  "Nobody  has 
clared   victory,"  conet 
chief  financial  officer  H;t 
L.  Kavetas.  "We  still  ha' 
long  ways  to  go." 

Near  term,  Kodak's  e;! 
ings  should  continue  to  i 
prove:  Fisher  promise;? 
cut  12,300  more  jobs  by  2000  and  - 
annual  savings  to  $1  billion.  That 
help  Kodak  "withstand  aggi-essive  j  < 
ing  challenges"  from  Fuji  Photo  Ii 
Co.,  predicts  Peter  Enderlin,  an  iia 
lyst  at  FAC/  Equities.  Indeed,  Kodak} 
peared  to  check  its  market-share  s 
to  Fuji  in  the  second  quarter.  But  u 
Fisher  produces  sales  growth,  his  ti: 
around  won't  be  in  the  can. 

By  William  C.  Symcd 
in  Bo:  I 


AEROSPACE 

COURSE  CHANGE 
AT  BOEING 

It's  hiking  prices  as  it  puts 
profits  ahead  of  market  share 

Boeing  Co.  has  filed  a  new  flight 
plan.  When  airlines  come  shopping 
for  planes  at  the  Seattle  aerospace 
giant  this  summer,  they'll  find  i!i  -1 
er  price  for  most  models  has 
jumjied  5%. — something  new 
for  customers  that  long  have 
watched  gleefully  as  Boeing 
offered  deep  discounts  to 
keep  Aii'bus  Industrie  from 
stealing  customers.  Boeing 
had  done  so  well  racking  up 
orders,  in  fact,  that  it  wound 
up  viith  a  huge  production 
bottleneck  that  is  costing  it 
billions  to  untangle. 

Now,  management  is  try- 
ing to  r-evei-se  all  that.  "Over- 
all, profits  are  moi'e  impor- 
tant than  maj-ket  shai'e,"  says 
Boeing  Commercial  Airplane 


Group  President  Ronald  B.  Woodard. 

The  new  tune  seems  to  be  cheering  up 
Wall  Street  somewhat,  where  Boeing's 
stock  has  been  pummeled  since  the  pro- 
duction started  pr-oducing  massive  write- 
offs and  delayed  deHveries  last  summer. 
The  company's  shar-es  r-ose  to  49X..  on 
July  15,  up  r^.  from  their*  level  befor'e  the 
price  incr-eases  wer'e  announced  July  10. 
"Boeing  is  realizing  that  in  this  business 
it  is  not  worth  owning  the  last  10%," 
says  Nicholas  Heymann,  an  aerospace 
analyst  with  Prudential  Securities  Inc. 

Boeing  skeptics,  however,  say  that 
'111'  hikes  are  too  little,  too  late — and 


might  even  disapipear*  when  Boeing  ;  t 
into  the  tlrick  of  negotiations.  "It's  nr' 
form  than  substance,"  says  Peter  S.ja 
cobs,  analyst  with  Ragen  McKerrziii) 
Seattle.  For  instance,  in  the  hotly  'in 
tested  $1  billion  or-der-  from  British  J' 
ways,  Ab'bus  initially  seemed  to  hai 
lock,  ba's  r-ecent  hesitation  has  convira 
Boeing  that  it  has  a  chance,  and^c 
cor-ding  to  industry  insider-s,  it  mapi 
offering  discounts  to  get  the  busine-. 

In  any  case,  the  sticker  price  to 
won't  fatten  the  bottom  line  until  2K! 
when  planes  sold  at  the  higher  pr^ 
start  rolling  off  Boeing's  clogged  is 
nnrrcn  sembly    lines.  '[i< 

bLUUUCU  company's  r-eal  pib 

ASSEMBLY  LINE  lem  still  remains  k 

Production         P^'o^t  margins  on  m 
,  ,  planes  that  it  is  nrih 

snarls  resulted  j^g  ^^^j^^  ^hen  ^( 

in  write-offs  company  reports  |e 
and  delays         ond-quarter  earnig! 

on  July  23,  anal* 
expect  Boeing  to  n 
nounce  a  net  pr-ofit  potentially  as  lo\^ 
$25  million  and  no  higher  than  $47  il 
lion.  Either  would  be  well  below  m 
$55  million  ear-ned  in  1997's  quarter.  bl 
if  Boeing  stays  the  new  course,  it  cdc 
land  bigger  profits — eventually. 

By  Seanna  Browder  in  Sedl( 
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Hungry  for  more " 


"Sprint  Toil-Free  Service 
helped  triple  my  sales 
in  just  two  weeks." 


-Roger  Asmus 

One  on  One  Nutrition/Fitne.ss, 
Wheat  Ridge,  CO 


Sign  up  with  Sprint  today  and  receive  15  million  leads,  Free. 


It's  all  part  of  our  commitment  to  helping  your 
business  grow.  That's  Sprint's  Small  Business 
Performance  Pledge.  We've  put  together  com- 
munications products  and  services  and  business 
tools  with  advice  from  recognized  sources 
to  help  you  increase  your  sales.  Roger  found 
the  key  to  his  success  with  Sprint  Toil-Free 
Service.  Sprint  can  help  )'oz/r  small  business  too. 


And,  if  you  sign  up  with  Sprint  today,  we'll  give  you 
Inc.  Magazine's  CD-ROM,  Prospect  Pro,  FREE. 
With  a  database  of  over 
15  million  business  to 
business  prospects,  plus 
the  software  to  target 
customers,  these  CD-ROMs 
are  ideal  for  the  small  business  looking  to  bulk  up. 
So  put  our  Small  Business  Performance 
Pledge  to  work  for  you. 

Call  today. 

1-800  •477- 1406 


Sprint 


We  help  your  business  do  more  business' 


www  sprint  com/pledge/ 
Limited-time  offer  Not  valid  witti  any  ottier  offer.  Promotion  subiect  to  ctiange,  ©1998  Sprint  Communications  Company  l,,P, 


SMALL  WONDER 

The  Libretto  100CT  is  the  world's  smallest,  lightest, 
most  portable  computer  designed  to  run  Windows 
95  or  Windows  NT.  It's  just  8.3"x5.2"x1 .4" 


HIGH  PERFORMANCE 

Enjoy  a  166MHz  Pentium*  processor  with  ■<^) 
technology,  the  support  of  two  Type  II  or  one  Te 
PC  Card,  optional  modem  or  CD-ROM.  It's  all  5r< 


p^^^^  Toshiba's  Libretto'"  100CT.  It's  not  just  a  mini-notebook.  It's  a  major  milestone.  From  -nr 

^Jjl'cl,'^  and  spreadsheets  to  full-blown  presentations,  the  Libretto  lOOCT  does  what  a  Winpv 

xJ^^X  based  desktop  does — at  half  the  size  of  a  notebook.  You  can  actually  fit  TIME  Mag<.\in 

pentium  Machine  of  the  Year'  in  your  coat  pocket.  Highly  unusual  for  a  device  that's  Windc/f 


©1998  Toshiba  America  Information  Systems,  Inc  Libretto  is  a  trademark  of  Tosfiiba  America  Information  Systems,  Inc  Intel  Inside  logo  and  Pentium  are  registered  trademarks  and  MMX  is  a  trademark  of  Intel  Corporation.  /J^- 
names  mentioned  are  the  property  of  their  respective  companies  'Refers  to  12/97  TIME  Magazine  award  for  Libretto  50CT  "Lease  rates  based  on  36-month  lease  with  10%  down  payment  and  fair  market  value  purchase  cfh  s 


RELIABLE  SERVICE  &  SUPPORT 

Call  us  toll-free  and  no  nnatter  where  you  are  in 
the  world,  our  Express  Notebook  Depot  repair 
service  will  get  you  up  and  running  in  record  time- 


%7/ 

w 


ATTRACTIVE  FINANCING 

With  our  hassle-free  financing,  you  can  now 
lease  the  Libretto  100CT  for  just  $71  a  month',' 


It  weighs  2.35  lbs.  It  runs  Windows  95  and  NT. 
It's  worth  looking  into. 


'  compatible  with  a  monstrous  2.1  billion  byte  hard  drive.  All  encased  in  a  sleek,  surprisingly 
:t  package  created  exclusively  by  Toshiba.  The  Libretto  100CT.  An  accomplished  piece  of 
re  for  accomplished  professionals,  now  offered  at  attractive  lease  rates.  Simply  put,  don't 
lur  window  of  opportunity.  Get  yours  by  clicking  www.toshiba.com  or  calling  1 -800-TOSHIBA. 

TOSHIBA 

The  World's  Best  Selling  Portable  Computers. 


1.  Lease  rates  shown  based  on  Libretto  at  $2,499  and  for  transactions  between  $25,000  and  $50,000  Other  lease  options  nnay  be  available  Financing  available  through  Toshiba  Financial  Services  to  qualified  commefcial 
i  are  subject  to  change  vi/ithout  notice.  All  specifications  and  availability  are  subject  to  change  Offer  valid  in  the  U  S.  only 
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HEADLINER:  WALTER  FORBES 


A  PROBE  CASTS  A  PALL 


Cendant  Chairman  Walter 
Forbes  says  he'll  keep  his 
job — even  though  some 
investors  want  him  out. 
On  July  14,  Cendant 
said  accounting 
irregularities 
will  knock 
about  $200  mil- 
lion off  '97  earn- 
ings. An  ongo- 
ing probe  has 
revealed  that  cue 
International,  which 
Forbes  ran  before  merging 
it  with  Henry  Silverman's 
HFS  to  create  Cendant,  was 
booking  fictitious  revenue 
as  far  back  as  '95.  The 
stock  dived  nearly  17%,  to 
15%,,  on  July  14— 62%  off 
its  52-week  high.  "More 
than  50%  of  cue's  1997  net 
income  was  not  there, 
either  due  to  accounting 


A  NEW  LAWSUIT 
FOR  BIG  TOBACCO? 

IF  AT  FIRST  YOU  DON'T  SUC- 

ceed  The  White  House  is 

considering  a  lawsuit  against 
the  tobacco  companies  to  re- 
coup Medicare  spending  on 
smoking-related  illnesses. 
State  actions  to  recover  Medi- 
caid outlays  prompted  the  to- 
bacco companies  to  negotiate 
a  proposed  settlement  in  1997. 
But  the  tobacco  companies  re- 
cently abandoned  the  settle- 
ment because  they  objected 
that  protections  against  theii' 
liability  were  being  watered 
down.  Congress  has  all  but 
killed  the  bill.  Tobacco  com- 
panies are  now  negotiating 
with  individual  states  to  settle 
their  lawsuits.  Richard  A. 
Da>Tiai"d,  chaiiTnan  of  the  To- 
bacco Products  Liability  Proj- 


CLOSING  BELL 


E*TRADE S  COUP 

Among  Internet  stocks,  mere 
rumor  can  send  shares  soar- 
ing. So  when  real  news  hits, 
look  out.  On  July  13,  Net  bro- 
ker E*TRADE's  stock  rocketed 
41%,  to  34^,  thanks  to  a 
$400  million  investment  by 
Japan's  Softbank.  It's  not  just 
the  money  investors  liked: 
Softbank  has  big  stakes  in 
leading  Net  portal  Yahoo! 
and  publisher  Ziff-Davis,  so 
E*TRADE  can  reach  millions 
more  potential  customers. 
Plus,  the  cash  will  let 
E*TRADE  buy  other  compa- 
nies to  become  a  full  finan- 
cial-services destination. 
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ect  at  Boston's  Northeastern 
University  School  of  Law, 
says  a  federal  suit  would  be 
"quite  wonderful,"  but  such  a 
thi'eat  "might  have  been  more 
effective  a  couple  of  months 
ago,  before  the  tobacco  indus- 
try had  nothing  to  lose  by 
killing  the  bill." 

JUSTICE  APPROVES 
WORLDCOM-MCI 

AFTER  NINE  MONTHS  OF 
wrangling,  the  Justice  Dept. 
0.  K.'d  the  $37  billion  Worid- 
Com-MCi  Communications 
merger  on  July  15 — a  week 
after  the  European  Commis- 
sion approved  it.  Both  signed 
off  after  MCi  promised  to  sell 
its  Internet  business  to 
Britain's  Cable  &  Wu'eless  for 
$1.75  billion.  Authorities 
feared  MCl-WorldCom  would 
dominate  the  Net-backbone 
market.  Now,  nods  are  ex- 
pected from  the  Federal 
Communications  Commission 
and  the  states  by  late  sum- 
mer. After  the  merger, 
WorldCom  will  catapult  fi-om 
No.  4  to  No.  2  in  the  long-dis- 
tance market. 


TOYOTA  STEERS 
THE  PRIUS  WEST 

TOYOTA  WILL  EXPORT  ITS  PRIUS 
compact  car,  which  is  pow- 
ered by  a  combination  of 
gasoline  and  electricity,  to 
North  America  and  Eiu-ope 
in  2000.  On  July  14,  the  auto 
maker  announced  that  it 
wants  to  sell  20,000  of  the 
Prius  cars  annually  in  North 
America  and  Europe  com- 
bined. Toyota  has  sold  7,700 
Prius  models  in  Japan  since  it 
launched  the  model  last  De- 
cember. Corporations  and 
government  agencies  have 
snapped  up  40%.  of  them, 
mostly  over-40  individuals 
buying  most  of  the  rest.  But 
the  company  has  been  sell- 
ing the  Prius  for  below  cost. 
Toyota  is  aiming  to  improve 
the  car's  breakeven  point  by 
selling  more  overseas. 


OS  FIRST  BOSTON'S 
RAID  ON  DEUTSCHE 

IF  DEUTSCHE  BANK'S  U.  S.  SUB- 

sidiaiy  had  been  lut  by  a  me- 
teor, it  probably  wouldn't  have 
left  a  crater  as  wide  as  the 
one  announced  on  July  14. 
More  than  100  employees  in 
Deutsche  Bank's  technology 
investment-banking  division 
decamped  for  Credit  Suisse 
First  Boston,  following  the 
lead  of  supei'banker  Frank 
Quattrone,  who  jumped  to  the 
New  York  firm  on  July  1. 
"This  is  like  an  acquisition, 
but  it  reduces  overhead  and 
layofTs,"  gloats  one  Credit  Su- 
isse First  Boston  exec. 

A  SHOT  IN  THE  ARM 
FOR  3COM  

BELEAGUERED  NETWORKING 

giant  3Com  scored  a  i-eciniit- 
ing  coup  on  July  15.  The  com- 
pany announced  that  PC  in- 
dustry veteran  Bruce  Claflin 


P 


error  or  fraud,"  Silverma"! 
says.  "This  has  cost  me  $ 
bilhon." 

Forbes  says  he  had 
role  in  any  wrong- 
doing  and  w\\\  sil 
Tv    become  ceo  in 
P     2000.  But  Hai 
S!^  $}      Utsch,  presi- 
dent of  Kauf- 
mann  Fund, 
which  holds  12 
million  shares, 
says:  "He  will  go 
down  in  history  as  playin 
a  major  role,  directly  or 
indirectly,  in  perpetratinj 
the  biggest  fraud  of  this 
decade."  Says  another  bi; 
shareholdei"  "He's  gone.' 
Any  action  by  Cendant's 
board  is  unlikely  until  thi 
accounting  investigation 
completed  in  August. 

By  Amy  Bant 


will  join  3Com  as  presi'Ti 
and  chief  operating  offei' 
reporting  to  Chairman  n 
CEO  Eric  Benhamou.  Cbii 
46,  most  recently  a  top  / 
at  Digital  Equipment,  nn 
his  name  at  IBM  by  launcn 
the  successful  ThinkPad  n 
of  notebook  computers,  ''oi 
3Com,  which  has  sufferer  le 
dining  earnings  since  : 
takeover  of  U.S.  Puibn 
Claflin's  operational  skills!: 
renown  for  courting  i- 
tomers  could  be  a  ii; 
needed  shot  in  the  arm.  | 

ETCETERA... 

■  Think  profits:  Apple  l  eir 
ed  a  third  consecutive  pi 
itable  quarter.  | 

■  PointCast  pulled  its  plai'e'- 
IPO,  citing  a  desire  to  pu  u 
other  strategic  options.  ' 

■  Alcoa  plans  a  new  rour|  Ol 
cost  cuts  to  eventually  jim 
expenses  by  $1.1  billion,' 

■  Olsten  plans  to  buy  Ic 
up  to  5%.  of  its  stock  an(  u 
its  dividend  43%. 
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ashington  Outlook 


ED  BY  OWEN  ULLMANN 


EEKING  GEEKS  BEARING  GIFTS, 
IE  GOP  COURTS  SILICON  VALLEY 


the  new  Republican  Mecca.  Barely  a  week  goes  by 
thout  top  Capitol  Hill  Republicans  making  the  pilgiimage 
Silicon  Valley.  On  June  30,  House  Speaker  Newt  Ging- 
;R-Ga.)  met  a  gi-oup  of  CEOs  at  .3COM  Coi-p.'s  Santa  Clara 
f.)  headquarters,  pledging  his  support  for  raising  visa  al- 
;nts  for  foreign  high-tech  workers.  And  GOP  pols  are 
ing  over  each  other  to  hold  fund-raisers  in  Geeksville. 
hat's  going  on?  Republicans  are  belatedly  trying  to 
;er  six  years  of  assiduous  comting  of  the  Valley  by  New 
omy  hotshots  Bill  Clinton  and  Al  Gore.  Feaiing  that  the 
n's  most  dynamic  industi'ial  region 
i  turn  into  prime  Democratic  tmf, 
lOP  is  racing  in  to  plant  its  flag, 
kind  of  like  watching  the  Oklahoma 
rush,"  marvels  Dan  Schnui-,  a  gop 
,er  to  Technology  Network,  or  Tech- 
a  year  old  political  action  committee 
ed  by  such  power  brokers  as  Brian 
I,  ceo  of  National  Semiconductor 
irtainly,  as  Washington  becomes 
more  involved  in  the  infoiTnation- 
lology  business,  the  gop  sees  the 
ly  as  a  source  of  megabuck  cam- 
1  donations.  But  it's  more  than  that, 
iblicans  want  to  mh  shoulders  and 
I  ideas  with  the  titans  of  this  new  power  center  And 
want  to  prevent  the  Dems'  getting  a  virtual  lock  on  al- 
nces,  as  they  have  down  the  coast  in  Hollywood. 
cSONG.  Republicans  think  they  have  an  economic  mes- 
that  resonates  with  libertarian-minded  computer  and 
/are  execs.  "We're  the  party  that  speaks  for  fi'ee  enter- 
!,  less  government  regulation,  and  lower  taxes,"  says 
-esentative  Robert  Goodlatte  (R-Va.),  who  has  been 
ed  by  Gingrich  to  head  a  GOP  task  force  that  is  I'eaching 
0  industry  officials.  Indeed,  Republicans  and  Valley  execs 
been  singing  fi"om  many  of  the  same  hymnals  for  some 
.  In  1996,  for  example,  Clinton  caved  in  to  trial  lawyers 


CAPITAL  WRAPUP 


BILL  AND  NEWT:  Common  ground? 


and  axed  secmities-refoiTn  legislation  that  makes  it  hai'der  for 
shareholdei's  to  bring  class  actions — often  against  high-tech 
startups.  The  gop  Congress  overrode  his  veto. 

GOP  leaders  also  point  to  a  number  of  tech-fi-iendly  bills 
they're  pushing — often  with  httle  oi-  no  help  fi-om  Democrats. 
For  example.  Senator  Spencer  Abraham  (R-Mich.)  is  the  key 
sponsor  of  legislation  to  increase  high-tech  worker  visas  from 
65,000  to  95,000  for  the  rest  of  this  year  and  85,000  a  year 
thereafter,  a  top  TechNet  priority.  Tlie  White  House,  egged  on 
by  organized  labor,  opposes  lifting  the  cap.  And  Republicans 
have  taken  up  the  industry's  long  quest 
to  force  the  Clinton  Administration  to 
loosen  export  curbs  on  powerful  en- 
cryption software. 

Silicon  Valley  execs  are  starting  to 
take  note  of  the  Republicans'  push. 
"They're  doing  much  better  now  than 
they  were  a  year  ago,"  says  John  T. 
Chambers,  ceo  of  networking  giant  Cis- 
co Systems  Inc.  Adds  Chambers:  "[The 
region]  is  up  for  gi'abs." 

The  GOP's  timing  is  dandy.  Tlie  Justice 
Dept.'s  antitrust  assault  on  Microsoft 
Corp.  has  shifted  high  tech's  attitude 
toward  Washington  from  "don't  bother 
me"  to  "let's  deal."  Companies  are  i-ushing  to  hire  lobbyists 
and  improve  relations  with  Capitol  Hill.  "The  government  is 
going  to  be  involved  in  what  we  do;  you  can't  ignore  it,"  notes 
Floyd  Kvamme,  a  partner  in  the  venture-capital  firm  of 
Kleiner,  Perkins,  Caulfield  &  Byers  in  Menlo  Park. 

Still,  many  Silicon  Valley  folks  find  the  agenda  of  GOP  social 
conservatives  tough  to  swallow.  The  gop  hopes  to  overcome 
that  handicap  by  stressing  economics.  Republican  pols  may 
never  close  the  culture  gap,  but  they're  deteimined  to  prove 
that  they  can  do  business  with  the  Valley. 

By  Amy  Bomis,  with  Linda  Himelstein 
in  San  Mateo,  Calif. 


IRKER  CONTROL?  NOWAY 

The  AFL-cio  is  going  on  the  offen- 
e  this  summer  to  slow  the  move 
vard  Social  Security  privatization. 
Tie  200  union  officials  are  leading 
rkplace  meetings  to  rally  the 
ops  against  what  Big  Labor  sees  as 
!  first  step  toward  dismantling 
;ial  Security — private  retirement 
counts  controlled  by  workers.  Come 
ptember,  labor  plans  to  deploy  a 
iss-roots  campaign  and  radio  blitz 
oppose  congressional  candidates 
0  favor  privatization. 


GOP  LEGAL  HARDBALL 

►  Call  it  the  gop's  "subpoena  strate- 
gy." Hill  Republicans  have  been  keep- 
ing the  Democratic  National  Commit- 
tee tied  up  in  legal  knots.  In  the  past 
18  months,  the  dnc  has  been  hit  with 
47  subpoenas  for  testimony  and 
records  in  connection  with  allegations 
of  Campaign  '96  fund-raising  abuses. 
Two  have  been  filed  just  in  the  past 
week.  The  flurry  of  subpoenas  has 
upped  the  Dems'  Donorgate-related 
legal  fees  to  $13.6  million — and  kept 
the  party  in  the  red. 


CLINTON'S  NLRB  GAME  PLAN 

►  President  Clinton  wants  to  avoid  a 
nasty  Senate  confirmation  scrap  over 
a  replacement  for  National  Labor 
Relations  Board  Chairman  William  B. 
Gould  IV,  who  exits  in  August.  One 
possibility:  bypass  a  Hill  grilling  by 
naming  board  member  Sarah  Fox,  a 
former  aide  to  Senator  Edward  M. 
Kennedy  (D.-Mass.),  as  chair. 
Clintonites  say  the  President  may 
also  fill  the  vacancy  temporarily 
with  a  union-friendly  hopeful  while 
the  Senate's  in  recess. 
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JAPAN 


M  HATE 
THE  LDP 


Japanese  voters  sent  the  party  a  message.  Will  it  get  through? 


They  lined  up  politely  at  the  polls, 
patiently  waiting  to  cast  theii-  bal- 
lots. No  boisterous  demonstrations. 
Xo  fieiy  i-allies.  Just  ordinaiy  men 
and  women,  many  with  children  in  tow, 
participating  in  what  looked  like  a  rou- 
tine election. 

Yet  the  voting  for  the  Japanese  Up- 
per House  on  July  12  turned  out  to  be 
anything  but  routine.  By  dealing  a  ma- 
jor defeat  to  the  iiiling  Liberal  Demo- 
cratic Paity  and  forcing  the  resignation 
of  Pnme  Minister  Rjoitaro  Hashimoto, 
voters  aimed  a  blast  of  anger  at  the 
niling  elite.  Now,  the  politicians  are 
frantically  tning  to  figiu'e  out  how  deep 
and  dangerous  this  anger  really  is.  "Tlie 
LDP  doesn't  have  much  popular  sup- 
port," admits  Shigerti  Kasuya.  a  senior 
paity  member.  "If  we're  not  cai-eful,  we 
could  suffer  [in  the  next  election]." 

Such  popular  outbui'sts  are  not  new: 
The  Japanese  electorate  punished  the 
LDP  in  both  1989  and  1993,  only  to  diift 
back  into  the  paity's  camp.  But  in  both 
those  earher  episodes,  the  issue  was 
connption.  This  time,  the  ovenvhelming 
concern  is  the  deteriorating  economy, 
which  is  potentially  a  much  more  pow- 
eiful  rallying  point  than  party  scandal. 


If  the  politicians  don't  get  the  message 
and  do  something  about  the  economy 
fast,  voter  ii-e  could  easily  erupt  again. 

This  time,  there's  also  a  new  paity 
that  could  give  voters  a  vehicle  to  vent 
their  feelings:  the  Democratic  Paily  of 
Japan  (dp.i),  headed  by  the  populai-  Nao- 
to  Kan  (box),  a  former  Health  Minister 
who  exposed  the  role  of  bm-eaucrats  in 
a  scandal  of  Hiv-tainted  blood.  His  par- 
ty increased  its  seats  in  the  Upper 
House  by  nine,  for  a  total  of  27.  "The 
voters  have  given  us  a  chance,"  says 
Kan.  He  wants  to  force  a  general  elec- 
tion quickly  and  stait  a  public  debate  on 
how  much  refoiTn  the  Japanese  want 
and  how  much  pain  they  are  prepared 
to  endui'e.  In  an  Asalii  poll  right  after 
the  election,  54%  of  those  polled  said 
they  wanted  a  general  election  as  soon 
as  possible. 

"TOTALLY  INCAPABLE."  The  economy  is 
ceitainly  pro\iding  votei-s  plenty  to  wor- 
ly  about,  especially  in  urban  districts. 
The  LDP  failed  to  win  a  single  seat 
among  the  most  populated  constituencies 
of  Toly'o,  Osaka,  and  Kanagawa.  as  well 
as  15  other  electoral  districts.  Not  since 
1965  has  it  failed  to  captm-e  a  seat  in 
the  capital.  "I  used  to  back  the  ldp. 


but  they've  proved  to  be 
totally  incapable,"  says 
Kuni  Fukuda,  a  52-year- 
old  Tokyo  housewife. 

It's  in  the  cities  and 
their  industrialized  sub- 
urbs where  voters  feel 
the  most  anxiety  about 
the  economy.  Unemploy- 
ment, officially  at  4.1%, 
is  at  a  record  high.  But 
the  real  level  is  proba- 
bly closer  to  6%-,  since 
the  govemm.ent  is  classi- 
fsing  some  recently  laid- 
off  Japanese  as  'i'esting" 
fi'om  work.  Coiporate  bankmptci"  - 
by  neaiiy  30%  in  the  first  half  of  1'.''. 
record  level  in  the  postwar  j  t  i 
That's  a  big  concern  for  job-huntuig  u 
dents  such  as  21-year-old  Akiko  ai- 
modau'a,  who  voted  for  the  fu"st  tin— 
for  the  DPJ.  'T  hate  the  LDP  hease 
they're  destroying  the  countiy,"  sys 
Shimodaira. 

Hashimoto's  recent  perfonnano' 
not  help,  waffling  as  he  did  on  v.iit-  - 
a  tax  cut  would  be  permanent.  "  r 
the  worst  Prime  Minister  we'vt-  • 
had,"  says  Yoko  Matsunaga. 


FAREWI 


NAOTO  KAN:  LET  THE  VOTERS  DECIDE 
WHO  SHOULD  DO  THE  SURGERY' 


N 


.KJUI  A  call  for  general  elections 


Iaoto  Kan,  popular  leader  of  tiie 
Democratic  Party  of  Japan  (DPJ), 
is  one  of  the  feio  Japanese  politi- 
cians pleased  loith  the  oritconie  of  tlie 
July  12  Upper  House  elections.  His 
pro-refann  party  increased  its  seats 
from  18  to  27,  giving  tlie  51-year-old 
Kan  new  clout  to  battle  the  Liberal 
Democratic  Party  (ldp).  In  Tokyo  on 
July  14,  he  spoke  imth  BUSINESS  week 
correspondent  Irene  M.  Kunii. 


Q:  Wiiat  do  you  think  of  the  er' 
outcome? 

A:  I'd  been  hoping  for  favorab 
but  I  didn't  expect  that  they  v.i 
this  good.  A  high  voter  tumouw 
best  thing  that  could  have  hap.^r 
Japanese  democracy. 

Q:  How  does  the  mitcome  affet '/ 

DPJ? 

A:  The  dpj  is  now  an  oppositic  \ 
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ns  watch  a  live,  large-screen  broadcast  of  Hashimoto's  resignation 


urant  owner  who  also  cast  her  bal- 
ir  the  DPJ.  City  voters,  too,  resent 
vay  the  ldp  has  channeled  their 
'avenues  and  savings  into  pork- 
;1  projects  for  rural  constituencies 
bailouts  for  badly  managed  banks, 
practice  was  accepted  in  good 
But  with  recession  settling  in 
the  bank  crisis  spilling  over  into 
eal  economy,  this  waste  of  funds  is 
ing  too  much  to  bear.  "Japanese 
:  their  country  is  doomed,  like  the 
lie,"  says  Takamitsu  Sawa,  head  of 
.0  University's  Institute  of  Eco- 


nomic Research.  "The  LDP  only  caters 
to  vested  interest  groups,  neglecting 
the  rest  of  Japan." 

The  best  tiling  that  could  happen  now 
is  if  voters  force  politicians  to  mount  a 
rapid  attack  on  Japan's  economic  ills. 
The  worst  outcome  is  a  kind  of  pai'alysis 
setting  in,  with  opponents  such  as  Kan 
powerful  enough  to  harass  the  ldp  but 
not  strong  enough  to  redu-ect  policy  yet. 
Already,  there's  concern  that  political 
confusion  will  derail  the  $115  billion 
stimulus  package  Hashimoto  unveiled 
in  April.  "A  recovery  is  now  fmlher 


away,"  laments  Ti'ade 
Minister  Mitsuo  Horiuchi. 

The  LDP  is  also  re- 
assessing its  "bridge 
bank"  plan  to  dispose  of 
at  least  $550  billion  in  bad 
loans.  It  was  scheduled  to 
be  presented  to  a  special 
session  of  parliament  in 
late  July,  but  that  is  now 
likely  to  be  delayed  until 
mid-August  at  the  earli- 
est. Koichi  Kato,  ldp  sec- 
retary-general, has  indi- 
cated that  his  party  may 
have  to  I'evise  the  plan  in 
order  to  win  the  coopera- 
tion of  some  opposition 
groups  in  the  Upper 
House,  which  can  block 
the  passage  of  most  bills. 
DIM  LIGHTS.  Top  LDP  can- 
didates to  succeed  Hashi- 
moto hardly  look  like 
ideal  leaders  in  a  crisis. 
The  main  contender  is 
Keizo  Obuchi,  61,  the  qui- 
et, plodding  Foreign  Min- 
ister who  heads  the 
largest  faction  of  LDP 
politicians.  He  is  drafting 
a  reform  plan  to  attract 
the  support  of  LDP  rank 
and  file.  Another  is  Sei- 
roku  Kajiyama,  a  behind- 
the-scenes  player  who  wants  more  pub- 
lic-works projects — not  the  kind  of  step 
that  will  permanently  fix  things.  A  dis- 
tant thii'd  is  Health  Minister  Junichiro 
Koizumi,  whose  radical  ideas  alaiTti  par- 
ty elders. 

As  the  politicians  maneuver  and  ldp 
elders  choose  then*  next  leader,  Japanese 
voters  will  be  watching  for  a  sign  of 
decisive  action.  They  may  not  get  it. 
But  they  will  have  more  chances  to 
voice  their  anxiety — and  stiike  fear  in 
the  heart  of  the  Establishment. 

By  Irene  M.  Kunii  in  Tokyo 


onfront  the  ldp.  We  have  to 
ind  that  the  voters  weren't 
eir  ballots  in  support  of  the 
ather  to  punish  the  ldp.  Still, 
;  have  given  us  a  chance. 

M  work  with  the  government 
conomic  legislation,  such  as  a 
tax  overhaul  and  the  "bridge 
n? 

)  not  possible.  I  believe  that 
lold  a  general  election  as  soon 
e  on  the  issue  of  economic  re- 
t  way,  the  parties  can  present 
proposals  and  let  the  voters 
"hoever  the  ldp  picks  to  suc- 
limoto  as  Prime  Minister  will 


not  have  the  approval  of  the  people. 
Japan  is  facing  a  serious  crisis  and 
needs  to  go  thi'ough  painful  economic 
reform.  I  think  voters  should  choose 
whom  they  want  to  do  the  surgery. 

Q:  Some  critics  say  that  an  early  gen- 
eral election  could  deepen  the  economic 
crisis.  Is  that  a  concern? 
A:  The  people  are  going  to  rebel  if  the 
government  carries  out  tough  refoi'm 
measui'es  without  their  approval.  Some 
say  that  we'd  create  a  political  vacuum 
if  we  hold  elections  soon.  But  I  feel 
we'd  be  creating  a  vacuum  if  we  don't. 

Q:  What  should  be  done  about  the  bad- 


debt  problem  in  the  banking  sector? 
A:  We've  proposed  oui'  own  plan  for  a 
[U.  S.-style]  Resolution  Trust  Corp.  to 
take  over  the  bad  loans.  But  Japan  has 
to  expose  all  its  bad  loans.  We  don't 
really  know  the  full  extent  of  the  prob- 
lem, so  it  should  be  clarified. 

Q:  You  still  lack  a  majority  in  parlia- 
ment. What  do  you  plan  to  do  to  win 
tJie  next  general  election? 
A:  We  could  form  a  bloc  with  other 
anti-LDP  parties.  Or  we  could  just  go  at 
it  alone,  fielding  candidates  of  om*  own. 
Whatever  route  we  take,  we  want  to 
create  a  political  system  where  voters 
can  choose  between  two  strong  parties. 
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JAPAN 


THE  SLOWEST  FIRE  SALE 
ON  EARTH 

Japan  is  the  place  to  buy  bad  loans-unless  you're  in  a  hurry 


hi. 

i 


It's  4  a.m.,  and  Jack  Rodman  is  killing 
time.  Too  jet-lagged  to  sleep,  Rod- 
man can  only  talk  on  the  phone  until 
the  gym  opens  at  his  Tokyo  hotel— the 
kind  of  problem  you  run  into  when 
you're  director  for  Asia  at  e&y  Ken- 
neth Leventhal  Real  Estate  Group. 
Shuttling  between  Los  Angeles  and 
Japan.  Rodman  is  used  to  jet  lag — and 
to  waiting.  For  foui-  years,  he  has  been 
working  on  deals  to  sell  Japanese  bank 
loans  to  investors.  But  it's  slow  going. 
"All  the  pieces  ai'e  in  place  for  a  mai- 
ket."  he  says.  "They  keep  forgetting 
one  thing:  Sell  the  loans." 

The  stakes,  of  coui-se.  could  hai-dly 
be  higher.  Japanese  banks  sit  on  S550 
billion  or  more  of  bad  debts,  many  of 
them  bad  because  property  offered  as 
coUaiei"al  has  plunged  in  value.  The  di-a- 
ma  in  Japanese  finance  today  is  whether 
a  way  can  be  foimd  to  cleai-  the  books — 
to  find  real  prices  at  which  loans  and 
property  can  be  sold.  "That's  the  nut 
that  has  to  be  cracked."  says  Robert 
D.  HoiTTiats.  \ice-chainnan  of  Goldman 
Sachs  (International).  \\'hile  the  Reso- 
lution Trtist  Coip.  was  able  to  clean  up 
the  U.  S.  sa\"ings-and-loan  debacle,  Japan 
lacks  a  fomial  mechanism  to  fimnel  as- 
sets to  the  market — and  indeed  is  cul- 
turally uneasy  \nth  such  a  process. 
RISING  PRICES.  Still,  there  is  acti\ity. 
Since  last  yeai;  U.  S.  and  Eiu'opean  in- 
vestoi-s  have  paid  about  S2  bUlion  for 
loan  portfolios  with  a  face  value  of 
ai'ound  S20  billion,  says  Rodman,  whose 
fij-m  developed  a  widely  used  pricing 
model  for  loan  sales  and,  as  a  result, 
keeps  close  to  the  action.  Some  20  deals 
have  been  done,  he  says,  and  prices  are 
rising,  fi'om  4c  or  .5c  on  the  dollai"  last 
yeai'  to  more  than  10c.  For  Japanese 
banks,  returns  are  magnified  by  tax 
wiite-offs  for  loan  losses. 

And  there's  no  doubting  investors' 
appetite.  Rodman  reckons  foreign 
heax-^TrVeights — Goldman.  Bankei-s  Tiiisi. 
]\Iorgan  Stanley,  and  the  like — have  as- 
sembled S20  billion  to  buy  Japanese 
loans  and  property.  Wth  U.  S.  property 
prices  rising,  investors  figui-e  theu"  best 
chance  for  big  returns  is  in  depressed 
Asian  mai'kets.  At  the  same  time,  fi- 
nancial mechanics  who  honed  theii'  skills 
bujing  S&L  assets  are  rtinning  out  of 


domestic  product;  Asia  represents  a 
gi-eener  pastm-e. 

But  now  the  demand  for  Japanese 
assets  exceeds  supply.  Says  Andrew 
D.  Stone,  managing  director  of  Credit 
Suisse  Fil^st  Boston:  "The  pace  of  sales 
has  been  much  slower  than  everyone 
anticipated." 


Foreign  heavyweights 

are  lining  up,  but 
demand  for  Japanese 
assets  exceeds  supply 


It's  a  tricky  business.  Simply  estab- 
hshing  what  collateral  goes  with  which 
loan  can  be  a  matter  for  private  detec- 
tives, says  Richai'd  Mandel.  president 
of  the  commercial  gi"oup  at  real 
estate  brokers  Kennedy-Wil 
son    Inc.    "Loan  doeu 
ments,"  he  says,  "ai-e 
veiy  small — ^just  a 
few  pages." 


Even  when  technicalities  ai-e  in? 
out,  sellers  are  hard  to  find — M;< 
suspects  banks  have  gi'own  uneasy 
open  bidding  and  ai-e  tm-ning  to  pi 
sales.  And  good  buildings  ai-e  S' 
Stone,  for  example,  wants  propi 
but  has  only  been  able  to  buy  loar 
Indeed,  the  jiuy  is  out  on  wh( 
Japan  wants  lai'ge-scale  asset  ~ait 
don't  think  the  government  ha-  a 
ticulai'  concern  about  sales,"  say-  I 
Camegie-BrowTi,  managing  dirt-i  j 
J.  P.  Morgan  &  Co.  in  Tokj-o.  "I 
the  government  wants  the  bant 
start  lending  again." 

For  his  part,  Rodman  blanit- 
Japanese  biu'eaucracy  for  slowing  : 
Paiticulaiiy  galhng,  he  says,  is  tlia 
goveiTiment  has  set  up  entities 
loans  off  banks'  balance  sheets  1  i 
not  come  up  with  precise  mecha]i;.-! 
sell  loans.  "They  continue  to  fnv\ 
shells  to  hide  things  under,"  he  -a; 

But  Japan  is  where  the  actioii  i> 
ly  to  be.  Low  mterest  rates  makt-  ! 
age  cheap,  and  the  lack  of  a  pi-  i 
glut  makes  a  reboimd  more  like:  .  , 
perceive  Japan  as  towai'd  the  li' 
of  the  real  estate  cycle,"  says  S 
"We  can't  necessaiily  make  tha: 
ment  in  non-Japan  Asian  cour.-; 
U.  S.  investoi-s,  aifter  all,  have  se- :. 
before  dming  the  s&L  days — ti..  ; 
erty  plimge  and  the  eventual 
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|>SIA  

DNOW, 
EPAIN 

Yeltsin  meet  IMF  terms 
I  le  curbing  the  backlash? 

t  iris  Yeltsin  didn't  have  much 
:hoice.  With  Russia  on  tlie  brink 
if  default  on  $41.3  billion  in  short- 
government  debt  and  the  ruble 
lusly  close  to  devaluation,  he  or- 
1  his  special  envoy,  Anatoly 
ais,  to  negotiate  round  the  clock 
■essaiy  to  cai-\'e  out  a  $10  bOlion  to 
lillion  bailout  deal  with  the  Inter- 
nal MonetaiT  Fund.  As  the  talks 
red  on,  U.  S.  officials  working  be- 
the  scenes  calculated  that  Russia 
n  such  bad  shape  even  $15  billion 
In't  stave  off  disaster.  By  July  13, 
■ais  and  the  IMF  had  cooked  up  a 
rsweet  deal:  $22.6  billion  in  ex- 
je  for  painful  austerity. 
Itsin  was  relieved  to  get  his  money, 
\ow  he  has  to  pay  the  price.  His 
mment  has  no  choice  but  to  start 
ing  the  serious  stnactui'al  problems 
I  Russia — fi'om  a  leaky  tax  system 
e  thousands  of  enterprises  barely 
ving  on  barter.  At  the  same  time, 
ia  will  have  to  slash  its  budget  gap 
•estractui-e  its  debt,  forcing  compa- 
to  pay  theu-  bills  or  go  bankiiipt 
2).  All  this  must  take  place  just  as 
ountiy  is  heading  into  a  new  elec- 
5eason.  The  Duma,  the  lower  house 
u-hament,  is  up  for  reelection  in 
mber,  1999,  while  presidential  elec- 
i  will  take  place  in  June,  2000. 
in's  gamble  is  that  his  government, 
iince  April  by  35-year-old  Prime 
ster  Sergei  Kiriyenko,  can  imple- 
:  painful  reforms  quickly  so  the 
ceback  will  start  by  election  time. 
D  OF  WAITING.  There's  little  doubt 
the  next  year  will  be  bleak.  Coal 
rs  and  defense  workers  ai-e  ah'eady 
jsting  over  unpaid  wages.  Outside 
ning  Moscow,  people  are  tired  of 
ing  for  the  benefits  of  reform  to 
le  dowTi  to  them.  Meanwhile,  con- 
3r  demand,  which  drove  last  year's 
'  growth  in  gross  domestic  product 
r  a  five-year  decline,  is  likely  to 
nk  this  year  as  the  government 
les  thi'ough  a  5%  sales  tax.  Planned 
in  Russia's  35%  corporate-profits 
won't  take  effect  until  next  year, 
the  government  is  cracking  down 
ax  collection  now.  Interest  rates — 
at  80%^ — are  unlikely  to  decline  to 
Is  sufficient  to  reigrute  investment 
1  sometime  next  year, 
iriyenko  is  putting  the  squeeze  on 


Russian  companies  and  citizens  alike. 
One  target  is  Gazprom,  which  the  gov- 
ernment says  owes  $2  billion  in  back 
taxes.  In  early  July,  tax  authorities 
seized  summer  homes  and  a  fleet  of 
luxury  cars  owned  by  the  company. 
Now  Gazprom  plans  to  sell  assets  to 
raise  money  to  pay  back  taxes,  and  it 
is  cracking  down  on  its  own  debtors, 
cutting  off  supphes  to  electrical  utihties 
that  don't  pay.  If  utilities  require  pay- 
ment from  their  own  customers,  the 
pressure  could  trigger  an  industrial 
shakeout.  Companies  that  have  sur- 
vived on  barter  mav  have  to  change 


TIGHTER  PURSES:  A  new  3% 

sales  tax  is  likely  to  slow 
consumer  spending 

—or   go   out   of  business. 

The  liquidity  ciiinch  is  al- 
ready hurting  Russia's  1,600 
banks.  Their  portfolios  have 
been  demolished  by  a  recent 
decline  in  GKO.  or  Ti'easuiy  bill, 
prices.  Many  banks  were 
forced  to  sell  at  a  loss  to  raise 
funds.  Now,  the  government  is 
planning  to  cancel  weekly  CKO 
auctions  and  issue  longer-teiTn, 
dollar-denominated  bonds  in- 
stead. That  change  will  wipe 
out  what  had  been  a  key 
source  of  banl^s'  profits. 

Perhaps  most  important  po- 
litically, Yeltsin's  austerity  is 
sm-e  to  put  a  hole  in  Russians' 
pocketbooks.  On  top  of  its 
planned  sales  tax,  the  govern- 
ment wants  to  raise  income- 
tax  rates  for  the  bulk  of  the 
pupulation  fi'om  12%  to  20%. 
And  earnings  from  second 
jobs  and  interest  income  will 
he  subject  to  a  20%  tax.  The 
Communist-dominated  Duma 
objects  to  some  of  these  pro- 
,        liosals,     but     Yeltsin  has 
^j||Stt  promised  to  implement  by  de- 
RMHHH  cree  key  measures  he  can't 
push  through  the  parliament. 

By  securing  the  IMF  bailout,  Yeltsin 
has  won  some  breathing  room.  The 
Russian  President  will  have  to  rally 
support  for  Kiriyenko  as  he  puts  into 
action  measui'es  far  more  drastic  than 
Yeltsin  dreamed  would  be  necessaiy  so 
fai'  into  his  presidency.  If  Kiiiyenko  suc- 
ceeds, Yeltsin  may  have  the  chance  to 
hand  over  the  reins  to  a  new,  reform- 
minded  President  in  2000.  But  much 
will  depend  on  how  the  Russians  react 
to  the  painful  medicine  they  are  about 
to  swallow. 

By  Patricia  Kranz  in  Moscow 


YELTSIN'S  DAY  OF  RECKONING 


I    WHAT  THE  GOVERNMENT  MUST  DO  | 

1              ECONOMIC  IMPACT  1 

►  Keep  rates  high  enough  to  sup- 
port ruble  while  converting  short-term 
ruble  debt  to  longer-term  dollar  debt 

►  Prolong  the  drought  in  corporate 
borrowing  and  delay  economic 
growth  until  late  1999  or  2000 

►  impose  a  5%  sales  tax,  while  sim- 
plifying tax  system  and  cracking 
down  on  evaders 

►  Squeeze  consumer  spending, 
which  had  rebounded  in  1997,  hurt- 
ing retail  and  service  businesses 

►  Force  cash-starved  companies  to 
pay  utility  bills  and  taxes  or  face 
bankruptcy 

►  Trigger  a  shakeout  among  enter- 
prises surviving  on  barter;  could  push 
unemployment  to  20%  by  2000 

►  Cut  budget  deficit  from  5.6%  to 
2.8%  of  GDP  by  next  year 

►  Could  spark  backlash  from  miners 
and  others  who  favor  higher  spending 

DATA;  BUSINESS  WEEK 
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CHINA  

GOLD  FEET  ON 
REFORM? 

China  shifts  to  quick  fixes 
in  a  bid  to  preserve  stability 

Chinese  microwave  manufacturer 
Amproluck  Electrics  Co.  was  keen 
on  gaining  mai'ket  shai-e,  so  earlier 
this  year  it  slashed  prices  by  a  third 
and  jumped  into  China's  vicious  price 
war  for  electronic  appliances.  But  to- 
day Amproluck  is  a  casualty  of  that 
war:  It  is  now  bankinpt.  Not  long  ago 
Beijing  officials  might  have  applauded 
such  a  battle,  but  now',  they  fear  price 
slashing  will  drive  more  and  more  man- 
ufactui'ers  out  of  business.  So  some  of- 
ficials ai'e  calling  for  a  ban  on  steep  dis- 
counting. While  they  want  to  halt 
bankruptcies,  they  also  want  to  stem 
deflationaiy  pressui'e  that  may  force  a 
devaluation  of  the  cuirency. 

Such  is  the  mood  in  Beijing  these 
days.  With  the  Asian  crisis  hitting  Chi- 
na much  harder  than  fii-st  anticipated, 
Beijing's  leaders  are  finding  their  her- 
alded economic  reform  plans  running 
smack  into  the  reality  of  a  slowing  econ- 
omy. Just  a  few  months  ago,  reforms 
such  as  privatization  of  housing  and 
state-run  factories  were  proceeding. 
Now,  with  declining  foreign  mvestment, 
sagging  export  gTowth,  and  tepid  con- 
sumer demand  at  home,  momentum  for 
refoiTn  is  slowing  as  leaders  instead  put 
a  premium  on  maintaining  stability. 

The  souring  outlook,  especially  for 
exports,  is  contributing  to  the  pressure 
on  China  to  devalue  the  \aian,  which  it 
has  steadfastly  pledged  not  to  do  in  or- 
der to  help  keep  the  rest  of  Asia  stable. 
Instead  the  Chinese  are  "tning  eveiy 
conceivable  microeconomic  measui'e  be- 
fore biting  the  bullet  and  devaluing." 
says  Enzio  von  Pfeil,  chief  economist 
for  Clarion  Securities  in  H(ing  Kong. 

Some  officials  now  ■mhbhbmhi 
want  to  slow  down  Pi'e- 
mier  Zhu  Rongji's  pri- 
vatization plans,  fearing 
mass  unemployment 
and  um-est.  They  want 
Beijing's  debt-ridden 
banks  to  prop  up  ailing 
industries  and  pump 
money  into  shaky  infi'a- 
structure  programs. 
"The  statements  of  top 
leaders  certainly  sug- 
gest that  there  has 
been  a  shift  in  atti- 
tude," says  Yukon 
Huang,   head   of  the 


Worid 

Bank  office 
in  Beijing.  For 
reformist  lead- 
ers  like  Zhu, 
the  shifting 
winds  could  re- 
sult in  a  dan- 
gerous loss  of 
poUtical  support  that  could 
lessen  their  ardor  for 
painful  economic  refoims. 

Chinese  officials  had 
hoped  it  could  with- 
stand the  worst  of  the 
Asian  economic  fallout 
and     continue  with 
gi-owlh  led  by  exports 
and  foreign  investment. 
That,  it's  now  clear,  will 
be  impossible.  Econom- 
ic gi-owth,  initially  fore- 
cast at  8%,  is  likely  to 
be  closer  to  6%  this  yeai- 
as  foreign  investment  has 
tumbled.  In  the  fu'st  six 
months,   exports  have 
gi'own  at  a  mediocre 
7.6%,  a  thu'd  of  last 
year's  rate.  Most  ~' 
drastic  has  been 
the  slowdown  in  ex- 
ports to  the  rest  of  the  region — by  30% 
to  South  Korea  and  12.9%  to  Southeast 
Asia.  Meanwiiile,  prices  fell  3%  in  June, 
continuing  a  nine-month  shde. 

To  bolster  hard-hit  export  sectors, 
the  Chinese  ai'e  tning  remedies  such  as 
tariff  breaks  for  capital-goods  imports, 
export  rebates,  easier  export  hcensing, 
and  ex])anded  access  to  crerlit.  Beijing  is 


Beijing's  Remedies 


THE  PROBLEMS 


THE  COUNTERMEASURES 


GDP  growth  to  be  just  6%,  lower 
than  the  8%  target  critical  to  creat- 
ing new  jobs  and  staving  off  unrest 

Export  growth  is  slowing,  from 
21%  last  year  to  7.6%  in  the  first 
half  of  this  year 

Deflation  and  low  consumer 
demand  are  putting  pressure  on 
industry 


Stimulus  measures,  including 
$250  billion  government  invest- 
ment in  infrastructure  projects 

Increased  export  rebates, 
more  loans  for  export  credits, 
easier  export  licensing 

Calls  to  halt  retail  discounting  to 
keep  up  prices  and  deter  cutthroat 
competition 


DATA:  BUSINESS  WEEK 
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money 
cover  t 
subsidies,  but 
prices  faUing, 
tie  inflation 
be  a  good  t 
Beijing  has 
accelerated 
to  stimulate  the  econ 
through  massive  infrast 
ture  investment,  pos; 
as  m.uch  as  $250  billion  I. 
year.  Analysts  fear.  1« 
ever,  that  efforts  t 
tain  exports  and 
frastructure  may  i 
wrong  use  of  scai 
souix-es  and  will  all(:i\ 
industries  to 
reforms. 

CONFUSED  SIGNALS.  ' ) 

the  only  reforms  sij;;; 
on  track  is  the  massr.  t.ii 
reaucratic  resti-uctming  02 
will  see  Beijing  lay  ol : 
estimated  fom'  million  t 
pie  over  the  next  few  y 
But  even  that  is  provin 
obstacle.  With  bui-eau( 
reeling  under  a  whoL 
reorganization,  there's 
time  or  impetus  for  economic  refo 
"If  the  signals  [on  reform]  becomi 
confused,  the  entei-prises  and  banks 
start  to  think  it's  back  to  busines 
usual,"  says  Huang. 

Of  course  investment,  even  if  p 
placed,  will  still  stimulate  the  ecorF 
to  some  degi'ee.  And  given  China's 
sive  infi-astiaictm"e  needs,  much  in 
■■■■■■■■■^H  ment  could  ultim 
prove  productive.  J 
for  now,  at  least.t! 
Asian  crisis  seems  ii ' 
throwing  China's  ji 
off  course.  The  E 
Beijing's  leaders  p; 
hope  for  is  that  * 
measures  here  p 
there  can  help  stavK 
a  devaluation  and^ 
before  too  long,  refx 
can  get  back  on  tr.^ 
By  Dexter  Robe7^ 
Beijing,  with 
Barnathan  in 
Kong 
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)NG  KONG:  THE  AIRPORT  DEBACLE 
AY  PLAY  INTO  BEIJING'S  HANDS 


e  nightmarish  debut  of  Hong  Kong's  $20  billion  Chek 
ap  Kok  airport  has  been  one  big  public-relations  deba- 
e.  Tales  of  lost  baggage,  computer  bugs,  and  decaying 
have  made  the  former  British  colony  the  laughing 
of  Asia.  For  shipping  magnate  and  Hong  Kong  Chief 
itive  Tung  Chee-hwa,  the  affair  is  raising  a  political 
1  that  may  linger  long  after  the  last  crate  of  bad  fish  is 
d  away. 

ig*?  flawed  crisis  management  has  allowed  his  critics  to 
the  political  attack.  With  popularly  elected  members  of 
Kong's  Legislative  Council  leading  the  charge,  they 
jmanding  a  full  inquiry  into  the  air- 
lasco.  Academics,  business  leaders, 
ro-Beijing  pohticians  are  joining  the 
y  and  insisting  that  Tung  must 
;e  the  way  he  runs  Hong  Kong, 
e  attacks  are  an  acute  embarrass- 
to  the  politically  inept  Tung,  who 
hunned  the  spotlight  since  the  air- 
.  chaotic  debut.  Tung's  withdraw- 
wever,  has  left  the  hitherto  highly 
icted  civil  service,  led  by  Anson 
,  exposed  to  damage  from  the  leg- 
rs.  "[The  civil  servants]  are  not  ac- 
able  to  anyone,"  gripes  fii-ebrand  politician  Emily  Lau. 
ETED  MANDARINS.  A  legacy  of  British  inle,  the  city's 
of  180,000  bureaucrats  underpins  Hong  Kong's  special 
!  in  its  "one  countiy,  two  systems"  deal  with  Beijing.  As 
ssional  civil  servants  rather  than  political  appointees, 
are  supposedly  less  susceptible  to  heavy-handed  pressm-e 
Beijing.  They  are  paid  liigh  salaiies,  housing  allowances, 
)ensions  to  make  them  incoiTuptible,  unlike  their  col- 
es in  such  places  as  Indonesia  or  China  itself, 
ng  Kong's  cosseted  mandarins  attract  envy  that  makes 
a  choice  political  target.  Critics  contend  that  bm-eaucrats 
■  to  please  Beijing  mshed  to  open  the  aiiport — before  its 
licated  svstems  had  been  fullv  tested — to  coincide  with 


SNAFU:  Did  civil  servants  bungle 


a  visit  by  Chinese  President  Jiang  Zemin  in  July.  They  re- 
ceived further  ammunition  on  July  14,  when  corruption 
busters  an-ested  a  dozen  people  and  charged  them  wdth  graft 
in  an  airport-related  project. 

Also  damaging  to  the  biu-eaucrats  has  been  an  almost  bib- 
lical series  of  plagues  that  has  stnick  Hong  Kong  since  it  re- 
turned to  Chinese  nile  last  yeai-.  Fii-st  came  a  deadly  strain  of 
bird  flu,  then  a  calamitous  wave  of  water  pollution.  Poor 
handling  of  those  crises  has  shaken  public  confidence  in  the 
city's  governing  elite.  "We  are  seeing  the  weaknesses  of  the 
civil  servants  exposed,"  says  political  scientist  Joseph  Y.  S. 

T  Cheng  at  City  University  of  Hong  Kong. 
Except  for  extraordinary  misconduct, 
the  bui-eaucrats  can't  be  fii-ed.  But  de- 
spite all  the  mistakes,  no  senior  civil  ser- 
vant has  been  disciplined  either.  That 
angers  Hong  Kong  voters,  who  are  suf- 
fering as  the  once  buoyant  local  economy 
crashes,  doubling  unemployment  rates 
and  halving  real  estate  prices. 

Voters  already  punished  Timg  in  May 
Legislative  Council  elections  by  awaixling 
most  seats  open  to  universal  suffrage  to 
his  prodemocracy  opponents.  Now,  with 
another  election  looming  in  2000,  legislators  from  both  major 
camps  will  tiy  to  score  easy  points  by  attacking  the  civil  ser- 
vice. The  pro-Cliina  gi'oup  paints  the  civil  service  as  an  over- 
hang of  British  rule,  while  the  prodemocracy  crowd  sees 
them  as  autocratic. 

It's  a  dangerous  game,  particularly  for  the  democrats. 
With  Ms  troubles  mounting,  Timg  may  soon  need  to  show  Bei- 
jing that  its  opponents  aren't  gaining  overwhelming  popular- 
ity in  Hong  Kong.  He  may  now  drop  his  carefully  cultivated 
veneer  of  impartiality  and  move  openly  into  the  pro-China 
camp.  If  he  joins  the  attacks  on  the  civil  sei-vants  to  improve 
his  standing,  the  city  will  slip  fuither  under  Beijing's  control. 

By  Bruce  Einhorn  in  Hong  Kong 


GLOBAL  WRAPUP 


STER  CRISIS  MAY  AID  PEACE 

iolent  confrontations  between 
ngemen  and  security  forces  at 
tadown.  Northern  Ireland,  could 
ance  the  peace  process.  The  ugly 
idoff  has  split  Protestant  fraternal 
anizations  badly.  Any  weakening 
he  Orangemen,  the  spine  of  peace- 
:lement  opposition,  is  a  plus  for 
tish  Prime  Minister  Tony  Blair, 
)  has  backed  a  ban  on  provocative 
testant  parades. 

jfforts  to  defuse  the  crisis  have  ce- 
lled a  close  working  relationship  of 


Ulster's  Fii'st  Minister  David  Trimble, 
chief  of  the  Ulster  Unionists  and  an  Or- 
angeman, and  his  Deputy,  Seamus  Mal- 
lon,  leader  of  the  mostly  Catholic  Social 
Democratic  &  Labour  Party.  Theii-  col- 
laboration is  a  key  to  j^eace  efforts. 

U.S.  SPOOKS  EXPOSED 

►  For  years,  U.  S.  spending  on  intelli- 
gence has  been  one  of  the  nation's 
best-kept  secrets.  Forced  by  a  lawsuit 
to  reveal  the  $26.6  billion  total  budget 
last  year,  the  Central  Intelligence 
Agency  may  try  to  put  it  back  under 
wraps.  But  Washington's  Brookings 


Institute  may  thwart  that  effort  with 
a  new  book.  Atomic  Audit. 

The  volume  gi-abbed  headUnes  with 
estimates  that  the  U.  S.  has  spent  $5.5 
trilhon  on  nuclear-weapons  programs. 
Less  noticed  was  its  road  map  through 
spy  budgets.  Deductive  math  applied  to 
unclassified  Pentagon  documents  shows 
that  the  National  Seciuity  Agency  and 
the  Defense  InteUigence  Agency  to- 
gether spent  $4.4  billion  on  espionage 
reseai'ch  and  operations.  A  .$:3  billion 
CIA  spy  budget,  says  Brookings,  is 
tucked  away  in  a  bland  Air  Force  bud- 
get hne  called  "Selected  Activities." 
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THEY  ARE  SURROUNDED  BY  BANANA  PEEL^ 


The  way  they  do  business  is  changing. 


Their  product  line  is  changing. 


Their  customers  are  changing. 


Their  Qpnipetitors  are  changing. 


Ey^p  th^SQmpanys  name  i^ 


BUT  NO  ONE  IS  SLIPPING. 


PeopleSoft  enterprise  software. 


We  work  in  your  world.' 


The  Corporation 


STRATEGIES 


SCHLUMBERGER 
DIGS  DEEPER 

Will  a  pricey  bid  help  the  oil-field  giant  keep  its  lead? 


For  more  than  50  years,  Schlum- 
berger  Inc.  has  been  a  giant  of  the 
oil  patch.  Back  in  the  1920s,  the 
New  York-based  company  created 
the  oil-services  industry  when  it  used 
electrical  resistance  to  detect  oil  deep 
undergi'ound.  And  for  decades  after,  it 
spent  millions  to  ensure  that  it  was  the 
first  to  introduce  any 
new  technology. 

So  with  consolidation 
rapidly  cutting  the  num- 
ber of  rivals  even  as  an 
offshore  drilling  boom 
has  Big  Oil  soaking  up 
more  seivices  than  ever, 
you'd  think  Schlum- 
berger  would  be  enjoy- 
ing heady  days.  But  it's 
not.  Instead,  the  $11  bil- 
lion company  is  facing 
its  toughest  competitive 
situation  in  years:  Not 
only  is  it  falling  behiml 
nimbler  competitors 
more  willing  to  fomn  al- 
liances to  expand  across 
the  globe,  but  customers 
and  former  executives 
say  it  is  also  losing  its 
once  imdisputed  techno- 
logical lead.  Though  the 
company's  suiiJiise  $3.4 
billion  deal  for  Cameo 
International  Inc.  on 
June  19 — its  lai'gest  buy 
in  14  years — will  help, 
Schlimiberger  still  has  a 
tough  road  ahead.  "[It] 
is  in  a  dogfight  here  to 
maintain  superiority,"  says  Standard  & 
Poor's  analyst  Nonnan  Rosenberg. 
SMART  WELLS.  Indeed,  though  it  re- 
mains a  critical  oil-field  supplier  and  a 
fierce  competitor,  Schlumberger  risks 
becoming  just  one  of  the  pack.  When 
Dallas-based  rival  Halliburton  Co.  com- 
pletes its  acquisition  of  Dresser  Indus- 
tries Inc.  in  September,  it  will  eclipse 
Schlumberger  to  become,  with  $17  bil- 
lion in  sales,  the  largest  services  com- 
pany. Houston-based  Baker  Hughes  Inc., 


long  a  distant  third,  is  grovving  too.  "It 
used  to  be  we  had  a  philosophy  to  give 
Sclilumberger  the  real  tough  jobs,"  says 
Chevron  USA  Production  Co.  Vice-Pres- 
ident Bmce  W.  Reynolds.  "Right  now, 
we  could  go  to  any  of  those  companies." 

Schlumberger  declined  to  speak  to 
BUSINESS  WEEK  on  the  record  for  this 


13%,  to  $1.6  billion  this  yeai;  from  a  % 
gain  last  yeai-,  estimates  Fii-st  Call  C-p 

More  wonying,  customers  and  fore 
executives  say,  is  that  Schlumbergt  < 
losing  its  pivotal  technology  edge.  \i 
look  at  service,  technology,  safety,  v 
price,"  says  Lavele  L.  Frantz,  Phi  i 
Petroleum  Co.'s  vice-pi-esident  for  <y 
ling,  production,  and  technology,  "l  ;; 
just  have  not  been  the  winners  of  tl.- 
competitive  bid  situations." 

One  area  that's  particularly  crit 
the  ability  to  build  so-called  smait  wl- 
which  can  be  monitored  and  contrr; 
remotely.  Oil  companies  have  bej^im 
install  these  high-tech  wells,  which  ; 
expected  to  become  the  nonn.  Aire' 
rival  Halliburton  has  sold  13  to  An 
Coip.  But  customers  and  investoi's  ; 
Schlumberger  doesn't  have  the  teclii : 
gy  to  build  them.  "There's  no 
when  you  look  at  its  suite  of  proch  . 


EUAN  BAIRD'S 
CHALLENGES 


Schlumberger's  CE 
is  making  change 
and  facing  risks 

CULTURE  Forcing  j 
highly  autonomous 
divisions  to  collabo 
rate  is  the  biggest 
culture  shift  in  the 
con-ipany's  50-year 
history 

ACQUISITION 

Having  twice  fum- 
bled big  acquisi- 
tions, Schlumberge 
must  make  its  $3 
billion  Cameo  deal 
fit  into  its  new  worl 

MANUFACTURING 

Growing  competitic 
from  newly  enlarge 
rivals  has  Schlum- 
berger returning  to 
manufacturing  oi 
field  gear 


story,  but  a  top-level  executive  did  re- 
spond to  written  questions  on  the  condi- 
tion that  his  name  not  be  used.  He  de- 
nies Schlumberger  is  falling  beliind.  "We 
have  nothing  to  feel  bad  about,"  he  says. 

Perhaps,  but  bigger  rivals  are  only 
the  beginning  of  Schlumberger's  prob- 
lems. After  a  four-yeai-  oil-semces  boom, 
analysts  now  predict  that  the  big  oil  com- 
panies will  chop  exploration  and  produc- 
tion budgets  15%  next  year.  That  could 
slow  Schlvimberger's  earnings  growth  to 


they  were  lacidng,"  says  Ken  Miller,  x- 
ecutive  vice-president  of  Cambridge  r 
vestments  Ltd.,  an  energy  hedge  fui . 

Worse,  the  smart  wells  pose  a  dai'.t 
ing  challenge  to  Schlumberger's  olc^t 
and  most  profitable  oil-field  divisn 
Wu-eline  &  Testing.  The  unit  ch'ops  ef 
trical  sensors  into  wells  to  mcas  ' 
jiressures,  temj^eratiu'e,  and  volume.  ^ 
day,  Schlumberger  controls  65%'  of  'i« 
$4  billion  market  for  wirelines;  the  Ail 
accounted  for  roughly  30%  of  the  i  ti 
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s  billion  in  1997  pi-otits.  But 
;  wells  are  now  able  to  perform 
tasks  as  well  as  wirelines, 
e  Schlumberger  executive  denies 
ompany  is  lagging.  Asked  about 
wells  iind  other  new  developments, 
ed  tools  such  as  magnetic-resonance 
rs,  which  Schlumberger  has  spent 
ars  developing.  It  is  "way  ahead  of 
)mpetition  technically,"  he  says. 
NG  STOCK.  Yet  the  stiffer  compe- 
ls cleai'ly  forcing  Schlumberger, 
I  had  long  preferred  to  solve  its 
rch  and  development  challenges 
lally,  to  look  outside  for  help.  An- 
;  say  that's  why  it  has  turned  to 
0 — which  specializes  in  a  new  class 
lis  needed  to  complete  smart  wells, 
r  the  bid  makes  strategic  sense,  it 
late  in  the  industry  consolidation, 
ts  high  price  tag  spuired  a  sell-off 
■lank  Schlumberger's  stock  to  65X 
ly  13 — its  low  for  the  year, 
reover,  if  the  Cameo  deal  solves 
roblem,  it  could  easily  open  others, 
starters,  Schlumberger  has  had  a 
track  record  managing  big  acquisi- 
and  it  has  tended  to  buy  at  the 
of  its  cycle.  Cameo  also  marks  a 
n  to  heavy  manufacturing,  hardly 
imberger's  forte.  Its  sole  other 
facturing  unit — Measurement  & 
ms,  which  makes  electrical  and  gas 
rs — has  long  underperfoi'med. 
ist  seriously,  says  Steven  Mele,  a 
ir  Schlumlberger  executive  now 
Standard  Chartered  Bank,  a  key 
.•anization  that  ceo  Euan  Baird 
hed  early  this  year  may  distract 
impany  as  it  absorbs  Cameo.  With 
jderation  of  highly  autonomous 
let  and  service  companies,  Schlum- 
ir  has  proved  ill-equipped  to  meet 
mers'  increasing  demand  that  sup- 
act  as  general  contractors.  Rather 
simply  selling  standardized  equip- 
needed  for  a  given  task,  the  oil 
anies  want  Schlumberger  and  its 
!  to  provide  a  customized  bundle 
oducts  and  services  for  each  pro- 
Baird  has  announced  a  series  of 
;es — including  retraining  65,000  em- 
es — intended  to  instill  a  more  co- 
itive  culture. 

■spite  Baird's  many  challenges,  in- 
irs  are  hardly  wi'iting  off  the  com- 

It  continues  to  boast  operating 
ins  of  17% — the  best  in  oil  ser- 
.  And  even  after  the  recent  stock 
t  enjoys  a  price  to  eaiTiings  ratio  of 
)0%  liigher  than  the  industry  aver- 

"I  wouldn't  bet  against  Schlum- 
ir,"  says  Zia  Mian,  vice-president 
senior  energy  analyst  at  Northern 
-  Co.,  which  manages  funds  holding 
imberger  stock.  Still,  as  it  stmggles 
laintain  its  traditional  lead,  it's 
imberger's  tm*n  to  play  catch-up. 

By  Gary  McWilliams  in  Hoiiston 


MAKING  SEISMIC  WAVES 
IN  THE  OIL  FIELD 


PGS 


In  1991,  Reidar  Michaelsen,  ceo  of 
Petroleum  Geo-Services,  set  about 
building  a  world-class  oil-services 
company  from  scratch.  With  the  help 
of  two  former  top  executives  at 
Schlumberger,  the  Norwegian  ven- 
ture capitalist  launched  an  Oslo- 
based  firm  that  would  speciahze  in 
searching  for  buried  oil  fields 
beneath  the  world's  oceans. 

Today,  Peti-oleum  Geo  is  not  only 
the  fastest-growing  company  in  the 
hot  market  for  oil- 
field production  ser- 
vices but  it  also  has 
become  a  major  ri- 
val to  Schlumberger 
in  one  of  that  com- 
pany's most  impor- 
tant markets.  As 
major  discoveries  in 
the  Gulf  of  Mexico, 
off  the  coast  of  Africa,  and  elsewhere 
have  driven  demand  for  offshore 
seismic  seai'ches,  the  upstart  compa- 
ny has  nabbed  26%  plus  of  the  now 
$2  billion  market — virtually  equal  to 
Schlumberger's  28%..  And  the  best 
may  be  yet  to  come:  With  the  intro- 
duction of  four-dimensional  seismic 
data  gathering  next  year,  Michaelsen 
says:  "We're  four  years  ahead  of  the 
others." 

CAUGHT  NAPPING.  It's  not  a  boast  to 
be  taken  lightly.  "Eveiything  they've 
said  they  would  accomplish,  they 
have,"  says  Kurt  Hallead,  portfolio 
analyst  at  energy  hedge  fund  Cam- 
biidge  Investments  Ltd.  A  $1,000  in- 
vestment in  the  company's  U.  S.  pub- 
lic offering  five  years  ago  is  today 
worth  $19,500.  Prudential  Secui-ities 
analyst  Jef&'ey  R.  Freedman  expects 
operating  profits  to  soar  69%-  this 
year,  to  $206  million  from  $122  mil- 
lion in  1997.  Sales  should  rise  78%,  to 
$920  million,  after 
recent  acquisitions. 

Petroleum  Geo 
succeeds  by  push- 
ing technology  to 
the  limit.  It  was 
the  first  to  outfit  its 
vessels  with  on- 
board supercomput- 
ers. And  its  innova- 
tive, triangTilar- 
shaped  ships  can 
operate  in  rougher 
Vifeather  and  sui-vey 
as  much  as  twice 


PGS  equips 
its  triangular 
vessels 
with  super- 
computers 


PGS'S  GROWTH  SPURT 


OPERATING  PROFITS 
$57  MILLION 


'95  '96  '97 
A  BILLIONS  OF  DOLLARS 


DATA:  COMPANY  REPORTS,  PRUDENTIAL  SECURITIES  INC. 


the  ai"ea  covered  by  more  conven- 
tional vessels.  Together,  the  moves 
have  cut  in  half  the  time  it  takes  to 
sui'vey  a  parcel  of  the  ocean  floor. 

Petroleum  Geo  also  pioneered  tow- 
ing multiple  recoi'ding  devices  to  in- 
crease the  data  in  each  seismic  snap- 
shot. Its  ships  drag  up  to  12 
listening  devices  to  capture  echoes  of 
sound  waves  sent  to  the  ocean  floor 
in  search  of  oil.  Rivals  use  only  six 
to  eight  such  devices.  "In  the  seismic 
VTKTNP  market,  pgs  caught 

HjArLUKHiK  ping,"  says  Hallead. 

Now  Michaelsen 
is  diving  into  a 
whole  new  business: 
managing  oil-well 
production  for  such 
companies  as  British 
Petroleum  Co.  and 
Conoco  Inc.  Combining  its  seismic 
know-how  with  pi'oduction  services, 
Petroleum  Geo  can  significantly  boost 
oil  extraction  by  monitoiing  flows 
and  manipulating  slow  pumps.  In 
many  cases,  the  company  gets  a  cut 
of  the  additional  oil  they  can  coax 
above  the  expected  production. 

That's  why  Michaelsen  paid  $890 
million  in  May  to  expand  this  busi- 
ness by  buying  Atlantic  Power 
Group,  a  specialist  in  production 
services.  But  despite  the  potential 
payoffs,  the  deal  has  big  risks.  It 
brings  Petroleum  Geo's  debt  up  to 
par  with  equity  and  leaves  little 
room  for  any  possible  slowdown 
in  deepwater  drilling.  Neverthe- 
less, Michaelsen  insists  long-term, 
5-to-lO-year  contracts  mitigate  the 
risks. 

Competitors  are  trying  to  catch 
up,  but  co-founder  and  President 
Bjarte  Bruheim,  former  head  of 
Schlumbergei''s 
U.  S.  seismic 
drilling,  says  Petro- 
leum Geo  has 
something  no  one 
can  emulate:  its 
Viking  roots.  "Nor- 
wegians are  the 
world's  best  sea- 
men," he  says.  And 
for  oil,  the  sea  is 
the  place  to  be 
these  days. 
By  Gary  McWilliams, 
in  Hoicston 
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Legal  Affairs 


ANTITRUST 


JUSTICE'S  CARTEL 
CRACKDOWN 

It  has  25  grand  juries  looking  into  international  price-fixing 


It  sounds  like  the  plot  of  a  paper- 
back thriller.  Top  executives  from 
competing  companies  in  the  U.  S., 
Germany,  and  Japan  jet  around  the 
world  holding  clandestine  price-fixing 
meetings  at  glittering  world  capitals. 
Carving  up  the  world  market  in  a  key 
industi-ial  commodity,  they  agree  to  lim- 
it production  and  avoid  unnecessary 
competition.  Keeping  their  activities  se- 
cret, even  from  fellow  emi)loyees,  the 
execs  use  code  names  when  talking  to 
each  other  on  the  phone. 

Tliis  isn't  fiction,  though.  The  Justice 
Dejit.  chai'ges  that  leading  manufactiu'ers 
of  gi'apliite  electrodes,  an  important  com- 
ponent in  steel-mill  machinery,  followed 
tliis  sciipt  for  several  yeai"s.  After  a  mul- 
tiyear  investigation,  the  agency  joined 
Em'opean  authoiities  in  a  simultaneous 
i-aid  on  the  conspu'atoi-s'  facilities  in  three 
countries  in  June,  1997,  and  succeeded 
in  breaking  up  the  cartel.  In  Api-il, 
UCAR  International  Inc.  in  Dan- 
bury,  Conn.,  agreed  to  pay 
$110  million — the  largest  fijie 
in  antitrust  history — for  its 
role  in  the  conspu'acy.  Japan's 
Showa  Denko  K.  K. 


has  also  admitted  participating  in  the 
cartel,  and  Carbon/Graphite  Group  in 
Pittsburgh  was  granted  immunity  from 
prosecution  in  retiun  for  helping  the  Jus- 
tice probe.  At  least  five  other  manufac- 
turer's are  under  investigation  by  U.  S., 
Japanese,  and  Eiu'opean  Commission  an- 
titmst  authorities. 

The  case  is  just  the  latest  of  a  recent 
spate  of  big-time  global  price-fixing  pi'os- 
ecutions.  On  July  9,  Justice  launched  a 
criminal  suit  against  former  Archer 
Daniels  Midland  Co.  executives  Michael 
D.  Andreas,  Mark  E.  Wliitacre,  and  Ter- 
rance  S.  Wilson  in  the  highest-profile 


price-fixing  case  yet.  The  ADM  lawn 
may  be  getting  the  headlines,  but^ 
just  part  of  a  much  broader  crackdcn 
At  the  behest  of  the  Justice  Depi  ; 
record  25  gi'and  jmies  are  investiga  i 
international  price-fixing  in  indusl- 
as  diverse  as  vitamins,  glass,  and  ma 
equipment.  The  agency  is  also  pusl 
for  new  cooperation  agi'eement,-  ^ 
other'  countries,  boosting  the  numbti 
Federal  Bui'eau  of  Investigation 
investigating  suspect  companies, 
conducting  special  border  watches  ai 
at  catching  conspirators. 
U.S.  DAMAGE.  Driving  the  Justice 
paigii  is  a  conviction  that  intemati 
price-fixing  is  on  the  rise — and  hui 
the  U.  S.  economy.  Although  there's 
har'd  data  on  the  subject,  compla 
about  the  problem  have  been  increas 
according  to  the  agency.  Assistant  1 
Attor-ney  General  for-  Anti-trust  Joi-I 
Klein  believes  that  as  trade  bar'riei's  li 
companies  that  once  had  national  niai 
to  themselves  may  look  to  cross-lxi  '. 
cartels  to  fend  off  competitors  that  ; 
gr'abbrng  mar'ket  shai'e  and  forcing  d\ 
prices.  "We'r'e  looking  at  cartels  that 
doing  a  billion  dollar-s  in  business,"  I<!ii 
says.  "If  you  assume  that  they  arm 
flating  prices  by  15%  to  20%,  we're  1 
ing  at  hundreds  of  millions  of  del 
sucked  right  out  of  the  economy." 
The  new  wave  of  price-fixing 
not  be  igniting  inflation,  but  it  ii 
creasing  costs  in  discrete  r 
kets,  Klein  contends.  In 
ADM  case,  prosecutors 
the  U.  S.  price  for  lyi 
a  livestock-feed  addi 
doubled  in  the  fii'st  t 
months  of  the  conspi 
Frequently,  the 


Antitrust  chief  Klein  says  the  global  economy  pres^ 
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xe  composed  of  foreign  corn- 
's specifically  attempting  to 
prices  in  the  U.  S.  The  Jus- 
Dept.  recently  won  guilty 
fi-om  several  Japanese  com- 
!S  for  conspiring  to  raise 
5  of  fax  paper-  here  by  about 
(though  a  mistrial  was  de- 
1  in  a  case  against  another 
ifacturer  on  July  14th). 
spite  its  recent  successes, 
;e  can't  fight  price  cartels 
.  And  winning  cooperation 
other  countries  gets  compli- 
in  a  hurry.  Foreign  govem- 
3  have  long  tolerated  price- 
:  cartels,  believing  that  they 
ct  local  companies  and  main- 
■mployment  levels.  When  the 
asks  for  peiTnission  to  inter- 
witnesses  and  review  documents, 
irities  are  often  reluctant  to  help, 
national  cooperation  is  slowly  im- 
ng,  but  federal  antitnast  cops  are 
•ated.  "In  most  countries,  price-fix- 
i  not  a  crime,"  says  U.  S.  Deputy 
tant  Attorney  General  for  Antitrust 
R.  Spratling.  "It's  not  seen  as  very 
IS,  and  their  procedui'es  for  pm-su- 
are  more  restrictive." 
e  price-fixing  conspu'acies  that  Jus- 
las  prosecuted  take  a  wide  vari- 
if  forms,  says  Spratling. 
pirators  may  set  a  single 
Iwide  price,  or  one  corn- 
will  be  allowed  to  set  the 
;hat  others  must  follow  in 
irticular  region,  as  is  al- 

in  the  graphite-electrode 
Other  times,  executives 
imply  divide  up  the  map, 
:ing  whatever  they  want 
leir  assigned  countries 
lUt  fear  of  competition. 
IT  WORKS.  Cartel  leaders 
:op  sophisticated  mecha- 
i  to  police  the  agreement, 
;ting  internal  production 
•ds  from  each  company, 
jcutors  charge  that  in  a 
-acid  price-fixing  conspir- 
for  example,  cartel  mem- 
reviewed  the  sales  of  each 
)irator  at  the  end  of  each 

any  company  that  had 
more  than  its  allotted 
!  was  required  in  the  fol- 
g  year  to  buy  the  excess 
a  conspirator  that  had  not 
led  its  volume-allocation 


KEY  WITNESS:  Former  Archer  Daniels  Midland  exec 
Whitacre  after  his  arraignment  in  January 


and  Switzerland-based  F.  Hoffmann- 
La  Roche. 

While  the  primary  conspirators  are 
usually  Mgh-ranking  executives,  less-se- 
nior coqjorate  inteiTnediaiies  fi'equently 
fine-tune  the  agreements,  Oit  says.  In 
the  ADM  lysine  case,  for  example,  pros- 
ecutors charge  that  senior  executives 
attended  only  those  meetings  necessary 
to  solve  big  problems,  such  as  volume- 
allocation  issues,  while  regional  sales 
managers  of  competitor  companies  met 


TAKING  CONSPIRATORS  TO  COURT 

The  Justice  Dept.  is  going  after  global  price-fixing 
schemes,  which  chief  trustbuster  Joel  Klein  believes 
are  at  record  levels.  A  few  key  cases: 

FEED  ADDITIVES  The  price-fixing  trial  of  three 
Archer  Daniels  IVIidland  officials,  including  Executive 
Vice-President  Michael  Andreas,  began  on  July  9. 
Prosecutors  charge  that  ADM  execs  conspired  with 
four  Asian  companies  to  limit  production  and  allocate 
sales  of  lysine,  a  livestock-feed  additive. 

MARINE  SERVICES  Dutch,  Belgian,  and  U.S. 
companies  paid  more  than  $65  million  in  criminal 
fines  last  December  for  rigging  bids  for  marine 
services  in  the  North  Sea  and  Gulf  of  Mexico.  Under 
one  agreement  for  heavy-lift  barges,  conspirators 
agreed  to  divide  customers,  pool  revenues,  and 
split  profits — and  they  put  it  all  in  writing. 

GRAPHITE  ELECTRODES  Two  companies  have 
pleaded  guilty  to  fixing  prices  and  allocating  market 
shares  worldwide  for  graphite  electrodes,  used  in  steel 
minimills.  UCAR  International  paid  a  $110  million 
fine,  the  largest  in  antitrust  history.  A  judge  recently 
rejected  a  $29  million  fine  against  Showa  Denko  Car- 


to  work  out  details  on  prices  in 
local  markets. 

To  break  up  these  lucrative 
airangements.  Justice's  most  po- 
tent weapon  has  been  its  "lenien- 
cy" program,  which  provides 
amnesty  fi"om  ciiminal  chai'ges  to 
the  fir'st  conspu-ator  in  a  price-fix- 
ing case  to  'fess  up.  Since  the  pro- 
gTam  began  in  1993,  an  average  of 
one  company  a  month  in  a  wide 
variety  of  industries  has  come  for- 
ward. Amnesty  cases  have  led  to 
a  record  $210  million  in  fines  in 
the  fii-st  six  months  of  1998.  "This 
has  uncovered  cases  that  we  prob- 
ably would  never  have  learned 
about,"  says  Justice's  Dii-ector  for 
Criminal  Enforcement  for  An- 

  titnist,  John  T.  On-  Jr. 

One  such  case:  A  U.  S.  company 
tipped  off  Justice  to  bid-rigging  by  a 
joint  venture  it  owned  with  a  Dutch 
partner  In  December,  1997,  the  Nether- 
lands-based joint  venture,  HeereMac, 
paid  a  $49  million  fine  after  pleading 
guilty  to  rigging  prices  for  heavy-lift 
marine-construction  services.  Govern- 
ment documents  say  competitors  divid- 
ed contracts  for  projects  in  the  North 
Sea,  Gulf  of  Mexico,  and  the  Far  East. 
"STUNNING  DEVELOPMENT."  Slowly  but 
surely,  international  reluctance 
to  come  down  hard  on  price-fix- 
ing conspiracies  is  changing.  An- 
titrust authorities  in  Europe 
played  key  roles  in  both  the  ly- 
sine and  graphite-electrode 
price-fixing  investigations.  On 
May  27,  the  Japan  Fair  Ti-ade 
Commission  raided  the  offices 
of  foiu-  gTaphite-electrode  pro- 
ducer. "It's  tiiily  a  stimning  de- 
velopment," says  James  R. 
Loftis  III,  a  Washington  an- 
titiiist  attorney  with  the  fiiTn  of 
Collier,  Shannon  &  RiU.  "Histor- 
ically, Japanese  competition  au- 
thorities had  been  insulai-  about 
these  issues,  rebuffing  any  re- 
quests by  the  U.  S.  for  forced 
access  to  Japasnese  companies." 

Still,  huge  barriers  to  coop- 
eration remain.  But  if  Justice 
can  bring  some  of  its  current 
price-fixing  investigations  to 
fruition,  the  agency  believes  it 
can  make  a  strong  case  that  cai'- 
tels  ai'e  a  serious  global  prob- 
lem, especially  in  an  era  of  rising 


;t  in  the  preceding  year,     bo^^: A^J^:_^"jL°_^^_:^^P^"^^^i^°!"P^"yL^^_^°°J°y^:..    global  trade.  And  that  might 


1996,  five  companies  have 
led  guilty  in  citric-acid 
icutions,  including  ADM,  a 

subsidiary 
maceutical  giant  Bayer 


FAX  PAPER  Several  Japanese  paper  companies  have 
pleaded  guilty  to  conspiring  to  inflate  the  price  of  fax 

paper  sold  in  the  U.S.  .  .  ...  „   .,  ^, 

ot  German    Wasnmqton,  with  hmiiu  Ihoni- 
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well  force  othei-  coimtries  to  get 
on  the  U.S.  bandwagon. 

By  Susan  B.  Garland  in 


ton  in  Tokyo 


itives  with  more  opportunity-and  incentive-to  collude 
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Entertainment 


MUSIC 


CAN  RECORD  LABELS 
GET  BACK  THEIR  RHnHM? 

More  lean  years  lie  ahead,  but  execs  already  see  a  turnaround  in  the  distance 


Even  if  Elvis  came  back  or  Ginger 
rejoined  the  Spice  Girls,  it  would 
not  be  enough  to  fix  what  ails  the 
music  business.  Most  people  fin- 
ished replacing  their  vinyl  disks  with 
CDS  long  ago.  And  just  as  a  shakeout  in 
U.  S.  music  retailing  was  ending,  the 
troubles  in  Asia  started  dragging  down 
another  big  music-buying  market.  On 
July  16,  Time  Warner  Inc.'s  Warner  Mu- 
sic Group  reported  its  seventh  consecu- 
tive cjuaiter  of  year-over-year  profit  de- 
clines. The  news  isn't  expected  to  be 
much  better  when  Polygram  NV  releas- 
es its  results  on  .July  22.  "I  wouldn't 
really  bet  on  a  strong  recoveiy  in  the 
music  industry  in  the  medium  term," 
warns  music  analyst  Andre  Moons  at 
IN(;  Barings  in  Amsterdam. 

Yet  the  moguls  atop  the  six  compa- 
nies that  account  for  some  80%  of  the 
$30  billion  global  music  market  aren't 
singing  the  blues  just  yet.  Edgar  Bronf- 
man Jr  of  Seagram  Co.  is  so  enam- 
ored of  the  industiy  that  he  is  in 
the  midst  of  paying  .$10.4  billion 
for  Polygi'am,  combining  it  with 
his  Universal  Studios  Inc. 
music  business  to  form  the 
industry's  biggest  player. 
"SMARTENING  UP."  What 
Bronfman  and  fellow 
music  execs  are  bet- 
ting on  is  that  music 
sales  will  be  poised 
for  takeoff  within  a 
few  years,  i)ropelled 
by  nascent  digital  tech- 
nologies and  sales  via 
the  Internet.  Meanwliile, 
they  are  readying  them- 
selves for  a  rebound  by 
coming  to  giips  with  rising 
costs  and  slow  growth.  "I 
think  we're  all  smaitening  ui^ 

IS  THE  THRILL  GONE? 

Polygram,  B.B.  King's 
label,  most  likely  had 
a  mediocre  quarter 
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little  bit,"  says  Val  Azzoli,  co-chainnan 
and  co-chief  executive  of  Wamer's  At- 
lantic Group.  "It's  not  about  market  shai-e 
now,  it's  about  bottom-line  profits." 

It  won't  necessarily  mean  torrid 
growth.  Music  sales  ai'e  expected  to  grow 
a  compounded  5.6%  between  1996  and 
2001,  after  growing  at  a  10%  clip  the 
previous  five  yeai's,  according  to  Veronis, 
Suliler  &  Associates  Inc.  Wlien  demand 
was  at  its  liighest,  too  many  stores  were 


stocked  with  records  that  were  latei- 
tiUTied  imsold.  But  the  number  of  on  - 
in  the  U.  S.  cb'opped  almost  20%  bet\- 
1995  and  1997,  and  labels  ai'e  now  i  - 
cai'eful  about  how  many  copies  they  i 
"We  can  get  product  on  the  shelvt 
two  days,"  says  Strauss  Zelnick,  p  ^ 
dent  and  ceo  of  Bertelsmann's 
Entertainment  N  ■ 
America.  "Tliere's  ; 
ly  no  excuse  foi' 
sliipping  in  this  in ; 
l^jffllf^^^        tiy  any  more." 

Zelnick  also  reduced 
staff  by  15%  and  overhea  b 
20%  over  tlii'ee  yeai's,  wlule  rev  v 
increased  44%.  Meanwliile,  the  nut 
of  bands  being  signed  by  some 
majors  is  shrinking,  as  is  the  numb^  ci 
releases;  their  labels  released  clos  i' 
6,000  recordings  combined  in  1997,  ( 
from  about  6,500  in  1996.  Much  of  u:l 
decrease  is  coming  fi'om  Warner  [u- 
sic,  long  the  leader  in  U.S.  mg^e 
share.  Warner  Brothers  Red 
Inc.,  the  biggest  label  within! 
group,  is  paring  its  release:! 
15%  to  20%'  a  year,  says  C!.i' 
man  and  CE(.»  Russ  Thyi-et.  j 
One  expense  the  labels  V. 
yet  to  contain  is  the  amir 
they  lavish  on  signing  and  f 
moting  acts.  Tlie  cost  of  bikl  - 


band  has  doubled  in  a  few  years,  to 
ich  as  $2  million.  "Its  become  much 
expensive,  more  aggi'essive,  and 
difficult  to  reciniit  artists,"  says 
it.  When  Thomas  D.  Mottola,-  ceo  of 
Music  Entertainment  Inc.,  bid  on 
urrent  soundtrack  to  the  TV  show 
McBeal,  he  had  to  compete  with 
other  companies  thi'owing  all  kinds 
jney."  But  having  reported  record 
;s  with  such  hits  as  the  Titanic 
[track,  Mottola  is  loath  to  complain, 
•e  healthier  than  ever,"  he  says. 
iD  EYEBROWS.  Not  everyone  is. 
er  has  yet  to  recover  from  a  man- 
ent  purge  that  began  in  1994.  Home 
;h  acts  as  Madonna  and  matchbox20, 
med  problems  at  its  SO^^owned  Co- 
a  House  Music  Club  unit  for  a  16% 
le  in  operating  profit  in  the  fii'st 
)f  the  year.  However,  Time  Warner 
■mari  Gerald  M.  Levin  says  the  full 
will  be  up.  "I'm  optimistic,"  he  says, 
n  when  our  growth  rate  is  going  in 
^rong  direction,  we're  always  gen- 
ig  cash  in  the  music  business." 


HIGH  HOPES 

Internet  sales 
and  coming 
digital 
technologies 
could  rev  up  the 
music  biz.  That's 
one  reason 
Bronfman 
is  paying 
$10.4  billion 
to  nab 

Polygram,  home 
to  Shania 
Twain,  U2, 
and  Hanson. 
"He  has 
bet  the  farm 
on  this," 
says  a  rival 
mogul 


for  stock  it  is  issuing.  But  at  a  i-ecent  ra- 
dio industiy  conference,  Bronfman  en- 
thused about  combining  such  Polygi-am 
acts  as  Shania  Twain,  Hanson,  U2,  and 
B.B.  King  with  the  Universal  roster 
built  up  by  music  chief  Doug  Moms, 
who  also  will  head  Polygi'am.  Baby 
boomers  will  continue  to  buy  as  much 
music  as  they  did  as  teens,  he  believes, 
and  he's  also  counting  on  big  sales  fi'om 
developing  countries,  where  as  much  as 
half  the  population  is  under  age  15. 
The  biggest  payoff  for  Bronfman 
and  other  music  honchos  could  come 
from  new  fonns  of  digital  technolo- 
gy. Zelnick  predicts  the  advance 
will  be  a  silicon-chip-based  device 
that  doesn't  spin  and  is  "]3ortable, 
recordable,    and  affordable." 
Meanwhile,  Internet  sales  of 
music  are  showing  promising 
eai'ly  signs.  SoundScan  Inc.  says 
that  while  less  than  1%  of  music 
is  sold  via  the  Internet,  sales 
tripled  in  the  past  year. 

The  industi-y's  panacea  could 
be  "dii'ect  dovmload" — the  ability 
to  sell  music  by  putting  it 
directly  on  a  consumer's  hard 
drive,  eliminating  distribu- 
tion costs.  But  that's  at  least 
a  few  years  away.  And  still 


SIX  GIANTS  BAHLE  FOR  SHARE  IN  A  SLOW  GROWTH  MARKET 


U.S.  MARKET  SHARE  FOR  CURRENT  ALBUMS 

YEAR  TO  DATE  AS  OF  JUNE  14 
OTHER  1  SONY 


RETAIL  VALUE  OF 
MANUFACTURERS'  MUSIC  SHIPMENTS 


UNIVERSAL 
11% 


BERTELSMANN 
13.9% 


VfARNER 
17.8% 


DATA  SOUNDSCAN  INC 


A  quick  fix  isn't  expected  at  London- 
based  EMI  Group  PLC\  Music  profits  in 
its  latest  year,  ended  Mar.  31,  dipped 
10%,  and  EMI  is  expected  to  tell  its  July 
18  annual  meeting  that  it  will  do  little 
better  tliis  year.  Pliilips  Electronics  NV, 
Polygram's  owner,  already  shaved  $200 
million  off  its  selling  price  to  Seagram  be- 
cause of  weakening  performance.  For 
Bronfman,  whose  past  forays  into  enter- 
tainment have  ch'awn  criticism,  that  ad- 
mission raised  eyebrows.  "He  has  bet 
the  faiTn  on  this,"  says  one  rival  mogxil. 

Bronfman  is  detennined  to  make  it 
pay  off.  He  plans  to  slash  up  to  $300 
million  in  amiual  costs  within  two  yeai's 
by  combining  Polygram  and  Universal's 
operations.  The  company  wouldn't  elabo- 
rate on  its  plans,  citing  the  "quiet  period" 


■93       '94  '95 
ABILLIONS  OF  DOLLARS  EST, 
DATA  RECORDING  INDUSTRY  ASSN  ,  VERONIS  SUHLER 

unresolved  is  the  question  of  how  to 
protect  copyiights  on  the  Internet,  not 
to  mention  how  the  big  labels  would 
retain  their  stars  if  anyone  could  start 
an  online  label  and  let  fans  directly 
download  songs. 

A  simpler  yet  more  elusive  solution 
would  be  a  popular  new  gem-e  of  music. 
Not  since  the  "alternative"  wave  of  a 
few  years  ago  has  a  fresh  sound  drawn 
the  masses  into  record  stores.  "We  don't 
need  a  teclinology  boost,"  contends  Biyan 
Tiu'ner,  CEO  of  Los  Angeles-based  rap 
label  Priority  Records.  "We  need  some 
music  that  really  excites  people."  Without 
that,  all  the  technology  and  newfangled 
business  practices  in  the  world  will  make 
for  an  empty  refrain. 

By  Ridmrd  Siklos  in  New  York 


BUSINESS  WEEK  /  JULY  27.  1998  53 


AS/400e=Hot  Apps 


Serving  up  an  assortment  of  Java'"  apps  is  an  ASMOOe  specialty.  After  all, 


more  and  more  developers  are  finding  the  AS/400e  server  to  be  an  ideal 


platform  for  creating  their  hottest  Java  wares.  May  we  take  your  order? 


We're  always  open  at  www.as400.ibm.com/hotapps4 


husiiicss  tools 


j-husiiiess  logo  are  either  traclerrrarks  or  regislered  trarJemarks  ol  Inlernational  Business  Machines  Corporation  rn  the  tj  S  and/or  other  countries  Java  and  atl  Java-baser)  Irademarlis  and  togos  aie  Irademarl<s  or  registered  traileniaric  ot  Sun  Microsystems,  the .  in  Itie  u  S  and  other  countries    ty98  tBM  Coip 
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Cover  Story 


Sean  G.  McCormack  of  Norwood,  Mass.,  seems  like 
your  average  16-year-okl  boy,  if  a  little  more  reck- 
less, given  his  passion  for  mountain  biking.  In  fact, 
though,  he  is  an  advance  scout  for  a  bi-ave  new 
world:  He  has  the  first  chest  gi'own  in  a  lab  rather 
than  in  the  womb. 

Sean  was  bora  without  cartilage  or  bone  under  the  skin  on 
his  left  side,  a  rare  congenital  condition  known  as  Poland's 
Syndrome.  The  cartilage  down  the 
center  of  his  sternum  pointed  out, 
and  his  heart  was  virtually  unpro- 
tected— you  could  see  it  beating 
under  the  skin.  Doctors  talked  of 

implanting  an  artificial  plate  once  he  reached  21  and  stopped 
gi'owing.  But  by  the  time  he  was  12,  Sean  was  a  stai'  pitchei' 
for  his  Little  League  team  and  no  longer  wanted  to  put  up 
with  a  condition  that  put  him  at  risk  every  time  he  played 
ball.  His  doctor  refen-ed  the  family  to  a  team  of  scientists  and 


BIOTEC 


surgeons  at  Chilcb'en's  Hospital  in  Boston  who  ai'e  leading  the 
way  in  gi-owing  human  body  parts  in  the  lab. 

Dr.  Joseph  Upton  and  Dr.  Dennis  P.  Lund,  working  with 
tissue-engineering  pioneer  Dr.  Joseph  P.  Vacanti  and  his 
brother.  Dr.  Charles  A.  Vacanti,  scraped  away  Sean's  pro- 
tnuling  cartilage  and  used  the  cells  to  seed  a  biodegradable 
scaffold  made  of  aitificial  polymer,  molded  to  the  ah'Ape  of  liis 
torso.  Dr.  Yilin  Cao  added  gi'owth  factors  to  the  cells  and 
"cooked"  the  concoction  in  a  bioreactor  for  several  weeks  un- 
til a  chest  gi'ew.  "The  procedui'e  was  so  experimental  that 
none  of  the  polymer  companies  would  give  us  [custom-de- 
signed] material  for  fear  of  a  lawsuit,"  says  Joseph  Vacanti. 
The  doctors  had  to  adapt  off-the-shelf  polyglycolic  acid, 
normally  used  to  stitch  up  wounds,  adding  to  the  risk  of  the 
operation. 

Sean  admits  that  "at  fii'st  I  was  like,  'Wliat  if  they  mess 
up?'  But  after  a  while,  I  put  it  in  my  head  that  they've 
done  this  a  million  times."  Of  course,  they  had  never  even 
done  it  on  an  animal.  Nevertheless,  after  receiving  special  dis- 
pensation from  the  Food  &  Drug  Administration,  doctors 
implanted  the  engineered  cartilage  in  Sean.  Witliin  a  yeai;  the 
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Decades  of  researcl'; 
into  tissue 
engineering  are 
about  to  pay  off  as 
dozens  of  startups  i 
perfect  living  organ; 
grown  in  tlie  lab, 
not  the  body 


A  NEW  CHEST 


Sean 

McCormick 

was  born  without  bone 
or  cartilage  protecting 
his  heart — a  condition 
corrected  at  Boston's 
I  Children's  Hospital 


THE  NEW 
ERA  OF 

REGENERATIVE 
MEDICINE 


Dozens  of 
biotech 
companies 
and 

university 
labs  are 
developing 
ways  to 
replace  or 
regenerate 
failed  body 
parts.  Here 
are  a  few  of 
the  projects: 


m  BONE 

Bone-gro 
tors  or  St 


are  i riser 
a  porous 
a  I  cut  to 
cific  shai 
creating  new  jaws  or  limb 
product  that  creates  stijn- 
bones  is  in  clinical  trials. 

COMPANIES;  Creative 
Biomolecules,  Orquest, 
Sulzer  Orthopedics 
Biologies,  Genetics  / 
Institute,  Osiris  * 
Therapeutics, 
Regeneron. 


DATA:  BUSINESS  WEEK, 
DRUG  &  MARKET 
DEVELOPMENT  REPORTS 


SKIN 

Organog 
Apligraf. 
man-skii 
alent,  is 
engineet 
part  to  V 
approval,  initially  for  lei 
Other  skins  are,  in  the  w 
foot  ulcers  and  burns. 

COMPANIES:  Organogene 
vanced  Tissue  Sciences,  I 
LifeSciences,  LifeCell,  Or 
International.  j. 

PANCr 

Insulin-n 
turing  cei 
harvester 
pigs,  end 
ed  in  me' 
and  injecj-: 
the  abdomen.  The  metho| 
been  tested  in  animals  an 
be  in  human  trials  in  two! 

COMPANIES:  BioHybrid  ' 
gies,  Neocrin,  Circe  Bionii 


Cover  Story 


boy  had  a  normal-looking  chest  that  was  able  to  grow  along 
with  him.  Now,  foiu"  yeai-s  later,  the  six-foot-tall  teenager  says: 
"It's  pretty  cool.  It  looks  like  something  I  was  bom  with." 

This  is  more  than  a  nice  human-interest  story.  It  is  a 
glimpse  into  the  future  of  medicine,  one  in  which  doctors 
will  routinely  order  up  newly  gi'own,  hving  body  paits  when- 
ever existing  ones  fail.  Or  they  will  prod  the  body  into  re- 
generating itself.  After  some  20  years  of  painstaking  inves- 
tigation into  the  processes  by  which  cells  gTow,  the  nascent 
field  of  tissue  engineeiing  is  ready  for  piime  time,  and  dozens 
of  startup  companies  are  preparing  commercial  products. 
Regenerated  or  lab-gi-own  bone,  cartilage,  blood  vessels,  and 
skin — as  well  as  embiyonic  fetal  nei^ve  tissue — are  all  being 
tested  in  humans.  Livers,  pancreases,  breasts,  hearts,  ears, 
and  fingers  are  taking  shape  in  the  lab. 

Scientists  ai'e  even  trying  to  develop  tissues  that  would  act 
as  diaig-delivery  vessels.  Salivaiy  glands  could  secrete  anti- 
fungal proteins  to  fight  infections  in  the  thi'oat,  skin  could  re- 
lease gi'owth  hormones,  and  organs  could  be  genetically  en- 
gineered to  coiTect  a  patient's  own  genetic  deficiencies.  "I 
think  [tissue  engineenng]  holds  the  possibility  for  revolu- 
tionizing clinical  medicine,"  says  Kiki  B.  Hellman,  coordinator 
of  the  FDA's  biotechnology  center  for  devices  and  radiological 
health. 

The  age  of  the  biotech  body  is  dawning.  Tissue  engineering 
offers  the  promise  that  failing  organs  and  aging  cells  need  no 
longer  be  tolerated — they  can  be  rejuvenated  or  replaced 
with  healthy  cells  and  tissues  grown  anew.  The  prospect  sig- 
nals "a  profound  revolution  in  medicine,"  says  William  A. 
Haseltine,  a  leading  genetic  scientist  and  chief  executive  of 

Human  Genome  Sci- 
ences Inc.  in  Rockville, 
Md.  "The  current 
chemical  era  of  medi- 
cine may,  in  retrospect,  appear  to  be  a  clumsy  effort  to  patch 
rather  than  pennanently  repair  our  broken  bodies,"  says 
Haseltine.  "Cellular  replacement  may  keep  us  young  and 
healthy  forever." 

Haseltine's  genetic  fountain  of  youth  is  a  long  way  off. 
After  all,  lab-grown  organs,  the  first  step  towards  his  vi- 
sion, are  still  subject  to  the  ravages  of  age.  But  tissue  engi- 
neei-ing  can  certainly  keep  failing  organs  from  shutting  down 
life  prematurely.  The  principle  has  already  been  proven  with 
the  fu'st  off-the-shelf  tissue  approved  by  the  fda  in  May:  a 
living  skin,  Apligraf,  for  the  treatment  of  leg  ulcere,  a  common 
ailment  in  the  elderly.  ApligTaf  maker  Organogenesis  Inc. 
of  Canton,  Mass.,  tiUTis  a  few  cells  of  infant  foreskin  into  acres 
of  living  skin  that  can  be  handled,  cut  to  fit,  and  gi'afted  on  to 
anyone  without  fear  of  rejection  or  scamng.  Next  up:  carti- 
lage to  strengthen  the  uretlu-a  and  repaii-  the  knee  and  a 
method  for  replacing  shinbones.  Both  processes  are  in  late- 
stage  clinical  trials  and  ai'e  likely  to  be  considered  for  fda  ap- 
proval in  the  next  year  or  two. 

THUMBS  UP.  In  the  next  10  years,  a  veritable  body  shop  of 
spai'e  paits  will  wend  its  way  fi'om  labs  to  patients.  "It's  time 
for  us  to  move  into  humans,"  says  Charles  Vacanti,  and  he's 
not  wasting  any  time.  At  the  University  of  Massachusetts  at 
Worcester,  his  team  is  gi'owing  thumb  bones  right  now  in 
bioreactors  for  two  machinists  who  cut  off  their  own  ap- 
pendages. Vacanti  says  one  or  both  of  the  thumbs  should  be 
•  gi-afted  back  on  to  the  patients  tins  simimer,  with  gi'owth  fac- 
tor's added  that  will  encoui'age  regeneration  of  the  nei-ves  and 
tendon.  He  figiu-es  that  the  thumbs  will  be  operational  about 
12  weeks  after  surgery. 

In  Boston,  meanwhile,  a  team  of  doctors  at  Children's 
Hospital  led  by  Dn  Anthony  J.  Atala  plans  to  implant  a 
bladder  gr-own  ft-om  fetal  cells  into  a  human  in  the  next  few 
months.  Atala's  lab  caused  a  stir  in  the  medical  community 
last  summer  when  doctor-s  there  successfully  used  the  same 
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procedure  to  implant  new  bladders 
into  10  baby  lambs. 

Creating  even  the  most  complex 
organs  seems  possible,  though  still 
5  to  10  years  out.  Researchers  ft-om 
around  the  world  met  in  Tor-onto  in 
June  to  set  up  a  10-year  initiative 
to  grow  a  human  heart.  "It's  an  am- 
bitious project  but  not  a  farfetched 
one,"  says  Michael  V.  Sefton,  bioma- 
terials  professor  at  the  University 
of  Toronto  and  head  of  the  heart  ef- 
fort. "The  likelihood  of  success  is 
very  feasible." 

Other  complex  tissues  are  already 
taking  form.  At  Massachusetts  In- 
stitute of  Technology,  chemical  engi- 
neer Linda  Griffith-Cima  is  using 
three-dimensional  printers,  first  de- 
veloped for  computer-aided  design, 
to  build  up  structures  that  are 
turned  into  mouse-size  livers.  And 
at  the  University  of  Michigan  in  Ann 
Arbor,  David  J.  Mooney,  another 
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chemical  engineer,  is  heading  an  ef- 
fort to  grow  cosmetic  breasts  for 
women  who  have  had  theirs  re- 
moved. Researchers  in  Sweden  and 
California  have  been  able  to  regen- 
erate nerves  in  rats  with  severed  or 
damaged  spinal  cords  to  the  point 
where  they  can  walk  again — albeit 
weakly. 

With  each  success,  more  attention 
is  paid.  After  years  of  barely  ac- 
knowledging tissue-engineering  re- 
search, the  National  Institutes  of 
Health  plans  to  award  30  gi-ants  in 
the  field,  some  .$6  million  worth,  this 
summer  But  the  lack  of  government 
interest  heretofore  may  have  been  a 
blessing  in  disguise.  Gail  Naughton, 
president  of  Advanced  Tissue  Sci- 
ences Inc.  of  La  Jolla,  Calif.,  says 
that  because  so  Httle  federal  money 
was  available,  tissue  engineers  had 
little  choice  in  yeai's  past  but  to  stait 
a  company  and  go  public  in  order  to 
raise  funds.  "I  think  that  this  field 
has  moved  so  quickly  towaixl  reality 
precisely  because  it  spent  veiy  little 
time  in  academic  labs,"  she  says. 

Even  as  it  gains  i-ecogiiition,  tissue 
engineering  remains  hard  to  catego- 
rize. The  multidisciplinary  field  at- 
tracts surgeons,  chemical  engineers, 
materials  scientists,  and  genetic  re- 
searchers. Products  straddle  the 
boundaries  between  medical  devices  and  gene  therapy.  The 
FDA  even  had  to  set  up  a  special  task  force  three  yeai's  ago  to 
figure  out  how  to  regulate  the  products. 

The  FDA  is  playing  catch-up  with  a  technology  that  has 
been  20  years  in  the  making.  As  early  as  1979,  Eugene  Bell, 
professor  emeritus  of  biology  at  MiT  and  the  founder  of 
Organogenesis,  figiu-ed  out  how  to  grow  skin  in  his  lab.  Since 


Jimmy  DeJesus 

is  a  semiparalyzed 
lab  technician  at 
Integra  Life- 
Sciences,  whicti  is 
working  to  get 
nerves  to  regenerate 


then,  much  of  the  field's  progress  stems  from  a  20-yeaKO 
laboration  of  two  fast  friends — Joseph  Vacanti,  a  pediatrics 
geon  at  Children's  Hospital,  and  Robert  S.  Langer,  a  chc 
engineering  professor  at  MIT.  Their  lab  "seeded  the  eu 
country  with  people  doing  this  work,"  says  Dr.  Pamela  as 
sett,  president  of  medical  consultants  BioTi'end  in  New 
LIFE  MISSION.  The  two,  both  49,  fii'st  met  as  reseai'chers  i 
mid-1970s  and  stalled  working  on  a  way  to  gi'ow  tissue  i 
early  1980s.  In  1986,  they  developed  an  elegantly  s, 
concept  that  underlies  most  engineered  tissue.  Start  w(i 
scaffold,  bent  to  any  shape,  made  of  an  aitificial,  biodegrai.b 
polymer  Seed  it  with  living  cells,  and  bathe  it  in  gi-owtl  a 
toi"s.  The  cells  multiply,  filling  up  the  scaffold  and  gi-owini 
a  three-dimensional  tissue.  Once  implanted  in  the  bod; 
cells  are  smart  enough  to  recreate  their  proper  tissue  i 
tions.  Blood  vessels  attach  themselves  to  the  new  tilu; 
the  scaffold  melts  away,  and  the  lab-gi"own  tissue  is  eventJli 
indistinguishable  from  its  surroundings. 

Vacanti,  who  is  remarkably  self-effacing  despite  hi^i' 
neeiing  role  in  the  field,  says  he  is  chiven  by  Ms  dedicatii ' 
his  patients.  He  regularly  saves  the  lives  of  the  sm; 
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en  by  replacing  their  failing  livers — and  regularly  sees 
3  die  for  lack  of  donors.  "I  recognized  fairly  early  that 
ggest  problem  facing  me  as  a  surgeon  was  the  shortage 
?ans,"  he  says.  "I've  devoted  my  professional  life  to 
g  that  problem.  Wouldn't  it  be  nice  if  [tissue  engineer- 
ould  provide  the  solution?" 

:e  is  an  understatement.  A  study  done  by  Vacanti  and 
jr  in  1998  found  that  more  than  $400  billion  is  spent 
/ear  in  the  U.  S.  on  patients  suffering  from  organ  failure 
sue  loss,  accounting  for  almost  half  the  national  health- 
jill.  Some  8  million  surgical  procedures  are  performed 
lly  to  treat  these  disorders,  yet  every  yeai-  4,000  people 
■hile  waiting  for  an  organ  transplant.  An  additional 
)0  die  without  even  qualifying  for  the  waiting  list. 

I  THE  BRINK."  Those  kinds  of  numbers  represent  a  huge 
lercial  opportunity  as  well  as  a  humanitarian  one.  Dr. 

C.  Johnson,  president  of  the  Pittsburgh  Tissue  Engi- 
ig  Initiative  reseai'ch  consortium,  estimates  that  the 

II  market  for  engineered  and  regenei'ated  tissues  could 
$80  billion.  As  for  individual  products,  Michael  Ehren- 
biotech  analyst  with  investment  adviser  Tcchv-^t  of 

York,  says  that  the  most  imme-  „  . 
y  promising  are  those  that  re-  "  '  "  ' 
lamaged  knee  cartilage,  now  re- 
1  with  artificial  materials.  "There 

quarter  of  a  million  meniscus 
-joint]  operations  performed 

year,  and  no  good  options  for 
","  says  Ehrenreich.  "That's  the 
app." 

sue  engineering  is  dominated 
)y  tiny  startups  (table,  page  64), 
he  big  drug  companies  are  be- 
ig  to  take  notice.  Novaitis  Phar- 
iticals  Corp.  has  investments  in 
issue-engineering  companies,  in- 
ig  Organogenesis.  "With  the 
approval  of  Apligraf,  this  whole 
has  really  sparked  the  imagina- 
of  corporate  executives,"  says 
1  Epstein,  vice-president  of  No- 
3'  specialty-business  sector. 
re  stepped  over  the  brink  into 
jtui'e  of  medicine."  Novartis  is 
he  only  one  with  future  vision, 
in's  Smith  &  Nephew  is  invest- 
ome  $70  million  in  Advanced 
e  Sciences;  Amgen  has  a  deal 
1  up  to  $465  million  vdth  Balti- 
■based  Guilford  Pharmaceuticals 
velop  a  compound  for  regener- 

nerves;  Stryker  is  funding  re- 
h  into  bone  regeneration  at  Cre- 

BioMolecules  of  Hopkinton, 
.;  and  Medtronic  has  agreed  to 
t  up  to  $26  million  in  lab-grown 
:  valves  from  LifeCell  in  The 
Hands,  Tex. 

though  it  may  take  a  decade  or 
for  some  of  these  investments 
e  any  returns,  scientists  in  the 
are  heartened  by  the  rapid 
I  'ess  of  the  past  two  to  thi-ee  years.  "The  lands  of  tilings 
I  we  are  doing  now  are  the  kinds  of  things  that  we  used 
!  ink  about  sitting  around  having  beers  13  or  14  years 
says  Dr.  Scott  P.  Bruder,  director  of  bone  and  soft-tis- 
1  egeneration  research  at  Baltimore-based  Osiris  Thera- 
I  cs  Inc. 

I  rhaps  most  intrigaiing  about  tissue  engineering,  though. 


Tissue  engineering  offers 
the  promise  that  failing 
organs  and  aging  cells  need 
no  longer  be  tolerated 


is  how  much  the  scientists  don't  know.  Much  of  the  excite- 
ment in  biotech  these  days  centers  on  figuring  out  com- 
plex cellular  interactions  and  then  intervening.  Tissue  engi- 
neering, however,  is  driven  by  surgeons  and  engineers  who 
ai-e,  by  nature,  most  interested  in  a  successful  endpoint — and 
less  so  in  how  they  got  there.  "The  gi-eat  thing  is,  we  don't 
need  to  know  exactly  why  or  how  cells  organize  into  tis- 
sues," says  Joseph  Vacanti.  "We  just  need  to  know  that 
they  do." 


THE  SKIN  OF 
OUR  SHINS 


Bill  Smith 

of  Glenside,  Pa., 
airs  his  healed  leg 
ulcer  at  the  beach 
after  regenerative 
surgery  with 
Apligraf  skin 


This  all  sduiids  ca-ici-  than  ii  actually  is.  Scientists  must 
still  figm-e  out  the  best  materials  fur  tlie  scaffolds  that  shape 
the  organs,  determine  exactly  the  right  gi'owth  factors,  and 
pick  the  right  cells.  For  bone  and  cartilage  replacement,  one 
possibility  under  investigation  is  a  kind  of  premature  cell 
called  a  stem  cell.  First  isolated  from  human  bodies  in  1992, 
tliis  specialized  cell  can  tm-n  into  eveiything  from  bone  to  ten- 
don to  cartilage.  Implanting  these  cells  in  the  appropriate  lo- 
cation can  generate  the  full  range  of  cells  nonnally  found  at 
that  site.  Wliile  only  about  one  in  100,000  to  one  in  several 
million  bone-mairow  cells  are  stem  cells,  Osiiis  Thera]:)eutics, 
partly  owned  by  Novaitis,  has  been  able  to  isolate  enough  of 
them  to  regenerate  bone  in  both  small  and  large  animals. 
UNWELCOME  STRANGERS.  Scientists  also  must  figiu'e  out  ways 
around  the  immune  system's  rejection  of  human  tissue.  That's 
not  a  problem  for  skin — it  presents  relatively  few  resistance 
problems  since  the  immune  system  will  accept  some  foreign 
dermal  cells.  Nor  is  rejection  a  problem  when  the  original 
cells  are  taken  from  the  specific  patient  for  which  they  are 
meant.  However,  if  off-the-shelf  organs  are  to  be  trans- 
planted, patients  must  take  the  same  immunosuppressant 
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drugs  now  given  to  them  when  donor  organs  are  used. 

Ideally,  tissue  engineers  want  to  develop  universal  donor 
cells  that  would  not  trigger  an  immune  response,  so  that 
body  parts  can  be  manufactm-ed  in  large  numbers.  To  that 
end,  cells  must  either  be  genetically  stripped  of  their  rejec- 
tion-provoking proteins  or  encapsulated  in  a  porous  membrane 
that  the  body  vrill  accept.  The  latter  approach  is  nearing 

clinical  trials  for  the 
treatment  of  diabetics 
whose  pancreases  are 
failing.  BioHybrid 
Technologies  Inc.  in  Shrewsbm\v,  Mass.,  and  Neocrin  Co.  of 
Irvine,  Calif.,  are  harvesting  insulin-producing  cells,  called 
islets,  from  the  pancreases  of  pigs  and  encasing  them  in  a 
membrane  that  blocks  the  immune  response  while  allowing 
the  cells  to  do  theii'  job.  The  capsules  ai'e  injected  into  the  ab- 
domen, where  they  go  to  work  producing  insulin. 

Some  companies  are  tiying  to  avoid  the  whole  immunity 
problem  by  encouraging  the 
patient "s  own  tissue  to  regen- 
erate. Genentech  Inc.,  for  ex- 
ample, announced  in  March 
that  5  of  15  patients  who 
were  given  a  genetically  en- 
gineered protein  called  VEGF 
regi'ew  blood  vessels  around 
the  heart.  Integra  Life- 
Sciences  Corp.  of  Plainsboro, 
N.  J.,  believes  that  just  about 
any  tissue  can  be  regenerated 
by  implanting  a  collagen  ma- 
trix coated  with  the  appro- 
priate gi'owth  factors  at  the 
site  of  the  damage.  It  ah-eady 
has  such  a  matrix  on  the 
market  for  growing  back  a 
bui'n  victim's  skin  and  is  in 
clinical  trials  vdth  a  similar 
product  for  the  nei-ve  endings 
in  aiTTis  and  legs.  "The  body 
is  continuously  regenerating 
tissue,"  says  Integra  Chief 
Operating  Officer  George  W. 
McKinney  III.  "We're  just 
trying  to  harness  that 
process." 

Most  scientists  agi'ee  that 
regeneration  is  the  ideal  but 
doubt  that  it  is  always  possi- 
ble, or  practical.  "Sometimes 
you  have  complete  organ  fail- 
ure and  can't  wait  for  tissue 
to  gi'ow  back,"  says  Antonios 
G.  Mikos,  a  bioengineering 
professor  at  Rice  University. 
"In  truth,  I  think  we  will 
have  both  approaches.  There 
is  no  one  right  way." 

Indeed,  there  are  dozens 
of  right  ways  in  the  works. 
Reprogenesis  Inc.  of  Cam- 
bridge, Mass.,  for  example, 
is  in  late-stage  clinical  trials 
with  its  method  for  using 
lab-gi'owm  cartilage  to  rein- 
force the  urethra,  a  tube  leading  to  the  bladder.  Weakened 
urethras  can  lead  to  incontinence,  which  afflicts  an  esti- 
mated 10  million  peo{Je  in  the  I  ■ .  S.,  and  reflux,  a  potentially 
fatal  condition  affecting  about  1%  of  all  infants  in  which 


WONDER  WORKERS 


Robert  Langer  and 
Dr.  Joseph  Vacant!, 

a  chemical  engineer  and  a 
surgeon,  respectively,  have 
been  the  driving  force 
behind  many  milestones 
over  the  past  10  years  in 
producing  new  body  parts 


"I  recognized  fairly  early 
that  the  biggest  problem 
facing  me  as  a  surgeon  ml 
the  shortage  of  organs" 

luine  backs  up  into  the  bladder.  Reprogenesis  removes 
caitilage  cells  fi'om  behind  a  patient's  eai-,  gi-ows  them 
lab,  and  then  mixes  them  into  a  gel  matrix.  The  cell 
reinserted  endoscopically  where  the  iu*etlu'a  meets  the  ^ 
der.  There,  they  grow  to  bulk  up  the  tubal  walls. 

A  knee-repair  product  called  Carticel,  approve 
the  ¥i)A  last  August,  uses  somewhat  the  same  prin 

Made  by  Genzyme  Tissu 
pair,  Carticel  gi'ows  car 
cells  removed  from  th 
tient  in  the  lab  and  thei 
gically  reimplants  them  i 
knee.  No  matrix  is  pro\ 
however,  so  the  cells  car 
be  used  to  repau-  smaU  : 
To  replace  the  entire  nn 
cus — that's  the  C-shape(v 
in  the  knee  between 
thigh  bone  and  shin  Im 
ReGen  Biologies  Inc.  oi 
wood  City,  Calif.,  is  in  1 1 
trials  with  a  collagen  sr 
in  the  shape  of  the  men 
The  pad  is  implanted  i 
knee  to  encourage  re^t 
tion  of  the  patient's  cai  i 
Going  a  step  further, 
vanced  Tissue  Science- 
preclinical  trials  with  a 
cus-shaped  caitilage  gi  ' 
the  lab  that's  meant  ti 
in  anyone.  It  hopes  t( 
human  tests  by  yeareii 
NO  MORE  FILLINGS?  Aft 
tilage,  look  for  bone  pi' 
Creative  BioMolecules  I 
Hopkinton,  Mass.,  bast 
approach  on  a  bone-reg 
ating  protein  called  OP-i 
company  molds  a  porous 
fold  out  of  calcium,  seeds  it  with  op-i  and  a  few  of  th 
tient's  own  bone  cells,  and  then  reinserts  the  newly  g 
stmctiu-e.  Doctors  reported  in  March  that  in  a  clinical  ti 
122  patients  with  tibia  fi-actiu'es,  the  OP-i  gi-aft  perform 
well  as  gi'afts  using  the  patient's  ov.ii  bone. 

The  biggest  market  for  tissue,  though  perhaps  no 
most  fh-amatic,  is  the  mouth.  Some  10  million  dental  surj 
are  performed  each  year  in  the  U.  S.,  on  everything 
teeth  to  periodontal  ligaments,  and  most  use  artiflcif 
placements.  One  of  the  first  tissue-engineered  alternatii 
Atrisorb,  made  by  Atrix  Laboratories  Inc.  of  Fort  C( 
Colo.  On  the  marl<et  since  1996,  it  is  a  bioabsorbable  n 
ial  loaded  with  growth  factors  and  healing  drugs  that  g 
the  regeneration  of  gum  tissue. 

But  think  of  the  implications  if  cavities  could  be 
with  engineered  tissue.  Harold  C.  Slavkin,  du'ectoi"  of  th( 
tional  Institute  of  Dental  Research  at  the  XIH,  says  a) 
genes  for  making  enamel  have  been  cloned  and  seque 
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b-gi-own  human  enamel  could 
eality  in  5  to  10  years.  Some 
llion  new  fiUinj^s  are  placed 
/ear,  and  some  200  million 
jplaced.  If  those  could  be 
with  original  tissue,  says 
n,  "we'd  never  have  to  do 
onal  fillings  again." 
URRY.  Of  course,  many  of 

lab-produced  body  parts 
lever  make  it  out  of  clinical 

And  doctors  admit  that 
ire  entering  uncharted  wa- 
Vho  knows  what  might  hap- 
to  an  engineered  organ 
es  after  it  has  been  implanted?  Lab-grown  tissues 
at  through  far  more  rigorous  purification  processes 
lonor  organs  to  make  sure  that  they  don't  carry  dis- 


For  related  information  on 
Biotech  Bodies,  see  the  fol- 
lowing online-only  stories  at  www.businessweek.com: 

INVESTING  IN  TISSUE  ENGrNEERING  An  analysis  of  how  stock 
market  pros  see  the  prospects  for  companies  on  the  cutting 
edge  in  tissue  engineering  

SEAN'S  STRUGGLE  How  Sean  McCormack  waged  the  battle  to 
overcome  the  birth  defect  that  left  him  with  a  misshapen  chest 

THE  CELL  DOCTORS  A  profile  of  Joseph  P.  Vacanti  and  Robert 
Langer,  close  friends  and  tissue-engineering  pjoneers  

REGROWING  NERVES  A  look  at  the  promising  research  into 
repairing  damaged  nervous  systems  with  biotechnology 


of  lives  are  hanging  in  the 

By  Catherine  Arnst  in 
Washington 


eases,  but  it  still  is  impossible 
to  be  completely  sure  that  a 
replacement  organ  won-'t 
cause  as  many  problems  as 
the  original  a  few  years,  or 
decades,  down  the  line. 
Still,  there  has  been  no  evi- 
dence that  these  engineered 
tissues  could  turn  malignant, 
says  Joseph  Vacanti.  There- 
fore, he  asks,  "can  we  really 
afford  to  wait  for  a  complete 
understanding  of  how  the 
process  works?"  To  him,  the 
answer  must  be  no.  Millions 
balance. 

New  York,  with  John  Carey  in 


Tissue-Engineering  Startups 


izens  of  small  companies  have  gone  to  the  public 
narkets  in  recent  years  to  raise  funds  for  researcfi 
tissue  repair,  replacement,  and  regeneration, 
ie  companies  new  have  a  total  market  capitalization 
)me  $2.5  billion,  according  to  tfie  Rhode  Island 
:er  for  Cellular  Medicine.  Most  of  them,  however, 
turn  a  profit  only  if  their  experimental  treatments 
e  it  through  several  clinical  trials  and  gain  ap- 
al  from  the  Food  &  Drug  Administration,  which  can 
risky  bet. 

RECENT 


Witness  what  happened  to  Advanced  Tissue  Sciences 
Inc.  after  the  FDA  delayed  a  final  decision  on  its  lab- 
grown  skin  for  diabetic  foot  ulcers  on  June  11.  The 
stock,  which  had  already  declined  from  14  to  7  this 
year,  crashed  to  a  low  of  3Vz  on  the  news.  Still,  the  cre- 
ators of  those  tissues  that  do  succeed  will  have  a  good 
shot  at  tapping  into  the  $80  billion  potential  market  for 
engineered  tissues. 

Though  not  a  comprehensive  list,  this  table  includes 
some  of  the  companies  with  big  plans. 


,NY 

52-WEEK 
HIGH  LOW 

STOCK 
PRICE* 

COMMENTS 

^NCED  TISSUE 
NCES  (ATiS) 

4 

New  trials  on  Dermagraft,  its  living-skin  product,  will  have  to  be  done  before  the 
FDA  will  allow  commercial  distribution.  Also  working  on  other  uses  for  its  technology, 
in  orthopedics  and  cardiology. 

IXLABORA- 
lES  (ATRIX) 

n% 

11 

UA 

Working  on  systems  to  grow  gum  tissue,  heal  bone  fractures,  and  treat  soft  tissues. 

lATRIX 

X) 

m 

20% 

m 

The  success  of  Synvisc,  its  treatment  for  osteoarthritis  of  the  knee,  is  key  to 
investors  now. 

ATIVE  BIO- 
ECULES  (CBMI) 

m 

^A 

In  trials  for  a  bone-mending  product.  Also  developing  technology  to  form  cartilage, 
kidney,  tooth,  and  brain  tissues. 

OTHERAPEUTICS 

1) 

1% 

IKe 

Developing  therapies  for  disorders  of  the  central  nervous  system,  such  as 
Huntington's  and  Lou  Gehrig's  diseases. 

,FORD  PHARMA- 
TICALS  (GLFD) 

WA 

m 

Developing  products  that  will  regenerate  nerves  in  Parkinson's  disease  and  injured 
spinal  cord  victims 

ZYME  TISSUE 

m 

5 

6^ 

This  separately  traded  Genzyme  division  has  products  for  skin  repair  and 
replacement  and  is  developing  bioengineered  cartilage. 

■GRA 

SCIENCES  (lART) 

bA 

VA 

Products  induce  cells  to  regenerate  body  tissues  and  organs.  Gained  approval  in 
March  1996  for  Integra,  a  skin-regeneration  product. 

:CELL  (LIFC) 

3A 

bA 

Working  on  lab-grown  heart  valves  and  dental  tissues.  Currently  markets  AlloDerm,  a 
skin  graft  used  in  reconstructive  surgery. 

iANOGENESIS 

a) 

WA 

Makes  Apligraf,  the  first  engineered  skin  to  win  FDA  approval  for  treating  leg  ulcers. 
Also  working  on  arteries  and  an  artificial  liver. 

tC  INTER- 
lONAL  (ORTC) 

23 

8% 

\bA 

This  engineered-skin  developer  is  working  on  a  skin  product  for  burns  and  other 
wounds. 

iENERON  PHARMA- 
TICALS  (REGN) 

13 

7 

9 

Developing  protein-based  treatments  for  degenerative  neurological  diseases, 
muscle  atrophy,  and  abnormal  bone  formation. 

I  July  13 
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BANKS 


A  CREDIT-CARD  REVOLT 
AT  THE  BANKS? 

Citibank  and  other  major 
issuers  are  wondering 
just  how  much  they  need 
Visa  and  MasterCard 


Open  your  wallet.  Take  out  your 
credit  cai'ds.  Most  likely,  you  have 
sevei'al  Visas  and  MasterCards. 
Look  at  the  blue-and-yellow  Visa 
logo  and  the  orange-and-red  MasterCard 
logo.  You  may  not  have  noticed  it,  but 
the  logos  are  about  15%  smaller  than 
they  used  to  be — and  the  name  of  the  fi- 
nancial institution  or  a  co-bi-and  like  Unit- 
ed Airlines  is  probably  in  larger  type. 

These  changes  may  seem  insigTiificant. 
But  they  symbolize  a  potentially  fai-rang- 
ing  I'ealigTiment  in  the  $2  triUion-dollar 
credit-card  business.  That  sliift  could  se- 
liously  imdennine  Visa  and  MasterCai'd's 
hegemony. 

For  three  decades,  the  two  associa- 
tions have  led  the  development  of  the 
credit-card  market,  linking  more  than 
20,000  financial  institutions  that  own 
Visa  and  MasterCard.  They  built  two 
umbi'ella  brands,  which  have  gained 
near-universal  retail  acceptance  and  con- 
sumer recognition.  The  associations  also 
operate  the  back-office  switching  net- 
works that  allow  banks  to  communicate 
with  each  other.  In  return,  they  receive 
dues  fi-om  the  banks,  plus  a  slice  of  the 
transaction  fees  charged  to  retailers. 
That  added  up  to  an  operating  profit  of 
$67o  million  in  1997  for  Visa  Interna- 
tional in  the  U.  S.  alone,  and  $55  million 
for  nonprofit  MasterCard  International, 
which  they  plow  into  promotions  and 
network  enhancements. 
MEGABANK  MUSCLE.  For  the  majority  of 
the  banks,  these  services  ai'e  well  worth 
the  price.  But  now,  as  raj^id  bank  consol- 
idation shifts  ownersliip  of  the  card  busi- 
ness toward  a  few  Goliath  banks,  the 
calculus  is  changing.  The  top  five  card-is- 
suing banks — Citibank,  mbna,  Bank 
One/First  usA,  Chase  Manhattan,  and 
Household  International — have  52%  of 
the  business.  With  their  own  national 
brands,  marketing  budgets,  and  sophisti- 


CHARGED  UP:  V7.sa's  Pascarella  sees  room  to  grow  in  debit  and  smart  card. 


cated  processing  systems,  these  mega- 
banks  don't  need  or  want  much  market- 
ing assistance  from  the  associations.  In 
fact,  banks  complain  they  are  actually 
subsidizing  the  associations  by  nmning 
huge  volume  through  their  processing 
networks.  "Large  issuei's  are  increasing- 
ly asking  how  much  do  we  really  want 
Visa  to  do,"  says  James  G.  Jones,  head  of 
consumer  credit  at  BankAmerica  Coi-p. 
and  a  bank  repr-esentative  on  the  Visa 
boai'd.  Adds  Philip  G.  Heasley,  vice-chaii- 
man  of  U.  S.  Bancorp,  "Some  bankers 
believe  it  would  be  in  their  best  interest 
if  Visa  and  MasterCard  started  evapo- 
rating. Others  are  nmning  for  cover  un- 
der their  brands.  We're  in-between." 


The  associations  are  well  aware  1 1 
issue.  "Whether  they  like  it  oi'  nott 
Citibank  name  isn't  recognized  at  w 
chants,"  insists  Steven  VanFleet,  - 
of  U.  S.  consumer  progi-ams  at  M; 
Card.  "A  number  of  times,  banks 
have  wanted  to  do  things  on  their ' 
have  come  back  to  us."  Cai'l  F.  Pas( 
la,  chief  executive  officer  of  Visa 
Inc.,  says,  "It's  an  ei^a  when  banks  e^' 
more  for  themselves.  We  will  makeu 
we  are  not  only  relevant  but  absoli€ 
necessaiy."  | 

To  preser-ve  theu*  relevance,  VissM 
MasterCard  are  pushing  into  new  fa 
ment  systems  such  as  debit  cardski 
smart  cards.  But  they  are  facing  (C 
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etitors,  new  technology,  and  even 
ustice  Dept.,  which  is  probing  pos- 
antitrast  problems.  "Their  role  is 
K.  Their  existing  role  will  definitely 
e  in  importance,"  claims  Dudley  M. 

executive  vice-president  of  Wells 
)  Bank. 

11,  few  companies  can  rival  Visa  in 
eting  savvy.  Its  long-nmning  "It's 
ywhere  You  Want  To  Be"  tagline 
Dig-ticket  sponsorship  of  events 
as  the  Olympics  have  made  it  the 
recognized  brand  name  in  the  fi- 
al  industry.  That  recognition,  and 
going  battle  for  market  shai'e  with 
erCard,  have  caused  credit-card 
D  soar.  But  it  also  has  lowered  the 
srs  to  entry.  In  the  early  1990s, 
inlts  such  as  at&t,  Advanta,  and 
USA  were  able  to  enter  the  market 
juickly  take  on  the  larger  banks 
;uing  Visa-  and  Mastei-Card-  bi-and- 
rds  with  no  annual  fees  and  lower 
ist  rates. 

D  WARS.  That  has  been  gi-eat  for 
onsumer,  but  it  has  helped  vweck 
conomics  of  the  industry.  Accord- 
)  Lee  A.  Spirer,  a  consultant  with 
,  Allen  &  Hamilton  Inc.,  since 

the  average  return  on  assets  for 
t-card  issuers  has  slipped  from 

to  1.5%. 

e  tougher  competition  and  slower 
;try  growth  have  prompted  big 
i  to  stand  out  by  promoting  then* 
brands — hence  the  shrinking  logos, 
inevitable  that  the  branding  strate- 
of  the  associations  and  the  banks 
itart  to  run  into  each  other,"  says 
.  Fai'go's  Niggs. 

We  will  make  sure 
solutely  necessary 

16  leader  in  the  slowly  building  re- 
against  Visa  and  MasterCard  is 
ly  Citibank,  which  accounts  for  16% 
i  credit  cards  and  is  the  industry's 


MELTING  PLASTIC? 

Visa  and  MasterCard  face 
a  slew  of  challenges 

►  Megabanks  want  to  promote 
their  own  brands  over  Visa  or 
IVlasterCard 

►  New  competitive  network  sys- 
tems are  emerging 

►  Visa  and  MasterCard  are  strug- 
gling in  E-commerce  projects 

►  Credit-card  volume  growth  and 
returns  to  issuers  are  sliding 

►  Justice  Dept.  antitrust  investiga- 
tions are  persisting 

DATA;  BUSINESS  WEEK 

Consulting.  But  Citi  would  have  had  to 
force  Visa  and  MasterCard  to  change 
then-  bylaws  that  prohibit  member  banks 
from  issuing  American  Express  cai'ds — or 
failing  that,  resign  from  the  associations. 

Citibank  may  ah-eady  be  pressing  Visa 
and  MasterCard  more  aggi-essively  on 
fees.  David  Robertson,  president  of  The 
Nilson  Report,  a  credit-card  newsletter, 
says  Citicorp  ("EG  John  S.  Reed  recently 
called  a  meeting  of  Visa  boai-d  members 
to  discuss  how  much  to  spend  on  adver- 
tising the  Visa  brand,  vs.  loweiing  fees  to 
members.  Citibank  executives  declined 
comment  on  the  event. 


we  are  not  only  relevant  but 

J  J  —  CARL  PASCARELLA,  CEO,  Visa  USA 


The  nation's  lai-gest  banks  ai-e  tiying 
to  pressure  Visa  and  Mastei-Card  to  di'op 
thefr  "all  for  one,  one  for  all"  philosophy 
and  behave  more  in  the  biggest  players' 


Schutzer,  an  expert  on  Internet  tech- 
nology, big  banks  also  may  question 
how  much  they  are  paying  for  the 
backbone  network  provided  by  Visa 
and  MasterCard.  Companies  such  as 
Hackensack  (N.J.)-based  First  Data 
Corp.,  which  do  substantial  bill-pro- 
cessing for  banks,  afready  can  authorize 
and  clear  a  good  percentage  of  trans- 
actions between  banks  without  the  Visa 
or  MasterCard  networks.  "As  the  In- 
ternet develops,"  says  Schutzer,  "there 
will  be  both  private  and  public  net- 
work alternatives." 

To  bolster  their  position.  Visa  and 
MasterCai'd  ai*e  expanding  their  systems 
around  the  globe,  opening  new  avenues, 
such  as  allowing  consumers  to  charge 
then-  utility  bills,  and  broadening  theii- 
role  beyond  consumer  credit  cards  to 
coiporate  cards,  debit  cards,  and  new 
products  hke  stored-value  cai'ds.  In  the 
past  three  years,  debit  cards  have 
brought  banks  an  extra  $700  million  in 
annual  revenue.  For  continued  gTOwth, 
both  point  out  that  80%-  of  all  piu'chases 
ai'e  stOl  made  by  cash  and  check.  "Ulti- 
mately, people  will  come  to  see  Visa  as 
the  world's  best  way  to  pay,  as  opposed 
to  the  world's  best  credit  card,"  brags 
Michael  Beindorff,  head  of  marketing  at 
Visa  USA. 

But  Visa  and  MasterCard  have  not 
been  as  successful  in  blazing  a  path  for 
their  members  in  the  virtual  world. 
True,  most  transactions  on  the  Inter- 
net are  made  with  traditional  credit 
cards.  But  so  far  almost  all  new  initia- 
tives by  the  associations — such  as  Visa 
Interactive,  a  home-banking  platform, 
and  SET,  a  protocol 
jointly  developed  by  all 
the  major  credit-card 
companies  to  secure  In- 
ternet transactions — 
have  fallen  flat.  Smart- 
card  pilot  programs  that  Visa  and 
Mastei-Card  have  nin  over  the  last  two 
years,  such  as  one  recent  test  in  New 
York  City's  Upper  West  Side,  have  gen- 


it  Their  existing  role  will  definitely  decline  in 


!St  Visa  and  Mas- 
ird  issuer.  Several 
3  back,  it  experi- 

t  card.  And  it  has  importance  J>  —  DUDLEY  NIGGS,  VP,  Wells  Fargo  Bank 

vied  for  equal  at- 


on  for  its  brand.  Former  ads  car- 
the  tagline:  "Not  just  Visa,  it  is 
ank  Visa."  Unlike  many  big  banks,  it 
even  refused  to  issue  Visa-  or 
erCard-branded  debit  cards, 
ist  year,  several  sources  claim, 
lank  considered  acquiiing  American 
•ess  Co.,  which  not  only  issues  caixls 
landles  all  processing  for  merchants. 
i  would  give  Citi  a  proprietaiy  net- 
c  and  brand  it  could  build  into  a 
like  dominance,"  says  Michael  Smith, 
nsultant  w\th  Mercer  Management 


interests.  The  size  of  both  boards  has 
been  significantly  shrunk  to  focus  more 
on  the  big  banks.  Representatives  of 
lai'ge  banks  on  both  boards  are  arguing 
against  frinneling  money  into  developing 
new  credit  products  such  as  Visa's  Sig- 
nature Card  and  World  MasterCard. 
"Tlie  tension  is  definitely  escalating,"  says 
John  H.  Bennett,  a  banking  consultant 
and  foiTner  head  of  marketing  for  Visa 
International.  "Visa  has  grown  beyond 
the  banks'  wildest  dreams  and  feai's." 
In  the  future,  says  Citicorp's  Daniel 


erated  little  consumer  interest.  And  in  a 
slap  at  the  two  cards'  brands,  major 
banks  have  foiTned  separate  consortiums 
to  set  their  own  standards  for  E-com- 
merce, such  as  Integiion  Financial  Net- 
work, a  venture  with  ibm  for  Internet 
banking. 

Visa  and  MasterCard  still  retain  a 
commanding  position  and  could  over- 
come these  obstacles.  But  the  evidence 
suggests  the  two  card  giants  may  be 
reaching  their  credit  limit. 

By  Kathleen  Morris  in  Los  Angeles 
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SWISS  BANKS: 

THE  NOOSE  TIGHTENS 

Sanctions  could  up  the  ante  on  Holocaust  payments 


In  an  issue  as  explosive  as  Switzer- 
land's ill-gotten  gains  from  Holocaust 
victims  during  World  War  II,  there 
are  bound  to  be  more  than  two  sides. 
These  days,  it  seems  there  are  at  least 
four.  In  the  U.  S.,  a  vocal  gi'oup  of  state 
and  city  finance  officials  has  announced 
escalating  sanctions  against  Swiss  com- 
mercial banks,  beginning  on  Sept.  1. 
Washington  says  sanctions  ai'e  a  tenible 
idea.  Meanwhile,  across  the  Atlantic, 
Switzerland's  commercial  banks  have 
proposed  a  settlement.  But  Swiss  Pres- 
ident Flavio  Cotti  and  the  central  bank 
don't  want  to  open  federal  coffers. 

Now  the  debate  threatens  to  spread. 
On  July  22,  Senator  Alfonse  M.  D'Ama- 
to  (R-N.Y.)  will  hold  a  hearing  on 
whethei-  the  U.  S.  should  reopen  the 
1946  Washington  Accords,  which  deter- 
mined the  amount  that  the  Swiss  gov- 
ernment agi-eed  to  tm-n  over  to  the  Al- 
hes  to  compensate  for  stolen  assets. 
Coming  on  top  of  the  sanctions  threat, 
that  suggestion  has  the  Swiss  howling. 

But  the  big  commercial  banks  that 
were  the  main  targets  of  recent  inves- 
tigations into  looted  Holocaust  assets 
may  wind  up  beaiing  the  financial  biimt 
of  the  furor.  Credit  Suisse  Group  and 
the  newly  merged  United  Bank  of 
Switzerland  have  together  offered  $600 
million  to  settle  donnant  accounts.  The 
World  Jewish  Congi'ess  is  demanding 
$1.5  billion,  insisting  that  the  Swiss  gov- 
ernment and  central  bank  contribute  a 
portion.  With  penalties  against  them  im- 


NO  DICE:  Swiss  President  Cotti  isn't  helping 
by  refusing  to  give  any  more  federal  money 


we  would  be  expected  to  deliver  the 
Swiss  government,"  says  a  bitter 
Richard  Capone,  chief  executive  of  UBS 
USA.  He  and  Robert  O'Brien,  managing 
director  of  New  York-based  Credit 
Suisse  Fii'st  Boston,  say  the  commercial 
banks  are  not  now  contemplating  a 
higher  offer.  But  "we  take  the  sanctions 


Credit  Suisse  and  UBS  are  stuck  playing 
diplomat-they  must  appease  New  York  critics 
while  helping  the  Swiss  government  save  face 


minent,  however,  the  commercial  banks 
could  come  up  with  a  compromise  figure. 
That  would  save  pohtical  face  for  their 
goveniment,  which  has  signaled  in  the 
past  that  in  a  less  combative  environ- 
ment, it  would  be  more  hkely  to  con- 
tribute additional  restitution  fonds. 

The  banks  aren't  happy  about  acting 
as  diplomatic  fixers.  "We  didn't  beheve 


very,  very  seriously,"  says  O'Brien. 

Although  neither  will  quantify  the  hit 
to  their  American  business,  the  two 
banks  face  an  alamiing  spiral  of  sanc- 
tions if  they  don't  appease  their  oppo- 
nents. In  September,  participating  state 
and  local  U.  S.  governments  would  halt 
overnight  deposits  in  Swiss  banks.  In 
mid-November,  state  and  city  pension 


funds  would  keep  new  money-mai^ 
ment  contracts  from  the  Svriss  and  r 
hibit  money  managers  from  tr;i- 
tlu'ough  Swiss  banks.  By  January 
would  cancel  existing  fund-manage 
contracts  and  ask  legislators  to  exi 
Swiss  com.panies  from  state  and  ; 
purchasing  bids.  And  by  mid-1999, 
lie  pension  funds  would  dump  all  ■ 
Swiss  stock. 

BIG  PENALTIES.  The  U.  S.  gi'oup.  It 
New  York  City  Comptroller  Ala 
Hevesi,  has  not  added  up 
such  sanctions  would  affei 
commercial    banks'    bi  > 
lines.  Hevesi  has  put  tog< 
a  network  wth  800  local  ; 
t'lTiments  across  the  U.  S. 
there's  no  telling  how  i 
would  follow  their  reconi 
(lations.  New  York  City' 
tirement  systems  hold  S 
million  worth  of  shares  ii 
two  Swiss  banks,  and  th< 
paid  $31  million  in  invest 
fees  to  Swiss  banks  last 
Hevesi's  office  says  that 
800  local  finance  authoii 
joined  the  sanctions,  (' 
Suisse  and  UBS  would 
much  more  in  fee  income 
the  $900  milhon  differem 
tween  their  ofter  and  tlii 
billion  the  World  Jewisli 
gress  is  asking  for. 

That's  why  James  I 
banking  analyst  at  Mo- 
Lynch  &  Co.  in  London! 
lieves  that  the  banks  may  t 
ulate  and  lay  out  $1  biUion  l  i 
the  hardest-hitting  sanctions 
in.  "What  will  sting  is  the  mid-Nn 
ber  deadline,"  says  Hyde,  when  ] 
pension  funds,  and  not  just  city  fi:n 
authorities,  begin  withliolding  theii'  i 
ness.  Hyde  says  Credit  Suisse  an( 
have  sufficient  provisions  to  covei- 
billion  outlay,  which  would  amoii 
$1.60  a  shai'e  for  Credit  Suisse  and 
a  share  for  UBS.  Although  the  oni 
payout  of  reserves  could  afferi 
banks'  valuations,  he's  not  changin 
long-term  buy  recommendation  o  . 
ther  stock. 

Hevesi's  gi'oup  feels  it  has  no  r 
but  to  keep  the  pressure  on  the 
"The  diplomatic  efforts  that  have 
foi-wai'd  haven't  produced  I'esults  s( 
says  New  York  State  Comptrolic  i 
Carl  McCall.  Unless  Washington!! 
Bem  come  to  a  high-level  understa 
in  the  next  six  weeks,  the  comnKCi 
banks  may  be  forced  to  do  the  jobll 
their  government  could  not. 

By  Joan  Warner  in  New  York. 
John  Parry  in  Geneva 
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COMIVIENTARY 

By  Larry  Light 


USINESS  EXPENSES:  THE  IRS  USES  A  CROOKED  YARDSTICK 


1  more  congenial  Internal  Rev- 
I  enue  Service?  F'orget  about 
Itiuit.  Sure,  Congress  recently 
■ised  a  measure  to  tame  the 
^'s  aggressive  ways  toward  indi- 
lual  taxpayers.  But  Corporate 
nerica  is  in  the  agency's  sights 
ire  than  ever. 

Increasingly,  the  iRS  is  zapping 
'  deductions  companies  take  for 
merous  everyday  expenses.  The 
jncy  treats  them  as  capital  costs, 
ich  usually  must  be  amortized 
her  than  expensed.  In  the  ms's 
w,  Ford  Motor  Co.  must  amortize 
!  cost  of  training  workers  to  as- 
nble  a  new  model  of  automobile. 
50  on  the  write-off  no-no  list  are 
;  costs  of  making-  bank  loans,  pay- 
;  mergers-and-acquisitions  advis- 
i,  signing  up  cell-phone  sub- 
ibers,  overhauling  jet  engines,  and 
signing  new  packaging.  Expect 
ire  disallowances  to  come. 
»SING  LIFELINE.  The  result  is  a 
:kdoor  tax  increase  on  Ameri- 
1  business.  The  burden  falls 
ist  heavily  on  small  companies 
it  can't  afford  high-powered 
c  attorneys  and  accountants, 
mediate  deductions  are  a  life- 
e  for  many  fledgling  entei-pnses 
it  need  as  much  cash  as  possible. 
I  bucks  are  at  stake.  Although  no 


at  once  is  more  valuable  than  one 
taken  piecemeal. 

Historically,  companies  have  had 
to  amortize  deductions  for  tangible 
capital  improvements,  such  as  the 
cost  of  a  new  factory.  Fair  enough. 
But  as  America  became  less  of  a 
smokestack  economy,  the  tax  collec- 
tors took  aim  at  intangible  assets. 

The  IRS  drew  first  blood 
against  m&a  expenses,  winning  a 
landmark  1992  U.S.  Supreme 
Court  case  involving  a  special- 
ty chemicals  maker  called 
Indopco  Inc.,  which  had  de- 
ducted the  $2.2  million  fee 


ig  bucks  are  at  stake.  "The  impact  of  all  this 
monumental,"  says  a  Lehman  tax  expert 


e  has  yet  quantified  exactly  how 
ich,  the  IRS  clearly  is  hoping  to 
3ture  more  of  the  billions  that  cor- 
rations  deduct  yearly.  Says 
hman  Brothers  Inc.  tax  expert 
ibert  Willens:  "The  impact  of  all 
.s  is  monumental." 
The  revenuers'  policy  has  led  to 
dless  litigation  and  made  account- 

1  for  expenses  a  headache,  given 

2  tax  code's  byzantine  complexity, 
complicate  matters  further,  some 

sts  must  be  amortized  (the  deduc- 
ins  stretched  out  over  the  life  of 
e  asset,  like  a  bank  loan),  while 
lers  can't  be  deducted  at  all  if 
ere's  no  obvious  life  span.  Al- 
ough  amortizing  at  least  lets  a 
mpany  deduct,  the  value  is  greatly 
uted,  since  a  tax  write-off  taken 


it  paid  to  Morgan  Stanley  &  Co. 
during  buyout  talks  with  Unilever 
PLC.  Terming  the  Morgan  tab  a  cap- 
ital expense,  the  court  ruled  that 
the  acquisition,  as  the  fruit  of  the 
firm's  labor,  somehow  enhanced  In- 
dopco's  value.  That  would  make 
more  sense  if  Indopco  had  paid 
Morgan  to  build  a  chemical  plant  in- 
stead of  to  shuffle  paper. 

Recently,  the  iRS  pushed  the  enve- 
lope fuither  with  U.  S.  Tax  Court 
vrins  in  June  against  fmr  Corp.,  par- 
ent of  Fidelity  mutual  funds,  and 
PNC  Bank  Corp.  Bairing  an  unlikely 
overturn  on  appeal,  investment  com- 
panies won't  be  allowed  to  deduct  a 
dime  for  starting  new  mutual  funds. 
These  costs,  about  $10,000  a  crack 
for  most  fund  companies,  can't  be 


amortized  since  funds  have  no  set 
longevity,  says  the  iRS.  More  signifi- 
cantly, banks  must  amortize  the 
costs  of  originating  each  of  the  mil- 
lions of  loans  made  yearly,  averaging 
$150  per  consumer  boiTOwing.  Using 
a  7%  interest  rate  to  calculate  the 
discounted  value  of  future  amortized 
deductions,  business  week  estimates 
that  this  could  have  boosted  pnc's 
$380  million  tax  bill  in  1997  by  up 
to  $17  million  (the  bank  won't 
fui-nish  calculations  on  the  extra 
.  liability),  and  upped  the  banking 
industry's  $37  billion  annual  tax 
payment  by  some  $2  billion. 
It  has  become  a  Talmudic  exer- 
cise to  differentiate  between  an 
everyday  expense  and  a 


capital  cost.  The  cost  of  signing  up  a 
new  customer  for  a  checking  account 
can  be  expensed,  while  signing  up 
that  same  person  for  a  loan  must  be 
amortized.  Advertising — say,  to  in- 
troduce a  new  cell-phone  service — is 
a  deductible  cost.  But  other  launch 
outlays,  such  as  sales  commissions 
for  enlisting  cellular  subscribers, 
must  be  amortized.  Fixing  comput- 
ers to  handle  the  Year  2000  problem 
is  deductible,  since  that's  simply  re- 
pairing an  existing  asset.  Retooling 
old  jet  engines,  however,  must  be 
amortized  as  a  capital  cost,  because, 
says  the  iRS,  the  engines  emerge  as 
good  as  new. 

A  situation  worthy  of  Lewis  Car- 
I'oll.  What  to  do?  Go  back  to  the  sim- 
pler system  in  use  before  the  Indop- 
co decision,  when  everyday  expenses 
were  treated  as  what  they  are. 

Associate  Editor  Light  covers  cor- 
porate strategies. 
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MUTUAL  FUNDS 


SAFE- 
AND  SORRY 

The  Brandywine  Fund  put  billions  in  cash,  and  investors  fled 


w: 


Mth  his  winsome  blend  of  enthusi- 
'asm  and  cornball  humoi',  Foster 
S.  Friess  can  work  a  crowd.  But 
the  58-year-old  Friess,  who  runs  the 
Brandywine  Fund,  had  his  work  cut  out 
for  him  at  the  annual  Morningstar  Mu- 
tual Fund  Conference  in  Chicago  last 
month.  Once  a  five-star  fund  manager, 
Friess  had  missed  most  of  this  year's 
stock  mai'ket  gain — not  because  of  se- 
lecting bad  stocks  but  because  of  se- 
lecting no  stocks. 

"I  want  to  know  why  the  hell  he 
went  to  cash,"  fumed  one  Brandywine 
fundholder,  upset  that  Friess  had  pai-ked 
78%,  or  some  $6.4  billion,  of  the  fund's 
$8.2  billion  in  assets  in  cash  for  most  of 
the  first  quarter.  Wliile  the  Standard  & 
Poor's  500-stock  index  surged  13.5%, 
the  Bi'andywine  Fund  Vv^as  up  only  2.8%' 
in  the  first  three  months.  Friess  dived 
back  into  stocks  in  the  second  quarter 
and  is  now  about  95%  invested,  and  the 
year-to-date  return  as  of  July  14  is  just 
7.2%,  vs.  21.4%  for  the  S&P  index. 
BAILING  OUT.  Friess's  woeful  undeiper- 
foiTtiance  points  up  the  danger  of  trying 
to  time  the  stock  market,  even  for  sea- 
soned pros  with  solid  ti-ack  records.  Tlie 
blunder  has  already  prompted  more 
than  $2  billion  in  redemptions  from  the 
fund  since  January — neai'ly  a  quarter 
of  its  assets.  Recapturing  those  dollars 

will  not  be  easy.  Most  of  n— n»  

the  cash  flow  in  the  busi- 
ness goes  to  mutual 
funds  with  foui-  and  five- 
stai'  MoiTiingstar  ratings, 
and  his  fund  is  down  to 
three.  "If  you're  not 
humble  in  the  invest- 
ment business.  you 
haven't  been  in  it  very 
long,"  says  Friess,  who 
runs  Friess  Associates 
Inc.,  with  $11  billion  in 
assets  under  manage- 
ment, fi:"om  Jackson  Hole, 
Wyo.  "I  take  the  blame 
for  being  WTong." 

Friess  insists  that  his 
objective  was  not  mar- 
ket timing  but  saving  his 
clients'  assets.  In  the 


BRANDYWINE'S  STATS 


ASSETS 

$6.5  BILLION 

SALES  CHARGE 

NONE 

CATEGORY  Ml 

D-CAP  GROWTH 

EXPENSE  RATIO 

1.04% 

TOTAL  RETURN* 

1998 

7.2% 

LAST12M0S. 

6.1 

LAST  3  YRS. 

15.9 

LAST  5  YRS. 

17.6 

LAST  10  YRS. 

18.1 

BACK  m  STOCKS:  Friess  is  playing  catch-up 


fourth  quarter  of  1997,  his  35%  weight- 
ing in  shares  of  technology  companies 
was  getting  hammered  as  the  Asian  cri- 
sis unfolded.  A  research  trip  to  the  Far 
East  in  .January  convinced  Friess  that 
mmm»mm»M<imam  Aslau  demand  for  U.  S. 

products  would  dry  up 
and  that  cheaper  exports 
to  the  U.  S.  would  put 
jn-essure  on  corporate 
profits  and  U.  S.  stock 


'Appreciation  plus  reinvestment  of 
dividends  and  capital  gams  before  taxes: 
1998  returns  through  July  14,  others  are 
annualized  through  June  30 
DATA:  MORNINGSTAR  INC 


the  fii'st  two  counts,  but 
veiy  wi'ong  on  the  third. 
Even  as  first-quarter 
earnings  slipped,  the 
bulls  kept  running,  he 
says,  because  of  an  on- 
slaught of  foreign  in- 
vestors seeking  a  haven 
in  American  stocks.  "We 
missed  the  boat,"  the 
fund  manager  admits. 
"Our  big  mistake  was 
not  realizing  the  magni- 
tude of  foreign  capital 


that  would  come  to  the  U.  S.  ma;,e 
Then,  realizing  the  blunder,  Pie 
told  his  30-member  research  st;f 
April  to  start  crunching  the  nurse 
to  see  if  stocks  looked  any  more  a 
tive  based  on  1999  earnings  estim; 
and  some  did.  Friess  bought  shai 
retail,  consumer  products,  and  fin: 
service  companies — all  poised  tn 
on  the  strong  domestic  econom  - 
largely  sheltered  fi'om  the  slowdo 
Asia.  He  also  came  back  to  techii 
stocks,  but  emphasized  net 
ing     and  telecommunic; 
shares  mstead  of  those  depc 
on  PC  sales.  Among  the  top  i. 
ings  now  are  Computer  Scicci 
Ascend  Communications, 
Conseco.  "We  see  powerful 
earnings  coming  from  comj 
tliat  were  not  on  our  1998 
screen,"  says  Friess. 
"JUST  TOO  MUCH."  Even  if  liif 
can  reignite  his  performanci  t 
controversial  market-timing  ^ 
will  linger.  The  trend  in  tl 
vestment  business  is  that  ^ 
pickers  should  stay  fully  in\ 
and  leave  it  to  theii-  clients  i 
cide  how  much  cash  they  s 
hold.  Mel  Higgins,  a  pensiora 
consultant  in  Cambridge,  lis 
pulled  $5  million  of  his  cln 
money  out  of  the  Brandyi 
Fund  after  Friess  disclosi' 
huge  cash  position.  "We  a  I 
had  9%  cash,  and  when 
added  in  his  cash,  it  was  ju;  . 
much,"  Higgins  explained. 
Although  having  so  muclia 
was  unusual,  it  was  not  unprecesi 
ed.  The  Brandywine  prospectus  £0' 
that  high  cash  levels  may  be  use'  \ 
"temporary  defensive  purposes." 
Friess  played  that  defense  succe> 
in  the  past — most  recently  in  ther.9 
bear  market  that  followed  Saddam  Ii 
sein's  invasion  of  Kuwait.  Madei 
Noveck,  president  of  New  York- 
Novos  Planning  Associates,  has  ' 
with  Friess.  She  admits,  howevei 
she  would  have  sold  her  clients' 
if  she  had  known  he  intended 
heavily  into  cash.  "He  saw  extrem* "' 
and  if  you're  not  willing  to  alld 
that,  you  shouldn't  be  with  a  ma 
like  him,"  says  Noveck. 

Of  course,  if  Friess's  fears  had  or 
tine,  he  would  probably  be  a  hi 
fund  folks  right  now,  and  not  ;i 
And  Friess  also  points  out  that, 
his  performance  lagged,  he  did  nc 
shareholders'  money.  But  in  a  i- 
bull  mai'ket,  that  doesn't  coimt  for 
with  investors. 

By  Andrew  Osterland  in  CI 
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How  OneWMM  helped 
Pericom  put  Hs  finger  on  the  pulse 
of  supply  chain  management. 


/  does  a  leader  in  high-speed  circuits    Operations,  "We  wanted  a  partner  that's  "Now  customers  get  delivery  quotes  on-line 

customer  satisfaction  a  jolt?  Pericom  going  to  be  there  for  the  long  haul,  one  and  we  can  easily  quote  the  status  of  any  order." 
iconductor  Corporation  does  it  by    that's  going  to  be  an  A-team,  top-tier  player.         The  result?  Less  waiting.  An  easier  way 

(mating  their  supply  chain,  from  We're  very  pleased  with  having  chosen  to  do  business.  And  much  happier  customers, 
ufacturing  through  distribution  and    J.D.Edwards."  That's    how    enterprise  software 

c  office  financials.  With  OneWorld  "         Since  the  implementation  of  OneWorld,  ought  to  be.  It  can  be  for  you,  too.  To  find 

rprise  software  from  J.D.Edwards.  Pericom  finds  it  easier  to  short-circuit  problems  out  more,  call  1-800-727-5333  or  visit 

According  to  Dan  Wark,  V.P.  of    and  keep  customers  wired  in.  Says  Wark,  www.jdedwards.com/customer. 

IDtdwards 

Enterprise  Software 

How  it  ought  to  he" 


Inside  Wall  Street 


CLEMENTE:  "Wlietr 
the  hargahis  are" 


BY  GENE  G.  MARCIAL 

ASIA'S  PHONES 
WHISPER  PROMISE 

Lilia  Clemente  hunts  for  undervalued 
growth  stocks  worldwide.  And  wher-e 
is  she  finding  them?  Asia — believe  it  or 
not.  "The  I'egion  is  more  volatile  than 
ever,  in  the  wake  of  its  economic  woes. 
But  it  is  where  the  bargains  ai-e,"  says 
the  chairman  of  Clemente  Capital,  which 
runs  two  closed-end  mutual  fimds  listed 
on  the  Big  Board. 
The  company  is 
based  in  New 
York  and  Beijing. 
The  Clemente 
Global  Growth 
Fund  was/anked 
No.  1  by  the  Lip- 
per  Closed-End 
Funds  Perfor- 
mance Analysis 
Service  for  1997. 

Clemente  is 
high  on  four' 
Asian  telecom  stocks  that  trade  thr-ough 
American  depositary  receipts:  China 
Telecom  (Hong  Kong)  (chl),  Nippon 
Telegr-aph  &  Telephone  (ntt),  Philippine 
Long  Distance  Telephone  (phi),  and 
South  Korea's  SK  Telecom  (skm).  The 
gloomy  economic  outlook,  says  Clem- 
ente, has  turned  them  into  low-risk, 
highly  attractive  assets.  They  all  have 
slumped  from  earlier  peaks.  "These  are 
companies  with  strong  balance  sheets 
and  lai'ge  capitalizations,"  she  notes. 

China  Telecom,  now  at  33  a  shar-e, 
hit  42  in  March.  She  says  it  may  reach 
45  in  a  year-.  "Compared  with  its  peer-s 
in  Eur'ope  and  the  U.  S.,  it  is  cheap," 
says  Clemente:  It  sells  at  a  pr-ice-eam- 
ings  r-atio  of  21,  based  on  estimated  1999 
earnings.  The  company  provides  cellular 
services  to  China's  wealthy  provinces 
and  is  expected  to  dominate  the  mar-ket, 
with  its  superior  networ'k  coverage  and 
solid  subscriber  base. 

Nippon  TelegTaph,  ti'ading  at  43 — 
down  from  52'/ — should  snap  back  to 
60  in  a  year,  figur-es  Clemente.  The 
company  dominates  local  and  long-dis- 
tance ser-vices  in  -Japan  but  has  yet  to 
do  business  over-seiis.  "EarTiings  ar'e  like- 
ly to  improve  with  increasing  mobile- 
phone  traffic  and  rising  demand  for  In- 
ternet ser-vices,"  says  Clemente. 

Philippine  Long  Distance  dominates 
the  country's  domestic  and  international 
phone  markets,  includuig  cellular  ser- 


vices. The  company  uses  its  size  to  ex- 
tract favorable  intercormection  fees  and 
is  able  to  control  access  to  its  own  net- 
work. It  is  a  "safe  haven"  for  investors 
in  Asia,  says  Clemente.  Now  at  23,  the 
stock  is  down  from  its  52-week  high  of 
34K  Clemente  expects  it  will  rebound  to 
35  in  12  months. 

SK  Telecom  is  South  Kor-ea's  lar-gest 
provider  of  mobile-telecom  services.  It 
plans  to  expand  into  computer  and  In- 
ternet commimication.  Ciurently  at  6, 
the  stock  should  climb  to  10  in  a  year-, 
figures  Clemente,  corrfident  that  by  that 
time  the  government  will  have  solved 
some  of  Kor-ea's  problems. 

SPLICINC  IN  STORE 
FOR  HOUSTON? 

The  stock  of  Houston  Industries  (hou), 
a  diversified  ener-gy  company,  has 
been  on  a  roll:  It  winged  up  from  20  in 
August  last  year"  to  31  on  July  14.  The 
rise  in  recent  weeks  stemmed  from 
merger  talk:  Power-Gen,  Britain's  sec- 
ond-lar-gest  electrical  utility,  was  ru- 
mored to  be  in  talks  with  Houston,  and 
this  got  a  lot  of  press  in  the  U.  S.  and 
Europe  in  eariy  Jime.  But  on  June  29, 
Power-Gen  announced  it  had  agreed  to 
buy  Britain's  East  Midlands  Electricity 
for-  $3.5  billion  from  Dominion  Resources 
in  Richmond,  Va. 

Has  that  deal  scuttled  a  Power-Gen- 
Houston  merger?  Many  analysts  believe 
it  has,  including  Edwar-d  Tir-ello  Jr.  of  bt 
Alex.  Br-ovm,  who  says  he's  bullish  on 
Houston  for  its 
fundamentals.  But        A  SHOWER 
Steve  Fleishman        OF  SPARKS 
of  Mer-rill  Lynch 
Global  Securities 
believes  the  talks 
ar-e  still  alive.  In- 
ter-nal  goings-on  at 
Power-Gen  indicate 
a  deal  is  brewing, 
says  the  analyst. 
"Such  a  merger 
would  create  the 
fii-st  global  jx)wer-- 
house  in  the  elec- 
tricity industr-y," 
says  Fleishman. 
The  merged  enti- 
ty would  have  a  mar-ket  value  of  $17  bil- 
lion, with  oper-atiorrs  on  foiu-  continents. 
The  geogr-aphical  fit  "would  be  super-b," 
he  adds,  with  PowerGen's  beachheads  in 
Eur-ope  and  Asia  and  with  Houston's 
strong  position  in  the  U.  S.  and  Latin 
America.  In  addition,  Houston's  exper- 
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tise  in  gas  and  retaihng  would  rejl 
nicely  with  Power-Gen's  strength  in 
erating,  says  Fleishman.  PowerGene 
knowledges  it's  looking  for  a  U.  S.  pt 
ner.  Houston  declined  comment. 


NETOPIA:  AN 
INTERNET  SLEEPEI 

It's  no  secret  that  Internet  stocks 
on  fire.  But  some  pros  are  on 
aler-t  for  those  still  only  smoldei- 
Nikos  Theodosopolous,  a  top  technol 
analyst  at  Warbui-g  Dillon  Read,  say: 
has  discovered  an  "Internet  sleei> 
Netopia  (ntpa)  makes  Internet  li; 
ware  and  software  pr-oducts  that 
hance  the  capabilities  of  small  busin 
es  and  home-office  users.  Now  trai 
at  1%  a  shar-e,  Netopia  should  read 
this  year-,  he  says. 

The  real  wild 
card  for  Netopia 
is  its  Netopia  Vir-- 
tual  Office  soft- 
war-e  (nvo),  which 
allows  users — pri- 
marily home  of- 
fices— to  set  up 
Web  sites  in  sec- 
onds, at  reason- 
ably low  cost. 
Netscape  Commu- 
nications and  Ne- 
topia have  signed 
a  deal  for 
Netscape  to  offer 
NVO  as  part  of  its 
services. 


NOT  YET 
ON  FIRE 


DATA  BLOOMBERG  FINANCIAI  • 


Netopia  has  also  signed  pacts  Mi 
high-traffic  Inter-net  servers,  sucla; 
GeoCities  and  Earthlink  Network 
provide  nvo  Web  sites  with  content 
Net  services.  If  nvo  becomes  a  succ 
says  Theodosopolous,  the  value  of  ' 
opia  will  skyrocket.  He  figures  Net 
will  post  a  loss  of  ll0  a  share  in  ti 
1998  on  r-e venues  of  an  estimated  - 
million.  But  he  expects  it  will  ir 
money  in  1999,  ear-ning  30^  a  shai  ' 
r'evenues  of  $60.5  million. 

Netopia  is  expected  to  form  aUiai 
with  other  Internet  companies.  Net 
CEO  Alan  Lefkof  says  he  plans  to 
up  more  major-  player-s  to  br-oaden  " 
appeal.  "Our  goal  is  to  have  anyone 
a  business  cai-d  to  have  a  Web  si! 
his  or  her  own,"  says  Lefkof. 


For  more  coverage  of  the  markets 
visit  our  Web  site  at  businessweek.cn 
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.formation  Technology 


rWARE 


JAVA 

I  EVERY  POT? 


aims  to  make  it  the  language  of  allsmart  appliances 


eady  for  Java  cars? 
Java  credit  cards? 
Java  jewelry?  Don't 
laugh.  Suddenly,  the 
)mputer  code  from 
Microsystems 
n't  just  for  ci-e- 
and  lunning  pro- 
5   on  computer 
rks.  Now,  as  con- 
!r-electronics 
cts  go  digital,  Java 
iping  into  all  soils  of 
;s  aimed  squarely  at 
ist  of  us. 

;ck  out  what's  on  the 
Rg  boards.  Delphi 
notive  Systems,  the 
anics  supplier  owned 
ineral  Motors  Corp., 
to  offer  carmakers 
a-based  system  to 
autos  with  features 
aice-activated  E-mail 
lavigation.  Motorola 
ixpects  to  use  Java 
!rything  from  pagers 
ell  phones  to  chips 
run  Java  in  such  appliances  as 
;rs — some  as  early  as  this  year. 
)allas  Semiconductor  Coip.  is  mak- 
ring  with  a  Java-encoded  chip 
;ould  provide  more  secure  access 
itel  rooms  or  E-mail  at  public 
!.  Says  Joan  S.  DeLuca,  chief  soft- 
strategist  at  Motorola's  Semicon- 
r  Products  Sector:  "We're  not  see- 


McNEALY  AND  JAVA  GIZMOS:  So  far,  Suu  has  a  jump  on  Microsoft 


ing  any  limit  to  where  Java  can  go." 

Neither  does  Sim  Microsystems  Chief 
Executive  Scott  G.  McNealy,  Java's 
biggest  cheerleader.  McNealy,  who 
wears  his  own  Java  ring,  aims  to  make 
Sun's  tliree-year-old  computer  language 
the  lingxia  franca  for  eveiy  imaginable 
digital  device.  "Never  before  have  we 
had  a  technology  that  can  span  all  these 


environments,"  crows  McNealy.  Even 
though  Sun's  bread-and-butter  business 
is  computers — big  ones  at  that — its  fu- 
ture may  well  turn  on  whether  Java 
succeeds  as  the  software  to  control  new 
generations  of  smart  consumer  devices. 

Why?  For  one,  consumer  electronics 
is  potentially  a  huge  market  for  Sun. 
The  computer  maker  doesn't  plan  to 
build  the  devices  itself.  But  such  prod- 
ucts using  Java  could  sell  by  the  mil- 
Uons.  And  at  a  buck  or  two  royalty  per 
unit  to  Sun  plus  the  $300,000-and-up 
annual  license  and  maintenance  fees  Sun 
charges  companies  to  use 
Java,  that  could  add  up  to 
huge  high-margin  rev- 
enues. Even  better,  all 
those  networked  devices 
will  draw  their  smarts 
from  services  provided 
by  speedy  computers  in 
the  back  room  that  may 
bear  Sun  logos.  Says  Mc- 
Nealy: "If  Java  prevails, 
we  have  a  chance  to 
provide  those 
servers." 
ARCHRIVAL.  Just 
as  important,  con- 
sumer electronics 
may  be  the  last  place 
that  Sun  can  make  a 
stand  against  archrival 
Microsoft  Corp.,  which 
has  fought  Sun's  vision  for 
Java  every  step  of  the 
way.  Microsoft  is  working 
hard  to  make  Windows 
CE,  its  stripped-down  op- 
erating software  for  con- 
simier  devices,  a  standard 
for  smart  gadgets  and  other  so-called 
embedded  devices  in  which  software 
works  in  the  background. 

Already,  Microsoft  has  won  several 
liigh-profile  deals,  such  as  handheld  com- 
puters from  Casio,  Compaq,  and  others, 
as  well  as  a  video-game  console  from 
Sega,  and  some  5  million  set-top  boxes 
that  cable  giant  Tele-Communications 


COMMUNICATIONS 

►  Alcatel's  Internet  screen- 
phone  uses  Java  to  deliver  ser- 
vices such  as  home  banking 

►  Motorola  plans  to  use  Java 
programs  to  connect  wireless 
products 

TV  AND  ENTERTAINMENT 

►  TCI  will  employ  Java  to  pro- 
gram new  semces  such  as 


Net  telephony  for  cable  set-top 
boxes 

►  Sony  will  use  Java  to  link 
digital  audio-video  products, 
TVs,  and  computers 

AUTOMOBILES 

►  GM  may  use  Java  to  link  car 
systems  such  as  navigation, 
climate  control,  and  remote 
diagnostics 

DATA:  SUN  MICROSYSTEMS,  COMPANIES  ' 


SMART  CARDS  AND  JEWELRY 

►  Visa  International  has  made 
Java  the  chief  way  to  pi'ogram 
services  such  as  airline  ticket 
purchases  into  smart  cards 

►  Dallas  Semiconductor  sells 
Java-based  rings,  key  chains, 
and  other  devices  used  for 
access  control  and  credit  card 
transactions 


DiiciMrcc  \A/rrur  /  iiiiv  07    iqqq  71 


Information  Technology 


Inc.  plans  to  start  shipping  in  inid-1999. 
CE  also  plays  prominently  in  a  Detroit 
ventui'e  called  AutoF( which  is  intended 
to  give  cars  pc-like  smarts.  "Win  CE  is 
certainly  going  to  be  a  player,"  says 
Greg  Galanos,  president  of  Metrowerks 
Inc.  in  Austin,  which  makes  software 
that  competes  against  CE.  Meanwhile, 
Sun  has  stinggled  to  get  Java  software 
out  fast  enough  to  consumers — in  par- 
ticular, a  very  small  version  that  can 
run  in  devices  such  as  printers,  cam- 
corders, and  thermostats. 

Even  so,  observers  say  Java,  with  80 
consumer  licensees,  has  more  momen- 
tum across  a  wider  variety  of  products 
than  t:E.  For  instance,  TCi  will  use  Java 
as  the  progTamming  standard  in  all  12 
miUion  of  its  set-top  boxes,  making  CE 
play  second  fiddle  to  Java.  And  last 
month,  a  European  mobile-phone  ven- 
tiu-e  of  Nokia,  Telefon  A.  B.,  and  L.  M. 
Ericsson  spumed  CE  and  chose  softwai'e 
fi'om  England's  Psion  PLC,  wliich  will  use 
Java.  "Java  has  so  much  investment  be- 
ing tlu'own  at  it,"  says  Dataquest  Inc.  an- 
alyst Lairy  Perlstein. 
NET  KIOSKS.  Ah-eady,  Java  is  stalling  to 
percolate  into  other  kinds  of  devices 
(table,  page  71).  Visa  International's  fii'st 
Java  smart  card,  issued  in  June  by  Sin- 
gapore's Standard  Chartered  Bank,  lets 
holders  make  Net  purchases  from  a 
kiosk,  for  instance.  Smart-card  maker 
Gemplus  has  backed  Java,  and  on  July 
14,  NEC'  Corp.  said  it  will  also  employ 
Java  in  its  cards.  France's  Alcatel  is  us- 
ing Java  to  give  its  Internet  Screen- 
phone  the  ability  to  receive  E-mail,  let 
people  buy  online,  and  allow  phone  com- 
panies to  upgrade  calling  services  by 
sending  out  Java  progi'ams.  The  $500 
phone  will  go  on  sale  in  Europe  this 
fall  and  in  the  U.  S.  early  next  year. 

The  big  question:  Will  these  devices 
appeal  to  consumers?  So  far.  Net  appli- 
ances have  been  a  bust — too  expensive 
or  cumbersome.  But  that  could  change 
soon.  Market  researcher  International 
Data  Corp.  reckons  sales  of  Net  appli- 
ances, such  as  Web  phones  and  set-top 
boxes,  will  explode,  from  1.4  million  last 
year  to  42  million  in  2002 — not  far  be- 
low projected  U.  S.  FC  sales  that  yeai-  of 
56  million. 

How  many  of  these  appliances  will 
use  Java,  nobody  knows — but  McNealy 
is  shooting  for  the  whole  enchilada.  He 
won't  get  what  he  wants,  of  coiu'se — not 
with  Microsoft  Chairman  Bill  Gates's 
big  bucks  behind  Windows.  But,  vows 
McNealy,  "we're  going  to  continue  to 
spend  like  crazy  on  Java  technology." 
Crazy  like  a  fox? 

By  Robert  D.  Hof  bi  Mountain  View, 
Calif.,  with  Roger  Crockett  in  Chicago 


THE  INTERNET 


THE  WEB  GIANT 
NOBODY  KNOWS 

Venture  fund  CMG  has  a  knack  for  picking  hot  Net  spot 

Forget  Silicon  Valley's 
venture-capital  pow- 
erhouses for  a 
minute  and  check  out 
the  Boston  suburb  of 
North  Andover,  Mass. 
That's  where  cmg  Infonna- 
tion  Services  Inc.  ceo  and 
Chairman  David  S. 
Wetherell  set  up  the  com- 
pany's fii'st  Inter-net  ven- 
ture fund  in  1995.  Now, 
the  little-lmown  investment 
and  holding  company's  Net 
startups  are  coming  intn 
their  own.  Take  cm(;'s  809; 
investment  in  America's 
No.  4  search  engine  com- 
pany Lycos  Inc.  It  paid  $2 
million  three  years  ago, 
when  seai'ch  engines  were 
still  being  tinkered  on  in 
garages.  Today,  cmg's  oO% 
stake  is  worth  $390  mil- 
lion, and  it  could  go  higher 
if  Lycos  strikes  a  widely 
anticipated  partnership 
with  CBS,  Time  Warner 
Inc.,  or  another  major  me- 
dia company. 

That's  just  the  most 
pi'ominent  of  cmg's  24  in- 
vestments, running  from 

the  Engage  Technologies  . 
service,  used  by  Web  site  Wneil  COmUlUtiU, 
operators  to  collect  and  .  ,         .  ^    ,  i  •     i  •  -kt 

analyze  user  data,  to  has  staKcs  iR  Tank  third  iR  Nc 

GeoCities,  the  third  most  „„.         „  „  i  a /r 

popular  Web  site,  where  traiiic,  alter  Microsoit  and  Ad 

consumers   can   set  up  '  

home  pages.  When  com 
bined,  the  companies  cm( 
has  stakes  in  i-ank  tliu'd  in  total  Internet 
traffic,  behind  America  Online  Inc.  and 
Microsoft,  Corp.'s  Web  sites.  That  has 
spurred  such  interest  that  cmg's  third 
investment  fimd,  which  totals  $150  mil- 
lion and  closes  in  mid-Augiist,  will  be 
the  fh'st  to  include  outside  investors. 

With  characteristic  lack  of  fanfare, 
the  43-year-old  Wetherell  has  quietly 
become  a  major  force  on  the  Web.  As 


lilt; 


Sites  CIV} 


WETHERELL:  OUT  TO  MAXIMIZE  "EYEBALL  TIME" 


an  Internet  landlord,  CMG  has  val 
stakes  in  some  of  the  most  populav 
tual  real  estate  on  the  Web.,B 
Wetherell  has  bigger  plans:  to  sj); 
wired  network  of  companies  that 
together  to  zero  in  on  an  indivi*a 
tastes,  deliver  targeted  ads,  met*  I 
temet  traffic,  and  enable  electroni( 
merce.  The  goal  driving  CMC's  ii 
ments,  he  says,  is  "to  bring  togih' 
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osl  eyeball  time  and  measure  it 
accurately  than  anyone  else." 
tty  gr-and  for  a  mathematics  gi-ad- 
vho  started  civk;  in  1986  when  he 
t  College  Marketing  Group,  which 
sts  of  college  professors  and  their 
s  to  book  publishers.  From  there, 
ranched  out  into  direct  market- 
tting  on  the  Internet  in  1994.  An 
Internet  browser  progi"am  Weth- 
nanced,  called  BookLink,  was  sold 
that  year  for  .$;^0  million  in  stock. 
M]e  AOL  buried  Wetherell's  pro- 
an  eai"ly  casualty  of  the  browser 
Wetherell  sold  his  stock  and  in- 
1  the  proceeds  in  Lycos,  a  startup 
Carnegie  Mellon  University. 


CMG's  Wired  World 
of  Investments 


LYCOS 

VALUE  AND  1998 

Search  engine  and 

REVENUE  (MILLIONS) 

commur  ity  service  that 

$1,300 

is  the  seventh  most 

$62* 

visited  Vv'eb  site. 

CMG  STAKE:  30% 

GEOCITIES 

VALUE  AND  1998 

Most  popular  site  for 

REVENUE  (MILLIONS) 

users  to  build  home 

$1,000  * 

pages,  IPO  pending. 

$25* 

CMG  STAKE:  34% 

ENGAGE 

VALUE  AND  1998 

TECHNOLOGIES 

REVENUE  (MILLIONS) 

Service  used  by  Web 

$300  * 

sites  to  place  and 

$15* 

target  ads. 

CMG  STAKE:  100% 

SILKNET  SOFTWARE 

VALUE  AND  1998 

Web  customer  service 

REVENUE  (MILLIONS) 

software.  Customers 

$60* 

include  Microsoft, 

$5* 

NationsBank. 

CMG  STAKE:  24% 

'Estimated 

DATA:  COMPANY  REPORTS,  ANALYSTS,  BUSINESS  WEEK 


lay,  publicly  traded  cmg  functions 
m  Internet  mutual  fund,  taking 
g  or  full  ownership  stakes  in  com- 
5.  Even  though  several  cmg  com- 
5  have  yet  to  prove  they're  sui'- 
5,  only  one — fi"ee  E-mail  provider 
nark — has  failed.  "Venture  capital- 
re  doing  well  if  75%  of  their  com- 
5  go  belly-up,"  says  Ullas  Naik,  an 
it  at  First  Albany  Corp.  The  mu- 
and  approach  has  caused  investors 
3  into  CMC's  stock  during  the  past 
sending  it  up  more  than  tenfold,  to 
nd  it  has  drawn  some  powerful 
;rs,  including  Intel  Corp.  and  Mi- 
ft,  CMC's  third-  and  fourth-lai'gest 
tors,  respectively, 
lat  e.xactly  are  investors  buying? 
s  a  piu-e  Internet  play.  And,  like  so 


many  of  these  nowadays,  CMC's  profits 
are  nonexistent — it  recorded  a  net  loss 
of  $22.8  million  last  year  and  has  no 
earnings  in  sight.  Paul  Noglows,  an  an- 
alyst with  Hambrecht  &  Quist,  expects 
the  company  to  record  a  net  loss  of 
$28.4  million  on  revenues  of  $85  million 
for  fiscal  1998,  ending  July  31. 
CLOSE  LINKS.  On  the  surface,  Weth- 
erell's strategy  looks  similar  to  that  of 
Microsoft  co-founder  Paul  Allen's  Vulcan 
Ventures  Inc.,  which  invests  in  a  com- 
plementaiy  set  of  companies  that  some- 
times share  customers,  partners,  and 
technologies.  But  Vulcan  hasn't  exactly 
set  the  world  on  fire  using  that  ap- 
proach. One  crucial  difference  is  that 
while  the  companies  in 
Vulcan's  portfolio  may  not 
pay  off  for  10  years,  ana- 
lysts expect  CMC  to  spin 
off  as  many  as  six  IPOs  in 
the  next  18  months,  start- 
ing with  GeoCities  later 
this  year. 

Still,  some  ventiu'e  cap- 
italists see  pitfalls  in 
Wetherell's  efforts  to 
build  a  network  of  com- 
panies that  are  tightly 
linked.  "It's  pretty  diffi- 
cult to  dictate  mutual 
strategies  to  a  greater 
end  and  have  it  benefit 
shareholders  of  both  com- 
panies," says  Jeff  Brody, 
partner  at  Brentwood- 
Venture  Capital,  a  Los 
Angeles-based  firm.  Coun- 
ters Robert  J.  Davis,  ceo 
of  Lycos:  "We  share 
where  it  makes  sense, 
and  through  cmg  we 
get  great  exposure  to 
emerging  companies  and 
technologies." 

CMC  also  has  to  prove 
its  strategy  can  be  main- 
tained over  time.  The 
company,  whose  oldest  in- 


DAVIS:  CMG  gives  Lycos  "great  exposure 


vestment  spans  three  years,  is  new  to 
the  game  of  funding  startups  and  fol- 
lowing them  as  they  grow  and  change. 
"The  challenge  for  CMC  will  be  to  con- 
tinue to  build  out  their  network  of  com- 
panies, since  they  are  still  a  relatively 
young  fund,"  says  Jennifer  Fonstad,  an 
associate  with  venture-capital  firm  Drap- 
er Fisher  Jurvetson  in  Redwood  City, 
Calif.  "That's  the  only  way  to  validate 
their  model." 

CMC's  appeal,  investors  say,  is  the 
prospect  that  early-stage  investments 
will  pay  off  in  initial  public  offerings  or 
acquisitions,  boosting  the  value  of  cmg 
shares  and  generating  shareholder  divi- 
dends. But  with  so  much  riding  on  ipos 
and  mergers,  a  meltdown  in  Internet 
stocks  or  a  chill  in  the  ipo  mai'ket  could 
hit  CMC  hard.  Meanwhile,  the  pressure 
to  demonstrate  growth  has  risen  with 
CMC's  stock  price.  "Some  of  these  in- 
vestments would  have  to  grow  into 
monster  companies  to  have  an  impact  on 
the  stock  price,"  says  analyst  Sheiri  L. 
Wolf  of  Adams  Harkness  &  Hill  Inc. 
MATCHMAKER.  Unlike  many  hands-off 
venture-capital  fij-ms,  CMC  is  taking  an 
active  role  in  making  that  happen.  It 
provides  cracial  introductions,  as  in  the 
case  of  Silknet,  a  tliree-year-old  startup 
based  in  Manchester,  N.  H.  The  compa- 
ny, which  provides  customer  service 
over  the  Web,  added  CMC-investor 
Microsoft  to  its  list  of  customers  on  July 
1.  Similarly,  when  Japanese  conglomer- 
ate Sumitomo  Corp.,  another  cmg  in- 
vestor, was  looking  for  a  way  to  deliver 
ads  to  an  Internet  browser  on  Japan's 
largest  Internet  service  provider,  Intei'- 
net  Initiative  Japan  (lU),  Wetherell 
steered  them  to  ADSmart,  a  cmg  compa- 
ny used  by  advertisers  to  dehver  ads  on 
Web  sites. 

And  Wetherell  isn't  shy  about  using 
his  influence  to  make  things  happen. 
Engage  was  ready  to  roll  out  its  con- 
sumer profiling  technology  last  spring, 
but  Lycos,  an  obvious  target  customer, 
had  its  hands  ftiU  digesting  acquisitions, 
including  community  service  Web 
site  Tripod  Inc.  Then,  cmg  asked 
Lycos  to  make  working  with  En- 
gage a  priority,  and  in  six  weeks, 
Lycos  delivered  half  of  the  19  mil- 
lion visitor  profiles  in  Engage's 
gi'owing  database.  "Because  CMC 
wanted  Engage  to  ramp  up,  it  be- 
came a  piiority,"  says  Engage  ceo 
Paul  Schaut.  But  executives  at 
the  affiliates  say  they  aren't 
forced  to  work  together.  Says  Bo 
Peabody,  CEO  of  Ti'ipod:  "In  an 
industry  like  the  Internet,  you 
need  to  be  ft'ee  to  make  adjust- 
ments very  fast."  cmg  has  shown 
it's  nimble.  Now,  it  has  to  show  it 
has  staying  power  as  well. 

By  Paul  C.  Judge  hi  Bostoyi 
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Economics 


MONETARY  POLICY 


RAHLING 
GREENSPAN  &  CO. 

The  Fed's  William  Poole  could  lead  a  monetarist  revival 


A sailing  buff 
since  boy- 
hood, Feder- 
al Reserve 
Bank  of  St.  Louis 
President  William 
Poole  loves  to  race 
his  old-fashioned 
Thistle,  the  Adam 
S.  The  classic 
three-pei-son  dinghy 
was  in  vogue  dur- 
ing the  1950s  and 
'60s  but  was 
eclipsed  long  ago 
by  sleeker  designs. 
Poole's  economic 
views  are  some- 
what retro,  too:  He 
is  a  disciple  of  mon- 
etarism, a  school  of 
thought  that  had 
its  heyday  in  the 
'70s  and  '80s. 

But  while  his 
views  may  be  out 
of  intellectual  fash- 
ion, Poole  is  sud- 
denly in  a  position 
to  affect  the  coui-se 
of  U.  S.  monetary 
policy.  Just  eight 
weeks  after  being 
hired  by  the  board 
of  the  St.  Louis 

Fed,  Poole  parted   

uith  Federal  Resene  Board  Chaii-man 
Alan  Greenspan,  dissenting  from  the 
May  19  decision  of  the  Federal  Open 
Market  Committee  to  keep  interest 
rates  unchanged.  He  advocated  an  in- 
crease. Poole's  dissent  suggests  that 
given  his  concerns  about  the  rapid 
gi-owth  in  the  money  supply  and  bank 
lending,  he'd  be  reluctant  to  support  a 
rate  cut  even  if  conditions  in  Asia 
weaken  further. 

MAKING  ALLIES.  It's  rare  for  an  FOMC 
member  to  dissent  so  soon  after  joining 
the  policymaking  gi-oup.  But  Poole,  a 
respected  economist  from  BrowTi  Uni- 
versity with  long  ties  to  the  Fed,  is 


convinced  that  the  nation's  money  sup- 
ply still  pro\ides  the  best  map  for  steer- 
ing cleai-  of  inflation — and  he  isn't  being 
shy  about  it.  "I  felt  completely  comfort- 
able speaking  my  mind  and  voting  my 
best  judgment,"  he  said  in  a  Julv  13  in- 
terview with  BUSINESS  WEEK. 

Poole  was  joined  in  his  May  dissent 
by  fellow  monetaiist  Jeny  L.  Jordan, 
the  veteran  president  of  the  Cleveland 
Fed.  They  fretted  that  the  sm-ge  in  the 
money  supply  and  bank  credit  could 
cause  an  outbui-st  of  inflation.  Given  the 
"substantial  monetaiy  acceleration  and 
accommodative  financial  conditions,  we 
would  be  better  off  if  we  had  a  less  ac- 


commodative posture  at  this  p<- 
Poole  says. 

Fed  w^atchers  believe  that  if  n 
growth  remains  strong,  Poole  am 
dan  may  have  other  alhes,  inch- 
Kansas  City  Fed  President  Thorn 
Hoenig,  v/ho  has  monetarist  lea 
and,  like  Poole  and  Jordan,  is  a  \ 
FOMC  member.  "This  is  the  yeai- 
the  monetarists  are  cycling  in,' 
former   Federal   Reserve  Go\i 
Lawrence  B.  Lindsey,  refening  t 
yearly  rotation  in  which  5  of  the  : 
gional  bank  presidents  vote  witl 
seven  goverm 
WILLIAM  Washington. 
Pnni  F  monetary  a 

ruULC  gates  are  cl 

AGE  61  signaling  39(  t 

  inflation  next 

PRESIDENT  so  if  you're  a  t 
Federal  Reserve  tarist,  you'd  li; 
Bank  of  St.  favor  tightenii. 

Louis,  March,  Before  Pdi 

1998-present       anival,  Jord;  ' 

professor"  ''"^^  ^^^^^^ 

Brown  Univer-  mittee,  perha 

sity,  1974-82,  part  because  m 

198 5 -98   colleagues  \ie\H 

member'  too  doctni 

Shadow  Open  ^^^^^ 
Market  P^'f^' 

Committee,  J°^^*^^'  ^fj' 
1985-98  ^ 


MEMBER 

President 

Reagan's 

Council  of 

Economic 

Advisers, 

1982-85 


pact  over  tin  i 
Greenspan,  wlu 
til  May  had 
been  challenp' 
two  dissentei- 
single  meeting 
1994.  (The 
won't  disclos' 
vote  at  the  .J 
STAFF  FOMC  meeting^i- 

ECONOMIST  August.) 
Federal  Reserve       To  be 
Board,  Greenspan 
1954-74  wields  enoi' 

power  over 
FOMC.  His  eclectic  approach  to  i 
taiy  policy  has  kept  the  econoni 
panding  for  seven  years,  w^hile  int 
has  fallen — the  consumer  price 
rose  just  0.1%  in  June.  Greenspan 
ably  could  gamer  enough  votes 
rate  cut  if  he  decided  one  was  ess 
because  of  a  crisis  in  Asia  or  a 
U.  S.  slowdown.  But  he's  unlikt 
push  one  thi-ough  over  substanti; 
position,  because  he  knows  the 
cial  markets  would  get  spooked 
FOMC  were  sharply  split.  The  i 
tarists'  defense  "niles  out  any  c 
of  a  preemptive  easing,"  says  Da\ 
Jones,  chief  economist  for  Aubr^ 
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There's  only  one  thing  spreading  more  quickly 
than  Year  2000  madness,  and  that's  a  proven 
solution  to  the  dilemma  —  EMC  Enterprise 
Storage.™   As  your  company  rushes  to  fix  its 

It  will  have  you  reaching 

information  systems,  our  storage  solutions  can 
eliminate  system  downtime  during  testing, 
helping  you  continue  to  operate  without  disrup- 
tion. And  once  you've  employed  EMC's  innovative 

for  the  champagne, 

solutions  for  effective  information  sharing, 
protection  and  management,  you'll  understand 
the  value  of  putting  storage  at  the  center  of 
your  IT  system  long  after  your  Year  2000  goals 

instead  of  the  aspirin. 

have  been  reached.  The  next  millennium  should 
give  you  reason  to  celebrate,  not  hyperventilate. 
Call  1-800-424-EMC2,  ext.  309.  Or  visit  www.EMC.com. 


EMC' 

15  a  registered  trademark,  and  EMC,  EMC  Enterprise  Storage,  The  Enterprise  Storage  Company,  and  The  Enterprise  Storage  Company 

MC  Effect  are  trademarl<s  of  EMC  Corporation.  ©1998  EMC  Corporation.  All  nghts  reserved 


A  closed  network  is  on  oxymoron. 


©1998  Novell,  Inc  All  rights  leserved  Novell  and  NetWare  ore  registered  frodemarks  ond  the  No  Limits  button  is  o  trademark  of  Novell,  Inc  in  the  United  Slates  and  other  countries. 
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Economics 


If  you  didn't 
need  to  knovir 
this  stuff, 

we  wouldn't 
interrupt  your 
weekend. 


Somewhere  right  now,  business 
news  is  breaking  that  will  have  an 
Impact  on  your  life.  That's  why  there's 

"This  Week  in  Business"  on  PBS. 
Join  host  Sheilah  Kast  for  the  business 
news  you  absolutely  need  to  know. 
.    Weekends  on  PBS. ,      ,  .„.  , 


JOIN  THE  CLUB 

Jordan  now  has  a 


Lanston  &  Co.  "Their  will- 
ingness to  go  public  will 
sei-ve  as  a  i"allying  point  for 
other  hawks  on  the  FOMC." 

Poole's  presence  on  the 
FOMC  is  making  the  money 
supply  a  bigger  factor  in 
the  Fed's  internal  debates 
over  monetaiy  policy.  Mon- 
etarists such  as  Poole  have 
expressed  concern  that  the 
monetaiy  aggi"egate  known 
as  M2  has  risen  7%  over 
the  past  year.  (M2  includes 
cash  and  checking  accounts 
as  well  as  savings  and  re- 
tail money-market  accoimts 

and  certificates  of  deposit  monetarist  ally  at  the 
for  less  than  $100,000.)  central  bank 

Greenspan,  in  contrast, 
publicly  disavowed  M2  as  a  policy 
gauge  in  the  early  '90s,  ai'guing  that  its 
predictive  value  was  spoiled  by  changes 
in  the  way  Americans  chose  to  hold 
money.  Although  Greenspan  recently 
has  noted  "tentative  signs"  that  the 
relationship  between  money  growth 
and  economic  output  is  reemerging,  he 
says  it  is  "uncertain  how  reliable  that 
relationship  will  prove  to  be  over  time." 

Poole  has  long  worked  to  make  mon- 
ey measures  more  useful.  In  the  early 
1990s,  he  helped  develop  what  is  now  a 
widely  followed  indicator — which  he 
dubbed  MZM,  for  "money  zero  maturi- 
ty"— that  tracks  M2  plus  money-mar- 
ket fimds  held  by  institutions,  and  minus 
certificates  of  deposit.  It's  intended  to 
measure  all  holdings  that  can  be  con- 
verted to  spending  money  without 
penalties  or  risk  of  capital  loss.  Some 
Fed  economists  believe  that  mzm  is  a 
better  measure  of  liquid  money  than 
M2  because  it  excludes  cos,  which  in- 
vestors can't  instantly  cash  in.  The  past 
year's  11.5%  surge  in  mzm  offers  fur- 
ther proof  to  monetarists  that  money 
growth  is  too  strong. 

The  affable  Poole,  who  holds  an  eco- 
nomics PhD  fi-om  the 


University 
go,  leaves 


of  Chica- 
ne doubt 
that  the  Fed  should 
worry  more  about 
money-supply  gi'owlh, 
even  with  inflation 
measures  at  low  ebb. 
"We  need  to  be  look- 
ing down  the  pike,  a 
year  to  three  years 
ahead,"  he  says. 
What  about  Asia? 
Poole  doesn't  believe 
the  Fed  should  hold 
domestic  policy  hos- 
tage to  that  region's 


A  FOUNTAIN  OF  MONEY 


*M2  COUNTS  MONEY  IN  CASH.  CHECKING,  SAVINGS,  AND 
MONEY  MARKET  ACCOUNTS,  AND  CDs  UNDER  $100,000 


DATA:  BLOOMBERG  FINANCIAL  MARKETS 


tiuTTioil.  "Oui'  respond 
is  fu'st  and  foremost  j 
U.S.,"  he  says.  "We! 
do  the  international  i 
my  any  favors  if  we 
our  economy  to  g 
track." 

NO  NOVICE.  Such  01 
ken  views  aren't  not 
aired  by  new  fomc  | 
bers,  who  often  bow  1 
institutional  pressurej 
with  the  flow.  But  Pc 
hardly  your  typical  ^ 
bank  president.  Whil^ 
eral  cuiTent  Fed  pres 
rose  through  the  sys 
administrative  rout 
overseeing  check  pr^ 
ing,  Poole  attended  hi 
FOMC  meeting  when  he  was  a  Fet 
economist  in  the  early  1970s. 

During  that  stint,  Poole,  at  aj 
finished  what  San  Francisco  Fed 
ident  Robert  T.  Parry  praises 
seminal  piece  of  reseai'ch."  Tlie  p£ 
reflecting  a  less-than-pure  brai 
monetarism — argues  that  ct 
bankers  should  monitor  the  relj 
ship  of  both  interest  rates  and  ri 
gi-owth  to  economic  activity  and 
give  more  weight  to  the  more  t| 
linked  of  the  two  indicators  in  sj 
policy.  With  the  Asian  crisis  tern] 
ily  distorting  interest  rates,  P 
model  would  augiu-  for  stressin 
money  stock. 

In  the  decades  since  his  firs 
job,  Poole  has  taught  at  Brown,  s 
as  Jordan's  successor  on  Ronald 
gan's  White  House  Council  of  Ec 
ic  Advisers,  and  been  an  outsic 
viser  to  New  York  Fed  Pre; 
William  J.  McDonough.  Occasic 
Poole  even  urged  McDonough  to 
dissenting  vote  on  the  fomc — t 
the  New  York  Fed  chief  never  h 
Poole  knows  that  dissents  are 
effective  when  used  sparingly. 

soui'ces  say  he 
ered  a  strong  w 
about  inflation 
when  he  joine 
fomc  on  Mar.  3: 
says  Poole,  "I 
want  to  dissent 
fii'st  meeting."  ( 
other  hand,  as  a' 
sailor,  Poole  c^ ; 
knows  that 
against  the  w ' 
sometimes  the' 
way  to  reach  ^ 
destination. 

By  Dean  ' 
in  Wash 


-•CbfpOfaie  funding  provldet!/^ 

■  tjqfress 


loxxgeif  £i.nd  sluo^w  n-iore  loyalty. 


So,  li^o^w  exactly  are  tliey  disafeled? 

There  is  a  pool  of  talent  that  is  grossly  underutilized.  An  untapped  source  of  natural  problem 
solvers  with  a  burning  desire  to  use  their  abilities.  That's  why  the  National  Organization 
on  Disability  founded  its  CEO  Council.  To  give  America's  leading  CEOs  a  platform  to  encourage 
fellow  business  leaders  to  harness  the  potential  of  these  remarkable  individuals. 

THESE  MEMBERS  OF  THE  CEO  COUNCIL  SUBSCRIBE  TO  THE  IDEA  THAT 

IT'S  ABILITY.  NOT  DISABILITY,  THAT  COUNTS. 
N.O.D.  AND  BUSINESSWEEK  SALUTE  THEM  AND  INVITE  YOU  TO  JOIN. 


THUSTCES  CIRCLE 

The  J.  C.  Penney  Company,  inc.,  James  E.  Oesterreicher 
The  McGraw-Hill  Companies,  Harold  McGraw  III 
Merrill  Lynch  &  Co.,  Inc.,  David  H.  Komansky 

CHAIRMAN'S  CIRCLE 

American  Express  Company,  Harvey  Golub 

BusinessWeek,  David  G.  Ferm 

Fannie  Mae,  James  A.  Johnson 

Provident  Companies,  Inc.,  J.  Harold  Chandler 

Reicher  Capital  Management  Co.,  Jeffrey  P.  Reich 

United  Parcel  Service,  James  P.  Kelly 

UNUM  Corporation,  James  F.  Orr  III 

Westinghouse  Electric  Corporation,  Michael  H.  Jordan 

VICE  CHAIRMAN'S  CIRCLE 

Alcoa,  Paul  O'Neil 

Chrysler  Corporation,  R.J.  Eaton 

Citibank,  John  S.  Reed 

Compaq  Computer  Corporation,  Eckhord  Pfeiffer 
Eastman  Kodak  Company,  George  M.C.  Fisher 
H.J.  Heinz  Company,  Anthony  J.F.  O'Reilly 
Mobil  Corporation,  Lucio  A.  Noto 
New  York  StcKk  Exchange,  Richard  A.  Grosso 
Philip  Morris,  Geoffrey  C.  Bible 

Potomac  Electric  Power  Company,  John  M.  Derrick,  Jr. 
USF&G,  Norman  P.  Blake,  Jr. 
Xerox  Corporation,  Paul  A.  Allaire 


'Don't  put 
a.  limit  on. 
•wYkSLt  can  1b e 
accomplislieci . 

-  Christopher  Reeve 
Vice  Chairman  of  N.O.D. 


PRESIDENT'S  CIRCLE 

Ameritech,  Richard  C.  Notebaert 

AT&T,  C.  Michael  Armstrong 

CBS,  Inc.,  Michael  H.  Jordan 

Champion  Enterprises,  Inc.,  Walter  R.  Young,  Jr. 

CNA,  Dennis  H.  Chookaszian 

Dorsar  Investment  Company,  Stephen  L.  Feinberg 
Exxon  Corporation,  Lee  Raymond 
GTE  Corporation,  Charles  R.  Lee 

Joseph  E.  Seagram  &  Sons,  Inc.,  Edgar  Bronfman,  Jr. 

Kellogg  Company,  Arnold  G.  Langbo 

Kemper  Insurance  Companies,  David  B.  Mathis 

Marriott  International,  Inc.,  J.W.  Marriott,  Jr. 

National  Broadcasting  Company,  Robert  C.  Wright 

Northrop  Grumman,  Kent  Kresa 

Owl  Hollow  Enterprises,  Philip  E.  Beekman 

Sears,  Roebuck  and  Co.,  Arthur  C.  Martinez 

The  Washington  Post  Company,  Donald  E.  Graham 

Wm.  Wrigley,  Jr.  Company,  William  Wrigley 

Woolworth  Corporation,  Roger  Farah 


L£ADERSHiP  CIRCLE 

Alex  Lee,  Inc.,  Boyd  L.  George 
Allstate  Insuronce  Company,  Jerry  D.  Choate 
Anheuser-Busch  Companies,  Inc.,  August  A.  Busch  III 
Apple  Computer,  Inc.,  Steven  Jobs 
Avon  Products  Inc.,  James  E.  Preston 
Bristol-Myers  Squibb,  Charles  A.  Heimbold,  Jr. 
Capital  Cities/ABC,  Inc.,  Robert  A.  Iger 
CIGNA  Group  Insurance,  John  K.  Leonard 
Cubic  Corporation,  Walter  J.  Zable 
The  Dun  &  Brodstreet  Corporation,  Volney  Taylor 
Fisher  Scientific  International,  Inc.,  Paul  M.  Montrone 
Ford  Motor  Company,  Alexander  J.  Trotman 
Fortis  Benefits  Insurance  Company,  Robert  B.  Pollock 
Gannett  Broadcasting,  Cecil  L.  Walker 
General  Electric  Company,  John  F.  Welch,  Jr. 
General  Motors  Corporation,  John  F.  Smith,  Jr. 
The  Hearst  Corporation,  Frank  A.  Bennack,  Jr. 
Henry  Ford  Health  System,  Gail  L.  Warden 
Ingersoll-Rond  Company,  J.E.  Perrella 

ITT  Hartford  Life  Insurance  Companies,  Lowndes  A.  Smith 
Johnson  &  Johnson,  Ralph  Lorsen 
Marsh  &  McLennan  Companies  Inc.,  A.J.C.  Smith 
Motorola  Inc.,  Chris  Golvin 
NationsBank  Corporation,  Hugh  L.  McColl,  Jr. 
NEC  America,  Inc.,  Dr.  Mineo  Sugiyama 
PPG  Industries,  Inc.,  Jerry  E.  Dempsey 
RJR  Nabisco  Holdings  Corp.,  Steven  Goldstone 
Shell  Oil  Company,  Philip  J.  Carroll 
Sony  Electronics  Inc.,  Carl  J.  Yankowski 
Steelcase,  Inc.,  James  Hockett 

Tenet  Healthcare  Corporation,  Jeffrey  C.  Barbakow 
Towers  Perrin,  John  T.  Lynch 
ULLICO,  Inc.,  Robert  A.  Georgine 
United  Capital  Group,  JP  Mililli 
U.S.  Can  Company,  William  J.  Smith 
Warner-Lambert  Company,  Melvin  R.  Goodes 
Worthington  Industries,  John  P.  McConnell 


NATIONAL     ORGANIZATJON  ON 

910  Sixteenth  Street,  NW,  Woshington,  D.C.  20006 
202.293.5960  TDD:  202.293.5968  e-mail:  ceocouncil@nod.org 


THIS  MAY  NOT  BE  THE  PERFECT  CAR.  IT  MAY  BE  A 
CRITICAL  STEP  IN  CREATING  A  MORE  PERFECT  WORLD. 


Are  you  a  visionary? 


There  will  be  a  day  when  cars  won't  make  any  sound,  won't  run  on  any  gas  and  won't  do  anything  to  harm  our  health  or 
nment.  There  will  be  a  day  when  cars  run  by  alternative  fuel  will  be  commonplace,  when  every  highway  will  be  filled  with 
when  every  kid  will  be  driven  to  soccer  practice  in  one. 

Yes,  there  will  be  a  day  when  the  EVl  will  be  no  big  deal,  but  that  day  has  not  yet  come. 

Are  you  a  missionary? 

The  electric  car  produces  zero  emissions.  It  frees  us  from  dependency  on  oil  and  oil-producing  governments.  It  goes  from 
mph  in  less  than  nine  seconds.  It  never  needs  a  tune-up.  In  fact,  the  only  scheduled  maintenance  required  is  rotating  the 
very  5,000  miles. 

The  cynics  and  naysayers  won't  be  ready  for  a  car  like  this.  But  the  cynics  and  naysayers  weren't  ready  for  the  personal 
uter  or  microwave  oven  for  that  matter.  History  casts  its  vote  for  optimism. 

Are  you  a  maverick? 

You  will  be  asked  many  questions.  You  will  be  the  subject  of  many  stares.  And  you  must  feel  comfortable  in  that,  because 
.ar  will  not  go  unnoticed.  But  then,  that's  where  the  enjoyment  is.  Unplugging  the  car  and  going. 

Knowing  there  is  nothing  else  out  there  like  it.  Knowing  that  the  experiences  you  share,  the  insights  you  gain, 
istory  you  create  driving  the  electric  car  will  be  used  to  improve  the  technology  and  make  this  very  necessary  endeavor 
accessible  to  even  more  people. 

In  the  end,  you  will  drive  the  electric  car  knowing  you  are  one  part  futurist,  one  part  realist  and  two  parts  hero. 

Do  you  want  to  change  the  world? 

THE  ELECTRIC  CAR  IS  HERE.  1.800.25ELECTRIC  or  www.gmev.com 


Don't  Put  Your  Baby  s  Health  Oii  The  Line. 


It's  a  thin  line  between  having  a  healthy  baby  and  a  baby  that's  sick.  Ebn't  take  the  risk. 
It  you're  pregnant —  or  e\  en  think  vou  are  —  getting  prenatal  care  early  is  the 
most  important  step  you  can  take.  Call  l-^SCO-31 1-2229.  We'll  put  you  in  touch  with 
the  many  serv  ices  available  to  vou.  The  call     free  and  it's  completelv  confidential. 


Get  Prenatal  Care  Early  •  Cafl  1^800^311^2229  •  Confidential 


Take  Care  of  Yourself  So  You  Can  Take  Care  of  \our  Baby. 


I 


Dits  Business 


JTERNET 


NFESSIONS  OF 

ANTASY  BASEBALL  JUNKIE 

vTi  online  Billy  Martin  chronicles  his  run  for  the  pennant 


ite  setting  a  record  for  the  most 
IS  scored,  the  All-Stai"  Game  on 
y  7  was  a  dud.  Neither  Mai'k 
e  nor  Ken  Giiffey  Jr..  the  two 
s  chasing  Roger  Maris'  home- 
mi,  was  able  to  launch  one  out 
er"s  hitter-fi-iendly  Coors  Field, 
"or  me,  the  game  was  a  smash. 
GalaiTaga.  Tom  Gla\ine.  and  the 
my  guys  left  Denver  without  a 

Better  yet,  Sammy  Sosa  didn't 
ay,  resting  his  sore  shoulder 

he  could  batter  National 
pitchei"s  after  the  sea- 
imed. 

an  estimated  400.000 
Billy  Martins,  I  am 
ager  of  a  team  in  one 
!    fantasy  baseball 
popping  up  all  over 
imet.  As  I  ^^^■ite  this, 
b,  the  Psycho  Rons 
sk),  enjoys  a  shaky  lead 
line   other   teams  in 
n's  League  3965 — and  a 
lot  at  the  pennant,  I 
.dd. 

I   CHILD.  Office 
5  and  beer  bud- 
ave  played  in 
,  or  rotisserie, 

for  yeai"s.  But  if 

indication,  a  new 
ion  of  onetime  jocks  and 
uis  is  using  its  computei^s 
iscover   sports.  Even 

I  was  a  high  school  and 

player  with  vague  \isions  of  a 
•eer,  until  recently  I  was  only 
/are  of  what  was  going  on  in 
L  Today,  I  scorn*  the  sports  pages 
FS  that  my  relief  pitcher,  Todd 
if  Detroit,  has  chalked  up  a  save 
)rj'. 

g  the  way,  I've  also  become  a 
child  for  the  interactive  genera- 
nce  ApiH,  I  have  signed  up  for 
ams.  That's  854.90  in  fees  I've 

ESPN's  pai-ent,  Wah  Disney  Co. 
lere's  the  new  Pentium  I  bought 
id  up  the  action,  and  the  added 

line  my  teenage  daughter, 
Jth,  insisted  we  put  in  for  the 
:er.  Now,  I  am  contemplating 


espn.com's  Pi-emium  Senice,  a  S39.95 
tip  sheet  that  the  ads  say  is  filled  with 
inside  dope  that  might  help  me  wai-d 
off  the  advance  of  a  team  called  Will 
Cordero's  Hit  Parade. 

"Fantasy  spoils  is  a  small  niche  that 
is  veiy  deep,"  says  Patrick  Keane,  an 
Internet  analyst  at  -Jupiter 


"Oh.  do  the  lords  of  the  Internet 
love  me.  I  log  on  often,  fattening 
rating  numbers  for  advertisers" 

Communications,  online  consultants. 
"There  ai'e  nuts  there  who  wiU  spend  a 
lot  on  theu*  obsessions."  StiU,  like  most 
businesses  on  the  Internet,  fantasy 
sports  is  not  yet  profitable.  But  cxx, 
CBS,  Fox,  and  The  Spoding  Xews  all 
mai-ket  their  own  vei-sions,  ranging  fi-om 
the  fi-eebie  you  can  get  on  cnn.com  to 


the  aU-fiills,  stats-at-eveiy-tiuTi  model 
that  foxsport.com  offei-s  for  S89.95.  "'We 
look  at  the  fantasy  league  as  a  way  to 
build  traffic  to  oiu*  site,"  says  Steve 
Zales  of  cnnsi.com.  which  claims  more 
than  290.000  playei-s  for  its  fi'ee  game. 

The  espn.com  game  is  simple:  You 
draft  25  players  by  listing  more  than 
200  prospects  in  the  order  you  want 
them.  Then  you  hope  youi*  top  choices 
stUl  ai"e  ai'Otmd  when  the  draft  rotates 
to  you.  Each  day,  you  amass  points  for 
categories  such  as  the  homers  and  nms 
batted  in  by  yotu-  hittei-s,  the  \\ins  and 
saves  of  yoiu"  pitchei"s,  and  the  bases 
stolen  by  yotu*  iimnei's.  Only  22  mem- 
bers of  yotu'  team  can  play  at  a  time; 
the  others  sit  in  the  \'irt:ual  dugout. 
IN  FIRST  PLACE.  Mastering  the  sub- 
tleties of  the  game  is  cnicial.  ^^'inning 
pitchers  ai'e  gi'eat.  but  they're  worth 
less  if  they  give  up  a  lot  of  hits  and 
iims.  Home-ran  hittei-s  get  you  points 
for  homers  and  RBis  but  nothing  for 
stolen  bases.  Still,  you  can  ctu"e  al- 
most any  deficiency  in  yom-  team 
by  just  E-mailing  an  opposing  cltib 
and  making  a  smart  trade — often  in 
minutes. 

I  needed  a  base-stealer.  for  exam- 
ple, so  I  traded  slugger  ^latt  "VMUiams 
for  Eric  Yotmg.  Not  a  bad  deal,  since 
Williams  wasn't  hitting  up  to  his  usu- 
al  standai-ds.  But  how  could  I 

fknow  that  just  days  later 
Yotmg  wotild  wind  up  on  the 
disabled  list  for  two  weeks"? 
So  now  I'm  clinging  to 
fli'st  place  by  the  barest  of 
margins.  I  log  on  constantly 
in  search  of  discarded  play- 
ers. But  this  takes  time,  lots 
.  -f  it.  Already,  it's  cutting  into 
the  workday.  At  home,  my 
,  poor  \^ife,  Valerie,  goes  to  bed 
f  '  most  nights  ahead  of  me  as  I 
juggle  my  lineup.  And  on 
plenty  of  mornings  while  I 
scan  the  stats,  she  has  to  listen 
to  me  griping  when  I  discover  that 
some  lackluster  player  I've  consigiied 
to  the  bench  hit  two  homers  and  drove 
in  five  inins. 

But  oh,  do  the  lords  of  the  Internet 
love  me.  I  log  on  often,  fattening  rating 
numbers  for  advertisers.  And  as  the 
race  goes  down  to  the  wire,  you  know 
I'll  sigTi  up  for  sometliing  I  shouldn't  in 
hopes  of  getting  that  special  edge.  For 
now,  Yaleiie  takes  comfort  in  knowing 
that  the  baseball  season  ends  in  thi-ee 
months.  I  haven't  bothered  to  tell  her 
that  they're  already  promoting  fantasy 
football.  I  wonder  wliat  kind  of  season 
Brett  Favre  is  gonna  have . . . 

By  Ronald  Grover  in  Los  Angeles 
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Work  is  easy. 


right  information 

to  tlie  riglit  peopie 
at  tiie  riglit  time. 


From:  Microsoft  Office  97 
Sent:  The  right  time 
To:  The  right  people 
Subject:  The  rest  is  up  to  you. 


IVlicrosoft  Office  97  contains  all  the  tools  for  you  to  work  more  effectively  with  everyone  in  your  organization. 
Go  ahead  and  open  up  your  Outlook"'  e-mail  and  drop  in  any  Office  document.  Include  a  link  to  a  Web  site  or  to 
another  document.  Then  add  your  comments,  and  send  it  off  to  the  team.  Now,  anyone  who  gets  your  message 
can  instantly  scan  the  first  three  lines  without  opening  it-so  there's  incentive  to  get  to  the  point.  Or  you  can 
simply  post  your  information  to  the  corporate  intranet  where  all  concerned  parties  can  look  at  it,  comment  on  it, 
add  to  it-just  a  couple  of  clicks  and  Office  makes  your  document  ready  for  the  Web.  And,  since  nothing  beats 
face-to-face  interaction.  Office  can  help  you  pull  meetings  together  by  comparing  everyone's  schedule  and  auto- 
matically finding  the  first  available  time.  So  no  matter  how  you're  working  or  who  you're  working  with.  Office  97 
helps  you  do  it  more  effectively.  For  more  help,  and  to  find  out  about  the  free*  online  product  enhancements 
and  assistance  available  through  Microsoft  Office  Update,  visit 


Microsoft 


Where  do  you  want  to  go  today?  www.microsoft.com/office/ 


Personal  Business: 


EDITED  BY  AMY  DUNKIN  

LET  THE  WEB 
MIND  YOUR 
PORTFOLIO 


Charles  Lynch  keeps 
track  of  his  15  or  so 
mutual  funds  the  old- 
fashioned  way — on  paper. 
"I'm  pretty  much  a  No.  2  pen- 
cil pusher,"  says  the  70-year- 
old  retu-ed  graphic-arts  sales 
executive  from  Sun  City,  Ariz. 
Problem  is,  the  manual 
method  is  time-consuming.  So 
lately  L\Tich  has  looked  into 
computeiizing  liis  investment 
records.  "It's  definitely  an  ex- 
pedient way  to  go,"  he  savs. 

Yet   if  'he  

leaps  into 
cyberspace . 
Lynch  will  find  a  bewildering 
array  of  portfolio  trackers. 
Beyond  such  packaged  finan- 
cial-planning software  as  In- 
tuit's  Quicken,  a  myriad  of  In- 
ternet sites  now  beckon  with 
poitfoho  tools.  Wliile  most  of- 
fer basic  service  for  fi'ee,  it's 
not  easy  to  pinpoint  the  sites 
that  prove  helpful  when  you 
want  to  figiu-e  out,  say,  how 
much  you've  got  in  lai'ge-cap 
stocks  or  even  how  much 
your  investments  gained  this 
year.  Alternatively,  some 
sites  that  charge  monthly 
fees,  including  Standard  & 
Poor's  Personal  Wealth  (like 
BUSINESS  WEEK,  a  imit  of  Tlie 
McGraw-Hill  Cos.),  offer  no- 
fiills  fi'ee  portfolio  tools  while 
saving  their  distinctive  fea- 
tures for  subscribers. 
FREEBIES.  To  help  you  find 
the  online  portfolio  tracker 
best  suited  to  you,  business 
WEEK  sci-utinized  dozens.  In 
the  end,  we  found  five  free 
standouts  (table).  Each  boasts 
at  least  one  differentiating 
featui'e,  wiiether  it's  ease  of 
use  or  exceptional  analytic 
ability.  Among  the  leaders. 


INVESTING 


though,  one 
is  clearly 
superior  in 
richness  of 
detail  and 
design:  Mi- 
crosoft In- 
vestor's 
Portfolio 
Manager. 

The  tools  typ- 
ically  work  by  ask- 
ing you  to  enter  the  tick- 
er symbols  of  youi'  stocks  and 

  mutual  funds 

along  with  the 
number  of 
shares  you  hold,  your  aver- 
age cost,  and,  usually,  any 
commission  you  paid.  In  re- 
turn, the  portfolio  trackers 
use  slightly  delayed  stock 
quotes  to  update  the  value  of 
each  holding  and  the  overall 
portfolio,  and  to  calculate 
gains  and  losses. 

Microsoft  Investor  goes 
well  beyond  that  widely  avail- 
able, stripped-down  model. 
For  example,  it  allows  you  to 
import  records  from  many 
vei-sions  of  the  populai-  Quick- 
en financial-planning  softwai'e 
as  well  as  from  its  ow^^  Mi- 
crosoft Money.  That's  a  huge 
time  saving  if  you  already 
have  trading  records  entered 
in  one  of  those  programs. 
Overall,  the  site  proved  swift, 
easy  to  customize,  and  quite 
intelligent  at  aiding  investors. 

One  prime  example  is  how 
easily  it  allows  you  to  track 
each  stock  or  fund  lot  you 
buy  or  sell  at  different  prices 
on  different  days — critical 
data  to  gamer  the  best  tax 
treatment  for  your  invest- 
ments. It's  also  a  standout  at 
monitoring  employee  stock 


options,  even  giving  you  the 
choice  of  tracking  all  youi-  op- 
tions or  simply  those  that  ai'e 
vested.  And  it  will  automati- 
cally update  your  portfolio 
when  your  stocks  or  funds 
split,  pay  dividends,  or  dis- 
tribute capital  gains. 

These  seem  like  silly  de- 
tails until  you  have  tried  to 
keep  track  of  a  portfolio  man- 


ually, entering  fraco 
shares  of  reinvested 
dividends  that  stretc  ^ 
four  decimal  places.  Bp 
do  this  on  account  states 
of  course,  but  if  you  hd 
vestments  with  more:h 
one  fiduciary,  bringii 
those  data  together  to  ^( 
a  complete  picture  ol^^c 
portfolio  can  be  a  nighua 
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5oft  Investor  eases 
cess  further  by  offer- 
met  links  to  discount 
Charles  Schwab  and 
!,  with  more  on  the 
;  feature  is  supposed 
to  post  your  bro- 
kerage state- 
ment  directly 
in  your  on- 


"Over  time,  this 
-he  way  people  do  it, 
v"  predicts  Microsoft 
r's  Product  Manager 
lenigsbauei". 
id  find  some  nits  to 
.h  Microsoft  Investor. 
i>f  insider  trades  and 
ssearch  features  you 
1  for  free  at,  say,  Ya- 
nance,  are  available 


only  to  subscribers,  who  pay 
$9.95  monthly  foi'  a  premium 
service.  The  portfolio  tool 
works  a  bit  better  with  Mi- 
crosoft's browser,  Internet 
Explorer,  than  with  rival 
Netscape's  Navigator.  Macin- 
tosh users,  meanwhile,  only 
have  access  to  a  pale  imita- 
tion of  the  full-featured  tool. 
Also,  if  you  use  Quicken 
for  Mac,  you  won't  be 
able  to  import  your 
data.  Instead,  you 
would  have  to  enter 
them  keystroke  by  te- 
dious keystroke. 

Cmnously,  that  issue 
remains  unresolved  at 
Quicken's  own  site, 
which  in  some  ways 
jjroved  the  most  disap- 
pointing of  the  top  five. 

Glaringly, 
Quicken's  on- 
line portfolio 
keeper  offers  no 
way    to  move 
data  to  and  from 
Quicken's  desktop 
software.  Product 
Manager  Tapan 
Bhat  says  such  prob- 
lems ai*e  being  correct- 
ed: "You  can  be  sure 
that  it  will  be  much 
more  seamless,"  he  says. 
The  tracker  does,  how- 
ever, boast  neat  tools  to 
analyze  your  portfolio's 
asset  allocation,  and  of- 
fers some  sound  invest- 
ment guidance. 

Such  features  often 
come  at  the  expense  of 
speed.  If  time  is  of  the 
essence,  check  out  Ya- 
hoo! Finance,  perhaps 
the  swiftest  of  the  lead- 
ing sites  and  easily  the 
most  popular.  It  has  lit- 
tle in  the  way  of  graph- 
ics, yet  it  offers  many 
ways  to  customize  what 
you  see.  It  also  has  links 
to  an  impressive  collection  of 
free  research  data,  such  as 
details  on  trades  made  by 
company  insiders.  Yahoo!  Fi- 
nance creates  none  of  its  own 
editorial  matter,  aiming  in- 
stead to  "aggregate  best-of- 
breed  content,"  as  site  Pro- 
ducer Michael  Riley  puts  it. 

Morningstar,  the  Chicago- 
based  investment  research 


firm,  takes  a  different  ap- 
proach. It  hopes  to  entice  in- 
vestors to  pay  $9.95  a  month, 
or  $99  a  year,  for  a  premium 
service  at  Morningstar. Net 
with  several  proprietaiy  fea- 
tures, including  its  "X-ray" 
functions.  These  work  by 
drilling  into  the  Morningstar 
database  to  learn,  for  in- 
stance, how  much  you're  pay- 
ing annually  in  fees,  loads, 
and  other  expenses  for  your 
fimds. 

PERSONAL  DATA.  We  put  to- 
gether a  four-fund  portfolio 
and  checked  Morningstar  to 
see  what  it  would  cost  to 
own.  The  X-ray  told  us  our 
portfolio's  overall  expense  ra- 
tio would  be  0.25%  of  assets 
and  then  contrasted  it  to  the 


be  used  in  a  way  you  don't 
want. 

If  you  remain  dubious, 
however,  you  might  want  to 
try  out  ('NNfn's  Investment 
Ti'acker.  It  uses  Marimba's 
Castanet  software,  which  al- 
lows you  to  leave  your  per- 
sonal financial  data  on  your 
own  computer.  The  CNNfn 
tracker  then  simply  down- 
loads prices  and  news  each 
time  you  choose  to  update 
your  records. 

Intrigued,  we  tested  it  ex- 
tensively. It  took  hoiu's  to  get 
the  CNNfn  tracker  to  work 
right.  Annoyingly,  it  kept  au- 
tomatically dialing  up  the  In- 
tei-net  long  after  we  had  quit 
the  program.  Also,  its  func- 
tions are  more  limited  than 


Online  Portfolio  Trackers 

These  free  sites  offer  distinctive  tools  to  help  you 
follow  your  investments 


WEB  SITE 

COMMENTS 

CKNFN 

Can  be  used  offline,  buggy  technology, 

cnnfn.com/marimba 

few  features 

MICROSOn  INVESTOR* 

Comprehensive,  excellent  charts,  fee 

investor.msn.com 

for  some  data  others  give  away 

MORNINGSTAR** 

Superb  portfolio  analysis;  tracks  just 

www.mornmgstar.net 

stocks,  funds,  cash 

OUiCKEN 

Helpful  investment  guidance,  no 

quicken.com 

interchange  with  Quicken  software 

YAHOO!  FINANCE 

Swift,  easy,  flexible,  no  proprietary 

quote.yatioo.com 

analytical  tools 

*$9,95/mo,  for  premium  service;  I 

6.95  for  Microsoft  Network  subscribers. 

**$9.95/mo.  for  premium  service. 

DATA.  BUSINESS  WEEK 

average  portfolio  of  compara- 
ble funds,  whose  expenses 
would  run  1.17%.  Another  ex- 
ample: The  site's  X-ray  can 
look  at  your  individual  stocks 
and  stocks  held  by  yoiu-  funds 
to  figiu-e  out  how  exposed  you 
are  in  the  aggregate  to,  say, 
Asia. 

One  potentially  worrisome 
aspect  of  many  sites,  includ- 
ing Morningstar  and  Yahoo! 
Finance,  is  that  you're  forced 
to  send  off  to  their  comput- 
ers scads  of  personal  finan- 
cial information.  Operators 
of  these  sites  say  the  data 
are  kept  safely  behind  a 
password-protected  firewall 
and,  in  any  case,  could  not 


the  other  sites'.  Beyond  pri- 
vacy, though,  CNNfn  offers  one 
distinct  advantage:  The  Cas- 
tanet software  allows  you  to 
launch  the  portfolio  program 
offline — handy  if  you're  work- 
ing with  a  laptop  on  an  air- 
plane or  ai'e  otherwise  unable 
to  get  connected.  Once  you 
do  get  a  connection,  you  can 
update  the  portfolio  on  piices 
or  news. 

The  more  trading  history 
you  can  feed  into  a  portfolio 
tracker — especially  Mi- 
crosoft's— the  more  powerful 
it  becomes.  Going  online  can 
give  you  a  fimier  giip  on  youi* 
investments.  And  it  sui'e  beats 
a  No.  2  pencil.  Robert  Barker 
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YES,  THERE 
CHEAP  NET 


ARE  STILL 
PLAYi 


SMART  MONEY 


Amid  the  hoopla  over 
soaring  Internet 
stocks,  one  relat- 
ed group-com- 
panies that  provide  y 
network  and  entei- 
prise  secunty  soft- 
ware worldwide — 
has    trailed  the 
pack.  That's  odd, 
points  out  Marc 
Usem,  Internet 
analyst  at  Sa- 
lomon Smith 
Barney,  since  \ 
most    of    the  \ 
hottest  Net 
plays  have  yet  to 
post  any  profits  and 
"the  seciuity-related  com- 
panies already  have  substan- 
tial earnings." 

But  this  disparity  may  not 
last.  As  the  Internet  exjDands, 
more  and  more  companies 
will  need  sys- 
tems to  protect 
their  networks  from  external 
and  internal  threats.  That 
suggests  security  companies 
may  be  one  of  the  few  ways 
that  you  can  still  participate 
in  the  gi'owth  of  the  Net  on 
the  cheap,  if  you  invest 
pi'omptly. 

BREEDING  GROUND.  Many  of 
the  top  security  companies 
are  based  in  Israel,  and  many 
are  traded  on  the  nasdaq 
stock  market  (table).  The 
companies  were  founded  by 
former  members  of  the  Is- 
raeli Defense  Forces'  crack 
intelligence  units,  which 
serv^ed  as  a  "training  gi'ound 
for  security  solutions  based 
on  cutting-edge  encryption 
and  data-transfer  technology," 
says  Zeev  Holtzman,  presi- 
dent of  Giza,  a  Tel  Aviv  in- 
vestment bank.  "Israel  has 
the  potential  to  be  the  world 
leadei'  in  the  Internet  and  en- 
ten^rise  secuiity  field,"  says 
Gil  Shwed,  president  of 
Check  Point  Software  Tech- 


nologies, the  top  maker  of 
fii-ewall  products  that  protect 
coiiDorate  networks  from  ex- 
ternal attack. 

Despite  the  company's 
40%  share  of 
the  world  fire- 
wall market,  earnings  of  41c 
a  share  in  the  first  cjuarter, 
and  a  wide  following  among 
institutional  investors.  Check 
Point  shareholders  have  had 
little  to  cheer  about  lately. 
At  almost  $32,  Check  Point 
fetches  two-thirds  of  what  it 
traded  for  last  November.  It 


carries  a  price-earnmgs  ra- 
tio of  21.5,  a  fi-action  of  the 
sky-high  multiples  awarded 
to  Amazon.com,  Yahoo!,  and 
Lycos. 

Behind  the  drop  in  Check 
Point    are    concerns  that 
Microsoft  will 
■  enter  the  secu- 
rity market. 
However,  Check 
Point  and  Mi- 
crosoft recently 
announced  an 
expansion  of  an 
existing  coopera- 
tion agi'eement. 
Gibbs  Moody,  en- 
terprise software 
analyst  for  UBS 
Secuiities  in  San 
Francisco,  is  a 
fan    of  Check 
Point  stock.  He 
thinks  the  stock 
could  return  to  $50 
in    the    next  12 
months  and  adds 
that  if  its  valuation  doesn't 
improve.  Check  Point  could 
become  a  takeover  target. 

Another  leading  security 
player  is  Memco,  whose 
products  guard  corporate 
network  servers  against  in- 
ternal assaults.  Its  stock 
took  a  beating  recently  af- 
ter Memco  shelled  out  $55 
million  to  acquire  AbirNet, 
another  Israeli  security  com- 
pany, and  Network  Informa- 
tion Technology  (NIT),  a  po- 
tential competitor  based  in 
Saratoga,  Calif.  In  the  after- 
math, Memco's  shares  are 
hovering  around  $18,  neai'  its 


Five  Israeli  Contenders 


COMPANY/NASDAQ  TICKER  SYMBOL 


CURRENT    52-WEEK  P-E 


PRICE* 

HIGH 

RATIO" 

ALADDIN  KNOWLEDGE  SYSTEMS  (ALDNF)  \  1% 

Computer  security  systems 

17% 

11.5 

CHECK  POINT  SOFTWARE  (CHKPF) 

Builds  corporate  firewalls 

31% 

m 

21.5 

FUNDTECH  (FNDTF) 
Secure  transaction  software 

18'V(« 

25% 

42.0 

MEMCO  SOFTWARE  (MEMCF) 
Provides  client-server  security 

m 

m 

35.5 

NEW  DIMENSION  SOFTWARE  (DDDDF) 

Manages  security  systems 

29K 

m 

20.9 

•July  13,  1998 


**Estimated  1998  earnings       DATA:  BLOOMBERG  financial  markets 


12-month  low.  Elan? 
tovsky,  IsraeU  technol- 
alyst   at   Goldman  <. 
thinks  Memco — alon  t 
Check  Point — is   a  b 
"Both  have  strong  p' 
earnings  growth  ov 
next  couple  of  yeai 
says.  Zivotovsky 
Memco  could  see  it^ 
ings  per  share  dou 
$1.10,  in  1999,  driv 
shares  to  $35.  He  al^ 
what  he  sees  of  N( 
mension  Software,  a  ? 
management  softwar 
pany  that  recently  e 
the  security  field. 
ON  THE  PROWL.  Mem 
the  only  company  pi 
Israel  for  security  ii 
takeovers.    In  Nov 
Cylink,  a  Californi; 
network  security  co 
ponied  up  $82.7  mill 
privately  held  Algo; 
Research.  "All  the 
computer  and  softwai 
panies  are  on  the  loot 
Israeli  seciuity  techno 
says  an  investment  ba 
Te\  Aviv.  Intel,  in  f; 
cently  invested  an  und 
sum  in  RadGuai'd,  a  cl 
er  in  Tel  Aviv  of  secu 
products  for  private 
rate  networks,  jafco, 
largest  venture  capit; 
has  also  invested  in 
Aviv  stailup,  and  thers 
the  company  could  gcx 
next  year 

Another  promisingst 
up  that  may  announce  n 
tial  public  offering  i.! 
Access,  based  in  H; 
ventm-e  capital  fund 
by  Sun  Microsysieii 
Germany's  Siemens 
ready  invested  $1.5 
in  the  company,  win  ist 
ity  smart  cai'ds"  am  In 
computer  users  tVnin 
tance  of  several  yard 
credit-card-size  car^ 
away  with  the  need  frr 
words  and  shut  down 
tem  when  you  walki> 
barring  access  to  urji" 
rized  users.  Whether  r 
First  Access  actuall  f 
public,  it's  no  secr(  t 
plenty  of  other  Israe 
rity  plays  are  selli. 
prices  that  won't  ma 
wince.  Neal 
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ast  year  1 64,000  men  and  women  representing  nearly  6,000  companies  participated  in  the  largest 
oad  racing  series  of  its  kind.  Each  year  the  3.5  mile  races  attract  runners  from  small,  emerging  growth 
:ompanies  to  global  corporate  giants.  Competing  in  cities  around  the  world,  these  ^,oRArf 
ithletes  run  for  fitness,  fun  and  the  privilege  of  representing  their  companies. 


"he  Chase  Corporate  Challenge'  is  open  to  employees  of  corporations,  businesses 
md  financial  institutions.  Teams  compete  in  the  Men's,  Women's  and  Coed  divisions. 

>tay  fit.  Have  fun.  Run  in  the  Chase  Corporate  Challenge.  For  entry  information  write  or  fax; 
'he  Chase  Manhattan  Bank,  Sports  Marketing  Group,  140  East  45th  Street,  16th  floor, 
^ewYork,  NY  10017.  Fax:  (212)  557  3799 


The  right  relationship  is  everything/ 


-)  1998  The  Chase  Manhattan  Corporation, 


1998  RACE  SCHEDULE 

May  7 

New  York  City  #1 

May  21 

Albany,  NY 

June  11 

Roctiester,  NY 

June  17 

Franklurt,  Germany 

June  24 

New  York  City  #2 

June  25 

Buftalo,  NY 

June  30 

Newark,  NJ* 

July  9 

Lonijon,  England 

July  16 

Binghamton,  NY 

July  21 

Stamford.  CT 

July  23 

Morristown,  NJ 

July  28 

Long  Island,  NY 

July  29 

New  York  City  #3 

July  30 

Boston,  MA 

August  4 

Syracuse,  NY 

August  6 

Ctiicago,  IL 

August  12 

San  Francisco,  CA 

August  18 

Paramus,  NJ 

Sept.  10 

Atlanta,  GA' 

October  3 

Championship, 

New  York  City 

■  Licensing  Agreement. 

Dates  are  subject  to  change. 
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Tl  FFANY  &  Co. 
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Personal  Business 


LONG-TERM-CARE 
COVERAGE  CATCHES  ON 


When  you  dream  of 
retirement,  you  no 
doubt  see  yourself 
traveling,  exercising, 

and  maintaining  an  active  and 
independent  life.  But  what  if 
yoiu-  iiealth  fails?  i 
If  your  lot  is  to  ' 
live  many  years  in  a  debili- 
tated state,  who  will  take 
cai'e  of  you,  and  how  will  you 
pay  for  care? 

To  take  away  the  worry, 
more  people  are  purchasing 
long-term  care  insurance. 
This  form  of  health  coverage 
picks  up  the  tab  if  you  need 
to  go  into  a  nursing  home  or 
recjuire  home  care  but  have 
too  much  money  to  qualify 
for  Medicaid.  The  good  news 
is  that  over  the  years,  the 
policies  have  become  more 
flexible  and  now  cover  com- 
mon conditions  once  excluded, 
such  as  Alzheimer''s  disease. 
GOOD  CANDIDATES.  The  cov- 
erage isn't  cheap.  Depending 
on  your  age,  the  features  you 
select,  and  the  cost  of  care 
in  your  region,  you  can  ex- 
pect to  pay  annual  premiums 
of  $500  in  your  50s  and  up 
to  $y,000  in  your  70s.  It 
makes  the  most  sense  for 
middle-  to  upper-middle-in- 
come people  who  can  handle 
the  premiums  but  who  could- 
n't easily  afford  the  care. 


NSURANCE 


Policies  appeal  to  couples 
worried  that  if  one  spouse 
becomes  ill,  the  healthy 
spouse  would  stnaggie  to  cov- 
er the  cost  of  care.  They  also 
attract  people  who  want  to 
leave  an  inheritance.  For 
New  York  City,  which  has 
among  the  high- 
est nursing-home 
costs  in  the  U.  S.,  couples 
with  $500,000  to  $1.5  million 
in  assets  are  good  candidates 
for  this  insurance,  says  finan- 
cial planner  Joel  Isaacson. 

An  indei^endent  insurance 
agent  can  walk  you  through 
your  options  and  show  you 
quotes  from  several  compa- 
nies.  "Given   that  almost 

What  to  Ask 
About  a  Policy 

•  What  percentage  of  the 
daily  benefit  can  be 
applied  to  home  care? 

•  Does  the  plan  cover 
unlicensed  caregivers? 

•  How  many  years  m\\ 
the  coverage  last? 

•  Is  there  inflation 
protection? 

•  How  many  days  of  care 
must  1  pay  for  before  the 
policy  kicks  in? 


NURSING  HOME:  Policies 
now  cover  such  illnesses 
as  Alzheimer's 

everybody,  wants  home 
care,  as  a  critical  starting 
point  you  have  to  know 
how  much  home  care  a 
|)olicy  pays  for  and  how 
flexible  it  is,"  says  Alfi-ed 
Clapp,  an  insurance  bro- 
ker and  financial  planner 
in  New  York. 

Some  plans  allow  you 
to  spend  only  50%  of  the 
benefit  on  home  care.  So 
if  you  bought  $110  a  day 
of  nursing-home  coverage,  the 
policy  would  pay  $55  for  care 
at  home.  The  problem  is  "be- 
cause of  the  liigh  level  of  ser- 
vices that  can  be  provided," 
home  care  can  easily  amount 
to  80%  of  the  coverage,  says 
Nancy  Magee,  vice-president 
for  long-term  care  products 
at  Unum  Life  Insurance.  So 
you  may  want  to  choose  in- 
surance that  will  pay  100%. 
Plenty  of  policies  will  pay  for 
licensed  agencies  to  provide 
home  care.  But  through 
Unum,  you  can  now  buy  a 
plan  that  covers  care  from 
the  individual  of  your  choice. 
Clapp  believes  clients  can 
hire  better-quality  health  as- 
sistants if  they  aren't  re- 
quired to  use  an  agency. 

You  can  also  specify  how 
long  coverage  will  last.  Foui' 
years  is  average,  though  you 
can  buy  a  lifetime  plan.  John 
Hancock  Mutual  Life  Insur- 
ance offers  a  "shared  care" 
rider,  so  if  one  spouse  needs 
six  years  of  care  under  a 
foui-year  deal,  the  couple  can 
dip  into  the  other's  time  to 
fund  the  extra  two  years. 

Although  it  makes  the  poli- 
cies more  expensive,  many  ex- 
perts believe  you  should  pm- 
chase  an  inflation  rider  so 
your  coverage  keeps  pace 
with  rising  costs.  If  you  want 
to  save  on  price,  Isaacson  rec- 
ommends extending  your 
"elimination,"  or  deductible, 
period.  That  means  you  may 
need  to  pay  out-of-pocket 
costs  foi"  the  fii'st  90  days  of 
cai'e  instead  of  30  days.  In  the 
meantime,  you  will  offset  that 
extra  cost  with  a  big  savings 
on  premiums.     Aniey  Stone 


FUND  WATC 


■  QUICK  STUDY.  Tiar 
america  has  been  in 
mutual  funds  only  th 
years,  but  it's  quickl 
making  a  mark.  Its  I 
mier  Aggressive  Grt 
and  Premier  Small 
Company  funds  finis 
the  12  months  ended 
June  30  topping  all  I 
general  equity  funds 
with  total  returns  of 
77.1%  and  76.1%,  ret 
tively.  Philip  Ti-eick 
both,  and  he  spoke  w 

BUSINESS  week's  Ro 

Barker: 

Q:  What  clicked  for  /, 
A:  Amazon  was  a  gig 
win. 

Q:  lt^^  now  about  $108. 
was  your  average  r.iM 
A:  Ai-ound  $18. 
Q:  Is  it  still  a 
buy? 

A:  On  a  long- 
term  basis,  ab- 
solutely. On  a 
short-term  ba- 
sis, it's  rich. 
Q:  To  get  such 
a  ride  out  of 
one  stock,  you 
must  not  hold  that  ni" 
in  the  pmifolio.  Wha^ 
typical? 

A:  There  are  27,  28 
names  in  there  now. 
Q:  What's  your  bigge 
holding? 

A:  Dell  Computer 
Q:  What  else  worked 
you? 

A:  Pixar  [the  comput  ■ 
animation  outfit]  was 
big  winner  Disney  i^^ 
starting  up  their  pre'  i 
keting  campaign  for  . 
Bug's  Life  [which  Fi^' 
working  on]. . .  a  niov 
that  won't  be  release 
til  November. 
Q:  What  else  do  i/nv  < 
now? 

A:  Sodexho  Man-iott.i 
a  food-service,  buildii- 
maintenance  compan; 
They  play  the  outsouii 
trend. 

For  an  expanded  version,  i 
www.businessweek.com/t 
htm  or  AOL,  keyword:  BW 
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siness  Week  Index 


lUCTION  INDEX 


ige  tfom  last  week  ,  i 
ige  from  last  year:  4.5% 


PRODUCTION  INDEX  

July  4=131.4 
1992=100 


July  Nov  Mar.  July 

.997  1997  1998  1998 

idex  IS  a  4-week  moving  average 

duction  index  vnas  down  for  the  week  ended  July  4.  The  unaveraged 
ill  1.5%.  to  129,  from  131.1.  After  seasonal  ad|ustmenl,  auto  and 
eduction  declined  as  the  General  Motors  strike  moved  into  its  sixth 
;ith  22  assembly  plants  either  completely  or  partially  closed,  gm's  lost 
production  hit  93,500  vehicles  last  week.  The  July  4  holiday 
ted  to  the  declines  in  coal,  lumber,  electricity,  and  rail-freight  traffic. 
1011  of  steel  and  crude  oil  posted  sharp  increases. 

:icn  index  copyright  1998  by  The  McGraw-Hill  Companies 


lING  INDICATORS 


PRICES  (7/10)  s&p  500 

LATEST 
WEEK 

1164.33 

WEEK 
AGO 

1146.42 

YEARLY 
%  CHG 

27.4 

RATE  BOND  YIELD.  Aaa  (7/10) 

6.49% 

6.51% 

-9.7 

SUPPLY.  M2  (6/29)  billions 

$4,193.4  $4.195.4r 

7.0 

.  CLAIMS.  UNEMPLOYMENT  (7/4)  ttious 

392 

393r 

5.1 

AGE  APPLICATIONS.  PURCHASE  (7/10) 

262.5 

286.4 

23.3 

AGE  APPLICATIONS,  REFINANCE  (7/10) 

1,305.5 

1,470.6 

162.5 

;;  Standard  &  Poor's,  Moody's,  Federal  Reserve,  Labor  Dept..  Mortgag 
Assn,  (Index    March  16,  1990-100) 

e 

KESTRATES 

IL  FUNDS  (7/14) 

UTEST 
WEEK 

5.45% 

WEEK 
AGO 

5.46% 

YEAR 
AGO 

5.47% 

.RCIAL  PAPER  (7/14)  3-month 

5.49 

5.50 

5.57 

ICATES  OF  DEPOSIT  (7/15)  3  month 

5.59 

5.58 

5.60 

<AQRTGAGE  (7/10)  30-year 

7.03 

7.08 

7.67 

TABLE  MORTGAGE  (7/10)  one-year 

5.78 

5.81 

5.78 

(7,10) 

8.50 

8.50 

8.50 

:  Federal  Reserve,  HSH  Associates.  Bloombe 

g  Financial 

f^arkets 

PRODUCTION  INDICATORS 


LATEST  WEEK  YEARLY 
WEEK        AGO     %  CHG 

2,010       1,968#  -2.4 


AUTOS  (7/11)  units 

37,029 

7,523r# 

5.9 

TRUCKS  (7/11)  units 

25,560 

25,510r# 

84.1 

ELECTRIC  POWER  (7/11)  millions  of  kilowatt-tirs. 

73,856 

72,841# 

6.3 

CRUDE-OIL  REFINING  (7/1 1)  thous  of  bbl  /day 

15,601 

15,274# 

4.6 

COAL  (7/4)  thous.  of  net  tons 

18,122# 

21,041 

4.7 

LUMBER  (7/4)  millions  of  ft. 

391. 3# 

485.5 

11.9 

RAIL  FREIGHT  (7/4)  billions  of  ton-miles  . 

23. 5# 

26.9 

1.3 

Sources:  Amecican  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept  ,  WWPAi,  SFPA2,  Association  of 
American  Railroads 


PRICES 


LATEST      WEEK  YEARLY 
WEEK        AGO      %  CHG 
GOLD  (7/15)  $/troy  oz.  293.150  292.000  -8.2 


STEEL  SCRAP  (7/14)  #1  heavy,  $/ton 

130.50 

135.50 

-9.1 

COPPER  (7/10)  e/ib. 

75.4 

76.4 

-32.1 

ALUMINUM  (7/10)  ;/ib. 

62.0 

63.0 

-17.3 

COTTON  (7/11)  strict  low  middling  1-1/16  in 

,  «/lb.  77.01 

77.09 

8.7 

OIL  (7/14)  $/bbl. 

14.43 

13.53 

-25.7 

CRB  FOODSTUFFS  (7/14)  1967=100 

227.69 

235.21 

-5.0 

CRB  RAW  INDUSTRIALS  (7/14)  1967=100 

294.45 

294.53 

-11.5 

Sources:  London  Wednesday  final  setting,  Chicaf 

,0  market,  Metals 

Week,  [yiemphis 

market,  NYMEX,  Commodity  Research  Bureau 

FOREIGN  EXCHANGE 

LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

JAPANESE  YEN  (7/15) 

140.67 

139.45 

116.10 

GERMAN  MARK  (7/15) 

1.80 

1.82 

1,80 

BRITISH  POUND  (7/15) 

1.63 

1.64 

1.67 

FRENCH  FRANC  (7/15) 

5.04 

6.09 

6,07 

ITALIAN  LIRA  (7/15) 

1776.2 

1790.5 

1745.8 

CANADIAN  DOLLAR  (7/15) 

1.49 

1.47 

1.37 

MEXICAN  PESO  (7/15) 

8,850 

8.920 

7.916 

TRADE-WEIGHTED  DOLLAR  INDEX  (7/15) 

114.0 

113.9 

104.9 

Sources:  Mapr  New  York  banks.  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  British  pound  in  dollars    Trade-weighted  dollai  via  J  P  tvlorgan 


STEEL  (7/11)  thous.  of  net  tons 


3ta  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart),  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
It.  1-Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn  3=Free  market  value       NA=Not  available       r=revised       NIVI  =  Not  meaningful 


HEWEEKAHEADI 


<G  STARTS 

/.July  21,  8:30  a.m.EDT^  Housing 
robably  totaled  an  annual  rate  of 
illion  in  June,  slightly  higher  than 
3  million  pace  in  May.  That's  the 
forecast  of  economists  surveyed  by 
'd  &  Poor's  MMS,  a  unit  of  The 
r-Hill  Companies.  Starts  have 
for  three  months  in  a  row,  but  the 
mains  high  by  historical  standards, 
irtgage  rates  and  strong  financial 
entals  lifted  home  buying  to  record 
his  spring. 

IREY-HAWKINS  TESTIMONY 

V,  July  21,  10  a.m.EDT^  Federal 
■  Chairman  Alan  Greenspan  will 


appear  before  the  Senate  Banking  Commit- 
tee to  deliver  his  semiannual  testimony  on 
monetary  policy  and  the  outlooks  for  eco- 
nomic growth,  inflation,  unemployment, 
and  the  money  supply.  He  will  repeat  his 
testimony  before  the  House  on  Thursday, 
July  23.  Monetary  policy  has  been  on  hold 
since  March,  1997.  The  Fed's  policymaking 
committee  meets  next  on  Aug.  18. 

TREASURY  BUDGET 

Wednesday,  July  22,  2  p.m.EDT>-  The  S&P 
Mtvis  forecast  expects  that  the  U.  S.  Trea- 
sury will  report  a  budget  surplus  of  $50  bil- 
lion for  June,  a  little  lower  than  the  $54.6 
billion  reported  in  June,  1997.  Washington 
remains  on  track  to  post  a  budget  surplus 


for  fiscal  1998,  which  ends  in  September. 
The  Congressional  Budget  Office  has  said 
that  the  black  ink  could  total  near  the  high 
end  of  its  forecast  range  of  $43  billion  to 
$63  billion.  Members  of  Congress,  however, 
have  complained  that  the  cbo's  projections 
are  too  conservative. 

UNEMPLOYMENT  CLAIMS 

Thursday,  July  23,  8:30  a.m.EDT>  Initial 
claims  for  state  unemployment  benefits  will 
probably  add  up  to  about  350,000  for  the 
week  ended  July  18.  Claims  have  shot  up 
as  a  result  of  the  strike  at  General  Motors 
Corp.  Filings  totaled  more  than  390,000 
for  the  weeks  of  June  27  and  July  4,  the 
highest  readings  in  more  than  two  years. 
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This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 


—  I  1 


Sunday 

Need  capital  for  your  small 
business?  The  SBA's  Terry 
Bibbens  talks  about  the 
agency's  Web  site  that 
matches  entrepreneurs  with 
prospective  investors.  July  19 
9  p.m.  EDT 

Tuesday 

Telecom  is  the  next  hot  stock 
sector  in  the  BW-S&P  market 
chat  series,  and  S&P  analyst 
Aydin  Tuncer  will  be  your 
guide.  July  21 
4:30  p.m.  EDT 

Thursday 

Andrew  Pilara  of  Robertson 
Stephens  answers  your 
questions  on  finding  values 
in  today's  market  and  on  his 
strategies  for  the  funds  he 
manages.  July  23 
9  p.m.  EDT 

AOL  keyword:  BWTalk 


Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  each  event 


For  a  free  trial  diskette 
Including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


A 

A  M  E  Ryl  C  A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are,  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


AbirNet  86 

Adams  Harkness  &  Hill  72 
Adobe  Systems  (ADBE)  13 
ADSmart  72 

Advanced  Tissue  Sciences 
(ATIS)  56 

Advanta  (ADVNA)  64 
AEP(AEP)  33 
Agcc(AG)  30 
Airbus  Industrie  34 
Alcatel  Alsthom  71 
Alcoa  (AA)  38 
Algorithmic  Research  86 
Amazon.com  (AMZN)  86,  88 
American  Express  (AXP)  64 
American  Millennium  8 
America  Online  (AOL)  72 
Ameritech  (AIT)  4 
Amproluck  43 
Apple  Computer  (AAPL)  38 
Archer  Daniels  Midland 
(ADM)  50 

Ascend  Communications 
(ASND)  68 
AT&T  (T)  4, 8,  32,  64 
Atlantic  Group  (TWX)  52 
Atlantic  Power  Group  49 
Atnx  Laboratories  56 
B 


Baker  Hughes  (BHD  48 
BankAmerica  (BAG)  64 
Bankers  Trust  (BT)  42 
Bayer  50 

Bell  Atlantic  (BEL)  4 
Bertelsmann  52 
BioHybnd  Technologies  56 
BioTrend  56 
BMG  Entertainment  52 
Boeing  (BA)  34 
Booz  Allen  &  Hamilton  64 
Brandywine  Fund  68 
Brentwood  Associates  72 
British  Airways  (BAB)  34 
British  Petroleum  (BP)  48, 49 
BT  Alex,  Brown  (BT)  70 


Cable  &  Wireless  (CWP)  38 

Cambridge  Investments  49 

Cameo  International  (CAM)  48 

Carbon/Graphite  50 

Case(CSE)  30 

Casio  71 

CBS  (CBS)  72,81 

Cendant  (CD)  38 

Chase  Manhattan  (CMB)  64 

Check  Point  (CHKPF)  86 

Chevron  (CHV)  48 

China  Telecom  (Hong  Kong) 

(CHL)  70 
Chrysler  26 
Citibank  (CCD  64 
Clanon  Secunties  43 
Clemente  Capital  70 
CMG  Information  Services 

(CMGI)  72 
CNN  (TWO  81 
College  Marketing  Group  72 
Columbia  House  Music  Club 

(TWX)  52 


Commonwealth  Edison 
(UCM)  33 

Compaq  Computer  (CPQ)  71 
Computer  Sciences  (CSC)  68 
Conoco  (DD)  48,49 
Conseco  (CNC)  68 
Creative  BioMolecules  56 
Credit  Suisse  38,42,66 
Cylink(CYLK)  86 

D 


Dallas  Semiconductor  (OS)  71 
Dataquest  71 
Deere  (DE)  30 
Dell  Computer  (DELL)  88 
Dominion  Resources  (D)  70 
Donaldson  Lufkin  &  Jenrette  4 
Draper  Fisher  Jurvetson  72 
Dresser  Industries  (DD  48 


E&Y  Kenneth  Leventhal  42 
Earthlink  Network  70 
Eastman  Kodak  (EK)  34 
East  Midlands  Electricity  70 
ED&FMann  30 
EMI  Group  52 
Engage  Technologies  72 
Ericsson  (L,M  )  (ERICY)  32,71 
ESPN  (DIS)  81 
E*Trade  (EGRP)  38,84 


FAC/Equities  34 

First  Access  86 

First  Albany  72 

First  Call  48 

First  Data  64 

First  USA  (FUS)  64 

FMR  67 

Ford  (F)  26,  67 

Fox  (NWS)  81 

Friess  Associates  68 

Fuji  Photo  Film  (FUJIY)  34 


Gazprom  44 
Gemplus  71 
Genentech  (ONE)  56 
General  Motors  (GM)  8,  23,  26, 
71,89 

Genzyme  Tissue  Repair  56 
GeoCities  70,72 
Global  Technology  Partners  4 
Goldman  Sachs  42, 86 

H 


Halliburton  (HAL)  48 
Hambrecht  &  Quist  72 
Harbour  &  Associates  26 
HeereMac  50 
Hoffmann-La  Roche  50 
Household  Finance  64 
Houston  Industnes  (HOU)  70 
Human  Genome  Sciences 
(HGSI)  56 

I 


IBM  (IBM)  26,38,64 
Indopco  67 
ING  Barings  52 
Integra  Life  Sciences 
(lARTD)  56 


Integrion  Financial  Network  64 
Intel  (INTO  72 
International  Data  71 
Internet  Initiative  Japan  72 
Intuit  (INTU)  84 


JAFCO  86 

John  Hancock  88 

Jupiter  Communications  81 

K 


Kaufmann  Fund  38 
Kennedy-Wilson  42 
Kmart  (KM)  26 

L 


Laidlaw  Asset  6 

Lanston  (Aubrey  G.)  76 

Lehman  Brothers  (LEH)  26, 67 

LifeCell  56 

Little  (Arthur  D.)  26 

Live  Picture  13 

Lucent  Technologies  (LV)  32 

Lycos  (LCOS)  72,86 

M 


Manmba  84 
MasterCard  64 
MBNA(KRB)  64 
McDonald's  (MCD)  26 
McGraw-Hill  (MHP)  89 
MCI  Communications 

(MClC)  4,  38 
Memco(MEMCF)  86 
Mercer  Management 

Consulting  64 

Mernll  Lynch  (MER)  31,32,66, 
70 

Metrowerks  71 
Microsoft  (MSFT)  13,72,84, 
86 

Morgan  (J.P)  (JPM)  42 
Morgan  Guaranty  Trust 
(JPM)  20 

Morgan  Stanley  Dean  Witter 
(MWD)  42,67 
Morningstar  (MSTR)  84 
Motorola  (MOT)  32,  34,  71 
Murphy  Family  Farms  30 
N 


NEC  71 
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amy  summer  rally  for 
.  Some  better-than-ex- 
I  earnings  reports  and 
led  good  news  on  the  in- 
front  sent  Wall  Street  to 
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ained  148  points  to  iet  a 
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U.S.  MARKETS 

Latest 

Week 

Year 

Dow  lones  Industrials 

9234.5 

0.6 

14.9 

NASDAQ  Combined  Composite 

1994.5 

3.1 

26.2 

S&P  MIdCap  400 

372.2 

0.7 

21.4 

S&P  SmallCap  600 

194.3 

0.3 

14.9 

S&P  SuperComposite  150D 

249.6 

1.3 

24.6 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

373.5 

4.1 

25.6 

S&P  Financials 

145.7 

0.0 

38.4 

S&P  Utilities 

243.1 

-0.9 

20.4 

PSE  Technology 

364.5 

2.4 

12.8 

%  change 

Latest 

Week 

Year 

London  (FT-SE  100) 

6151.5 

2.4 

23.9 

Frankfun  (DAX) 

6108.2 

1.6 

45.4 

Tokyo  (NIKKEI  225) 

18,614.1 

0.5 

-18.4 

Hong  Kong  (Hang  Seng) 

8456.2 

-2.0 

-45.3 

Toronto (TSE  300) 

7388.1 

-0.8 

9.5 

Mexico  City  (IPC) 

4593.8 

0.4 

^.0 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield  1.32% 
S&P  500  P/E  Ratio  (Last  1 2  mos.)  27.8 
S&P  500  P/E  Ratio  (Next  1 2  mos.)*  22.7 

1.36% 

27.6 

22.1 

1.62% 

23.5 

18.8 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


First  Call  Earnings  Surprise* 


TECHNICAL  INDICATORS 


2.40%    7.50%  1.87% 


Latest 


Week 
ago 


Reading 


S&P  500  200-day  average  1033.6    1027.0  Positive 

Stocks  above  200-day  average       50.0%    51.0%  Neutral 

Options:  Put/call  ratio                 0.45       0.49  Negative 

Insiders:  Vickers  Sell/buy  ratio       1.65       1.99  Positive 

Data:  Bloomberg  Financial  Markets;  *Flrst  Call  Corp. 


Broadcasting 
Homebuilding 
Computer  Software 
Semiconductors 
Pollution  Control 


27.5  Specialty  Appar.  Retailers  106.7 

26.6  Broadcasting  104.1 
24.2  Homebuilding  88.7 
22.4  Airlines  76.4 
21.6  Entertainment  74.0 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Machine  Tools 
Engineering  &  Constr. 
Leisure  Time 
Paper  Containers 
Hotels  &  Motels 


-12.8 
-8.7 
-6.2 
-6.0 
-4.8 


Metals 

Oil  &  Gas  Drilling 
Engineering  &  Constr. 
Gold  Mining 
Leisure  Time 


-43.8 
-38.3 
-29.5 
-25.1 
-23.5 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
significanl  buying  on  price  weakness 

Price 

1-month 
change 

Ascend  Communications 

49^16 

-^16 

AT&T 

57  V2 

-2'^r6 

BellSouth 

66  ^^4 

-1^16 

Bell  Atlantic 

45 '^16 

-1^16 

GTE 

56  "/16 

-'^16 

PepsiCo 

39  V4 

-1  '^16 

DecHne  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Microsoft 

II6V2 

30^16 

WorldCom 

52^/4 

95/8 

Cisco  Systems 

94'/8 

16  5/8 

Dell  Computer 

107^8 

27  V8 

Qwest  Communications  Intl. 

39  "/32 

1  1  '5/32 

Applied  Materials 

28  V2 

I^/IS 

EST  RATES 


ASURY  BOND  INDEX 

Jan.    July  July  9-15 


m 


■  1700 
-1675 
:  1647.68 
- 1625 


 1600 

1-week  change 
-0.9% 

oomberg  Financial  Markets 

00"  M  U  S  Diversified  tm  All  tqiiity 
tal  return        52-week  total  return 


orningstar,  Inc. 


KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


MONEY  MARKET  FUNDS 

5.10 

5.11 

5.16 

90-DAY  TREASURY  BILLS 

5.12 

5.14 

5.17 

6-MONTH  BANK  CDS 

5.04 

5.03 

5.18 

1-YEAR  TREASURY  BILLS 

5.31 

5.35 

5.51 

10-YEAR  TREASURY  NOTES 

5.48 

5.48 

6.20 

30-YEAR  TREASURY  BONDS 

5.70 

5.70 

6.48 

LONG-TERM  AA  INDUSTRIALS 

6.32 

6.34 

6.94 

LONG-TERM  BBB  INDUSTRIALS 

6.78 

6.80 

7.32 

LONG-TERM  AA  TELEPHONES 

6.71 

6.73 

7.18 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 
assuming  a  31%  federal  tax  rate 


lO-yr.  bond 
Latest  Last 
week  week 


30-yr.  bond 
Latest  Last 
week  week 


GENERAL  OBLIGATIONS 


4.43%     4.39%     4.98%  4.93% 


EQUITY  FUNDS 


PERCENT  OF  TREASURIES 

80.89 

80.95 

87.34 

87.70 

TAXABLE  EQUIVALENT 

6.42 

6.36 

7.22 

7.14 

INSURED  REVENUE  BONDS 

4.58 

4.56 

5.18 

5.16 

PERCENT  OF  TREASURIES 

83.63 

84.08 

90.85 

91.79 

TAXABLE  EQUIVALENT 

6.64 

6.61 

7.51 

7.48 

EQUITY  FUND 

CATEGORIES 

Leaders 

Laggards 

Leaders 

Laggards 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

ProFunds  UltraOTC  Investor 

36.5 

Potomac  OTC/Short 

-15.5 

Communications 

11.9 

Natural  Resources 

0.2 

Matthews  Korea  1 

25.7 

ProFunds  UltraBear  Serv. 

-14.2 

Latin  America 

11.7 

Utilities 

3.0 

Potomac  OTC  Plus 

21.9 

Prudent  Bear 

-10.2 

Large-cap  Growth 

11.2 

Small-cap  Value 

3.3 

Amerlndo  Technology  D 

20.0 

Lighthouse  Contrarian 

-10.0 

Technology 

11.2 

International  Hybrid 

3.4 

American  Heritage 

19.8 

Fidelity  Sel.  Energy  Serv 

-7.4 

Financial 

10.0 

Precious  Metals 

3.9 

Leaders 

Laggards 

Leaders 

Laggards 

52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

Transamerica  Prem.  Sm.  Co. 

71.2 

Matthews  Korea  1 

-66.3 

Communications 

37.7 

Pacific/Asia  ex-Japan 

-53.0 

Transamerica  Prem.  Aggr.  Gr.  68.2 

Lex.  Crosby  Sm.  Cap  Asia 

-66.0 

Financial 

37.2 

Diversified  Pacific/Asia 

-40.4 

Weitz  Hickory 

66.7 

Guinness  FIgt.  Asia  Sm.  Cap 

-64.3 

Large-cap  Growth 

30.4 

Diversified  Emerging  Mkts. 

-31.1 

Fidelity  Select  Brokerage 

64.8 

Montgomery  Emerg.  Asia  R 

-64.2 

Europe 

29.8 

Precious  Metals 

-29.9 

Fidelity  Select  Leisure 

56.2 

Morg.  Stan.  Inst.  Asia  Eq.  A 

-62.5 

Large-cap  Blend 

25.6 

Japan 

-25.2 

re  as  of  market  close  Wednesday,  July  15,  1998,  unless  othenwise  indicated.  Industry 
:lude  S&P  500  companies  only.  Fundamentals,  tectinical  indicators,  Bloomberg  mon- 
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Editorials   - 


JAPAN'S  VOTE  OF  NO  CONFIDENCE 


At  last,  voters  are  demanding  changes  in  Japan's  archaic 
system  of  government.  The  patterns  in  the  recent  Upper 
House  election  reveal  the  real  reason,  and  they  provide  long- 
term  hope  that  Japan's  decade  of  decline  can  be  reversed. 

A  ciTicial  new  factor  in  the  election  was  vddespi'ead  unem- 
ployment. If  conventional  wisdom  is  to  be  believed,  consumer 
affluence  and  voter  complacency  have  been  behind  Tokyo's  pol- 
icy paralysis  during  eight  years  of  stagnation.  That's  clearly 
not  tiue  now.  For  the  first  time  since  the  end  of  the  war,  the 
Japanese  have  serious  unemployment,  and  that  pain  was  re- 
flected in  the  voting.  The  i-uHng  Libei-al  Democratic  Party 
(LDP)  did  not  win  a  single  district  in  the  big  cities — including 
Tokyo,  Osaka,  Kobe,  and  Nagoya.  Urban  areas,  of  com-se, 
are  precisely  where  industry  is  concentrated  and  where  un- 
employment is  rising,  in  some  places  rather  shai-ply. 

The  unemployment  rate  for  May  was  4.1%,  nearly  twice  as 
much  as  two  years  ago.  But  for  men  under  25,  the  I'ate  was 
8.4%,  indicating  that  few  companies  are  taking  on  fresh 
workers.  The  official  number  of  unemployed,  2.9  million,  does 
not  count  a  sizable  hidden  unemployment.  Nearly  1  million 
people  have  been  laid  off,  but  they  are  not  counted  as  un- 
employed: Instead,  they  are  officially  categorized  as  "resting" 
ft-om  work  until  rehired.  But  that  won't  come  anytime  soon. 
There  are  another  half-million  workers  who  worked  less  than 
15  hours  in  May  but  who  also  were  counted  as  fully  em- 
ployed. Truth  is,  the  real  unemployment  rate  for  Japan  is  well 
over  5%  and  may  be  closer  to  6%  or  7%.  Credit-starved 
small  businesses  aren't  hiring,  and  large  companies  are  en- 


couraging middle-aged  executives  to  take  early  retire 
This  new  economic  pain  is  beginning  to  fi-ighten  on]; 
people,  who  turned  out  in  large  numbers  to  register' 
protest  against  the  LDP.  In  the  previous  Upper  Houst 
tion,  only  44%  of  the  election  bothered  to  go  to  the  polls 
time,  the  turnout  was  nearly  60%.  In  the  popular  vote, 
gave  some  22%  to  the  new  opposition  group,  the  Deme 
Party,  and  25%  to  the  ldp.  The  Democratic  Party  is  l 
Naoto  Kan,  a  former  Minister  for  Health  &  Welfare 
blew  the  whistle  on  a  government  scandal  caused  by 
tainted  blood  for  transfusions.  Kan  wants  to  roll  back  ] 
Minister  Ryutai'o  Hasliimoto's  rise  in  the  sales  tax  and 
peiTnanent  tax  cuts  to  boost  demand.  Both  are  good  i( 
The  election  results  show  that  the  ldp  is  caught 
downward  spiral.  It  has  deliberately  used  taxpayer  moi 
finance  a  rural  electoral  strategy  that  is  now  failing.  It 
taxes  that  fell  heavily  on  city  dwellers  and  m"ban  empi 
and  spent  the  money  on  constnaction  companies  and  fa 
cooperatives  in  exchange  for  rui'al  votes.  When  Japan's 
omy  was  healthy,  it  worked.  Now,  it  doesn't. 

It  would  be  a  tragedy  if  Japan's  political  system  re( 
unemployment  to  soar  to  10%  before  finding  the  coui'i 
restnicture  the  economy.  Japanese  voters  ai'e  sending  ajii 
signal.  They  are  unhappy  with  the  ldp's  economic  ste' 
ship.  They  want  action.  Voices  elsewhere  in  Asia  a 
America  have  been  urging  Japan  to  take  the  hard  me; 
to  restart  growth.  Finally,  a  strong  internal  voice  is  ji 
the  choiTis.  The  LDP  should  heed  it. 


THAT  SURPRISINGLY  LOW  INFLATION  RATE 


How  far  can  inflation  drop?  The  latest  batch  of  figures  on 
the  U.  S.  consiuner  price  index  shows  an  amazing  lack  of 
price  pressui'e.  The  CPI  rose  just  0.1%  in  June.  For  the  first  six 
months  of  1998,  it's  i-unning  at  an  annual  rate  of  1.4%,  down 
fi-om  1.9%'  in  the  last  six  months  of  1997.  With  unemploy- 
ment at  4.5%,  this  is  truly  remarkable,  particularly  since  most 
economists  agree  that  the  official  c:pi  overstates  the  tiiie  in- 
flation rate  by  at  least  half  a  pei'centage  point. 

The  big  surprise  in  the  numbers  is  in  services.  By  now,  it  is 
clear  that  manufacturing  is  being  hammered  by  the  Asian 
implosion  and  that  many  goods  prices  ai'e  weak  and  falling.  Dit- 
to for  commodities.  Without  strong  Asian  demand,  energy 
prices  are  tanking.  But  ser-vices  were  supposed  to  be  different. 
Divorced  fi'om  global  competition,  and  inured  to  the  decline  in 
Pacific  Rim  demand,  service  industries  were  said  to  have  that 
rare  attribute,  pricing  power.  Well,  maybe  not. 

The  recent  numbers  show  that  housing  inflation  has  been  es- 
sentially flat  over  the  last  year.  The  key  category  of  rents  and 
rent  equivalents  shows  no  acceleration  fi'om  the  last  six  months 
of  1997  to  the  first  six  months  of  1998.  Indeed,  core  service  in- 


flation as  a  whole  barely  budged  during  this  time,  goint 
a  2.9%  rate  to  a  3.1%  rate.  Given  the  strength  of  the  h(  -- 
market,  this  is  counterintuitive.  One  explanation  may  b!t! 
housing  inflation  is  limited  to  the  top  tier  of  the  marketjia 

There  ai-e  other  surprises.  Prices  for  such  services  !i 
surance  and  legal  advice  are  not  going  up  much,  either'^: 
categoiy,  they  rose  at  a  I'ate  of  2.6%  in  the  first  six  mor ' 
1998,  down  from  4.7%  in  the  last  sLx  months  of  1997.  Pi" 
hospital  services  rose  2.8%,  down  from  3.3%  (although  Mi 
fees  did  rise  sharply).  These  ar-e  services  that  do  not  h^ 
rect  international  competition  and  should  be  rising  slrj 
But  they  are  not.  The  ser-vice  sector  may  be  more  intirit 
tied  to  the  global  economy  than  economists  beheve.  H 
service  sector  prices  in  Jime  may  be  r-eflecting  a  second^ 
effect  of  the  Asian  crisis. 

If  you  take  out  surging  tobacco  and  drug  prices,  the  ir  A 
rate  for  the  U.  S.  continues  to  be  surprisingly  low.  At  lor  li 
price  stability  may  be  at  hand.  That's  the  good  newi/I 
bad  news  is  that  anything  lower  means  the  economy  coit  < 
ter  a  deflationary  zone.  How  low  is  inflation  supposed  tgt 
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Up  Front 


EDITED  BY  ROBERT  McNATT 


REALITY 


COME  BACK,  MAC, 
ALL  IS  FORGIVEN 


THE  MAC  IS  BACK.  A  YEAR 

after  Yale  University  urged 
incoming  students  not  to  buy 
Macintosh  computers,  the  Ivy 
League  school  has  changed  its 
mind. 

Bowing  to  campuswide 
sentiment — especially  from 
faculty  members  with  long 
histories  of  using  Macs — Yale 
has  quit  bad-mouthing  the 
Apple  Computer  machines. 
The  university  is  now  official- 
ly neutral  in  the  wai-  between 
Wintel  and  Macintosh.  "This 
year,  there  is  no  recommen- 
dation," says  Yale  spokesman 
Tom  Conroy. 


YALE:  Diversity  in 

W"  "^  all  things 
t   

Yale's  thousands 
of  Mac  devotees 
consider  that  a  vic- 
toiy.  Last  year,  the 
school's  Informa- 
tion Technology 
Services  group 
warned  of  "uncer- 
tainties about  the 
availability  of  soft- 
ware" for  the  Mac,  adding 
that  it  couldn't  guai-antee  sup- 
port for  the  platform  beyond 
June,  2000. 

But  in  the  intei'vening  yeai', 
Mac  lovers  began  rallying 
against  the  school's  Windows- 
centric  majority  and  Apple  an- 
nounced its  iMac  PC,  which  it 
hopes  will  make  im-oads  in  ed- 
ucational markets.  Also,  Ap- 
ple is  now  making  money,  al- 
laying survival  fears.  Says 
Philip  Rubin,  a  fonner  direc- 
tor of  the  Mac  user's  group 
at  Yale,  "the  market  has 
changed  in  the  last  year,  and 
there's  more  confidence  in  the 
Mac."  De'>inis  Bernimi 


GREEN  STREETS 

ALL  CHARGED  UP 
AT  UPS  

ELECTRIC  VEHICLES  HAVE 
been  a  gr'eat  idea  with  a  nag- 
ging problem:  They're  not  the 
Energizer  Bunny.  Now,  UPS 
has  one  it  hopes  will  keep  go- 
ing and  going. 

Environmentalists  will 
keep  a  keen  eye  on  tests  of 
the  new  Hybrid  Electric  Ve- 
hicle, or  HEV,  that  United 
Parcel  Service  will  begin 
evaluating  this  summer  De- 
veloped by  Navistar  Interna- 
tional Transportation  and 
Lockheed  Martin,  the  HEV — 
to  be  tested  in  three  cities, 
starting  with  -Johnson  City, 
N.  Y. — could  prove  a  boon  for 
tnickers  if  it  pans  out.  The 
HEV  has  a  conventional  diese! 
engine  with  an  unconvention- 
al generator  that  powers  23 


OLD  TECH:  Clean  someday 


batteries  and  an  electric  chnve 
motor.  It's  a  technology  that 
differs  fi'om  that  used  in  Toy- 
ota's cuiTent  hybrid  cai's.  The 
HEV  can  recapture  some  en- 
ergy every  time  the  brakes 
ai'e  used,  which  precludes  the 
need  to  recharge  the  batter- 
ies, a  drawback  of  most  elec- 
tric vehicles.  That  means  dri- 
ving farther  on  less  fuel. 

But  lawn/er  Richard  Kas- 
sel  of  the  Natural  Resources 
Defense  Council  cautions  that 
"nobody  has  actually  operated 
any  of  these  vehicles  in  the 
real  world."        Joan  Oleck 


TALK  SHOW  ttBy  giving  to  the  earth  the  remains  of  the 
murdered  innocents,  we  want  to  atone  for  the  sins  of  our 
forebears." 

—  Boris  Yeltsin,  at  the  burial  of  Czar  Nicholas  Hand  family 


LITIGATION  NATION 

NIPPING  FUTURE 
NAFTAS  IN  THE  BUD 

BY  SUING  THE  GOVERNMENT 

to  overturn  nafta,  the  Unit- 
ed Steelworkers  may  well 
have  dimmed  the 
prospects  for  future 
U.  S.  trade  pacts. 

The  usw,  support- 
ed by  Hai-vard  Uni- 
versity law  professor 
Laurence  Ti'ibe,  is 
suing  Uncle  Sam  in 
an  Alabama  federal 
coiut  over  the  validi- 
ty of  the  1994  pact. 
The  union  calls  NAFTA  TRIBE: 
a  ti'eaty — not  a  trade 
agreement — -wMch  requii-es  a 
two-thii'ds  vote  of  the  Senate, 
according  to  the  Constitution. 
Since  nafta  passed  with  a 


simple   majority,  the 
claims  it  should  be  resci 
"If  NAFTA  isn't  a  treat;' 
hard  to  imagine  what  \u 
be,"  says  Tiibe,  who  ha 
pressed  disfavor  over 
trade  agi'eements. 
He  concedes  that  e\ 
the   usw  win; 
suit,  a  judge  ma 
rescind  NAFTA. 
White  House 
lieves  it  will 
But  if  the  c 
give  the  case 
credence  at  a 
could  make  it 
difficult  for  the  ii 
ton  Administr.ii 
to  push  for  aiie 
pansion  of  NAF. 
Latin   America   or  r 
"fast-track"  trade  negot 
authority  that  detour 
Hill.  Aaron  Ben 


Treaty'; 


THE  FUND  FRONT 


IS  THIS  FUND  FAMILY  STILL  DYSFUNCTION 


THE  RODNEY  DANGERFIELD  OF 

mutual-fund  families,  the 
Steadman  Funds,  is  looking 
to  get  some  respect.  Stead- 
man  Security  Ti"ust,  Stead- 
man  Investment,  and  Stead- 
man  American  Industry  have 
long  been  among  the  indus- 
try's worst-performing  fimds. 
They  were  so  bad,  in  fact, 
that  Steadman  cut  off  new 
investors  in  1988,  imder  pres- 
sure from  the  Securities  & 
Exchange  Commission. 

But  after  outpacing  the 
Standard  &  Poor's  500-stock 
index  in  the  fii-st  half  of  1998, 
Steadman  may  ask  the  sec 
to  reopen  the  funds  after  its 
trustees'  meeting  in  eai'ly  fall. 
Says  President  Max  Katch- 
er:  "The  only  way  the  funds 


can  survive  is  to  open  3 
new  investment." 

Katcher  began  man 
the    funds    after  fo 
Charles  Steadman  diet 
December.   New  invt 
could  help  cut  bloated  i 
expenses  of  about  17% 
equity  fund  norm  is  2 
Overhead  has  eaten  x\  r 
tuiTis  as  investors  cash*  0 
over  the  years,  sbrinki 
sets  to  $7.4  milhon.  Bi 
good  quarters  do  not  a  ; 
ftmd  make,  says  Momijfst 
analyst  Russel  Kinnel,!^ 
daily  with  expenses  i\l ' 
fectively  gouge  sharehde 
"Thei-e  ai'e  thousands  ofn 
out  there,"  he  says.  "Wl 
the  one  that  has  the  lek 
spect  for  shareholders? 


FUND 


THE  STEADMAN  STORY 

8M0S  12M0S 
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AMERICAN  INDUSTRY 

21.13% 

19.44% 

-lO.C 

INVESTMENT 

25.84% 

31.76% 

-a:: 

SECURITY  TRUST 

24.32% 

19.48% 

2.i; 

S&P  500 

17.70% 

30.15% 

23.(i 

Total  returns  through  fr30/98;  5-year  annualized  rate 
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STANDARD 
&POOR'S 

 DRI 


Will  Your  Business  Survive 
Asia's  Economic  Implosion? 


^^^^ 


A  Standard  &  Poor's  DRI  study  assessing 
the  implications  of  a  worst-case  scenario 


D. 


espite  recent  attempts  to  stabilize  the  yen,  the  risks  of  an  Asian  economic  implosion 
continue  to  climb.  With  this  economic  news,  the  outlook  for  your  revenues  and  profitability 
has  deteriorated. 

A  deeper  recession  across  Asia  combined  with  a  financial  meltdown  in  Japan  could  spell 
serious  trouble  for  the  world  economy,  including  recessions  in  the  U.S.  and  Europe,  a  sharp 
correction  in  the  U.S.  and  European  stock  markets,  a  further  free-fall  of  the  yen,  devaluation 
of  the  Chinese  renminbi,  and  the  spread  of  the  Asian  flu  to  other  emerging  markets,  including 
Mexico,  Brazil,  Russia,  Turkey  and  South  Africa. 

Even  as  conditions  continue  to  deteriorate,  U.S.  and  European  businesses  have  yet  to 
experience  the  full  impact  of  this  crisis.  But  prudent  managers  know  that  standing  above 
the  rest  in  today's  global  marketplace  requires  interpreting,  anticipating  and  —  most  of  all  — 
responding  to  sometimes  ambiguous  changes  in  the  global  financial  and  economic  climate. 

In  a  study  examining  the  implications  of  these  developments.  Standard  &  Poor's  DRI,  the 
premier  provider  of  global  economic  insight,  will  help  you  measure  their  effect  on  revenues 
and  profitability.  The  study  includes: 

Base-case  and  worst-case  scenario  forecasts  —  of  economic  growth,  exchange 
rates  and  trade  balances  —  for  each  region  of  the  world  plus  key  industrial  and 
emerging  economies  including  the  U.S.,  Germany,  Japan,  Korea,  Brazil,  and 
Russia  —  allowing  you  to  anticipate  the  implications  for  your  business. 

A  worst-case  scenario  analysis  of  the  vulnerability  of  such  exports  as  aircraft, 
autos  and  parts,  semiconductors,  and  soybeans  from  the  U.S.  and  Europe. 

A  discussion  of  how  a  worst-case  scenario  would  develop  in  Asia  —  including 
trigger  points  —  and  how  its  impact  would  be  transmitted  to  the  rest  of  the 
world,  allowing  you  to  respond  quickly. 

Don  't  just  stand  by.  For  only  $2000,  insight  from  Standard  &  Poor  's  DRI 
could  help  your  business  withstand  this  crisis. 


Call  or  e-mail  us  today  to  purchase  your  copy  of  this  important  new  study. 
Phone  U.S.:  1-800-933-3374  Europe: +44-181-545-6222  e-mail:  marketing@dri.mcgraw-hill.com 
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SHOWBIZ 


KIM  SAYS:  lETMY 
ELEPHANTS  GO!' 


BIG  STARS:  Basinger  and  frien 


fp:ld  entertainment,  owner 
of  Ringling  Bros.,  Barnum  & 
Bailey,  could  face  the  end  of 
the  circus  as  we  know  it. 
Actress  Kim  Basinger,  a 
spokeswoman  for  the  Per- 
forming Animal  Welfare 
Society  (paws),  is  campaign- 
ing to  keep  circuses  from 
using  elephants,  which  it 
claims  are  subject  to  abuse. 

"It's  mind-boggling  and 
scary  to  think  what  human 
beings  are  capable  of  doing 
with  animals  for  a  profit,"  the 


star  of  L.  A.  Confidential  told 
business  week.  "We  don't 
need  elephants  in  circuses. 
We  don't  need  any  animals 
in  circuses,  and  we  don't 
need  to  call  this 
entertainment." 

But  a  circus  isn't 
a  circus  without 
elephants,  says 
Barbara  Pflug- 
haupt,  spokes- 
woman for  Feld,  a 
privately  held  busi- 
ness with  estimat- 
ed 1997  revenues  of 
$550  million — and 
40  elephants.  "Asian  elephants 
are  a  part  of  us  and  of  what 
we  are.  It  would  be  counter- 
productive to  do  anything  oth- 
er than  treat  them  well." 

PAWS  hopes  that  Congi'ess- 
man  Sam  Farr  (D-Calif.),  a 
supporter,  will  push  the  feds 
to  better  enforce  the  Animal 
Welfare  Act,  protecting  ele- 
phants and  other  circus  ani- 
mals. Basinger  hopes  for  even 
more.  "Free  the  elephants," 
she  says,  "and  the  rest  will 
follow."  Tammy  Reiss 


MARKET  MADNESS 


A  STRATEGY  JEANE  DIXON  COULD  LOVE 


MAYBE  IT  S  A  SIGN  THAT  THE 
stock  market  is  ready  to 
enter  a  black  hole.  Software 
using  astrology  to  guide 
investment  decisions  was  a 
big  hit  at  the  mid-July  con- 
vention of  the  American 
Federation  of  Astrologers 
(afa)  in  Orlando.  Ye 
that's  where 
ney  World  i 
But  these  folks 
swear  they're 
not  in  some 
fantasyland. 

"This  stuff 
works,"  boasts 
astrologer 
Alphee  Laud 
of  West  Hartford 
Conn.,  whose  $l,o49  software 
package,  Financial  Trader  for 
Windows,  uses  the  stars  to 
guide  stock  trades.  Tracking, 
say,  Apple  Computer  in 
terms  of  the  transit  of 


lie 


Uranus,  may  sound  like  gib- 
berish— but  Laudie  says  he 
gets  $250  an  hour  to  consult 
on  trades.  "It  is  a  magnifi- 
cent suite  of  financial  astrolo- 
gy tools,"  gushes  Florida  fi- 
nancial consultant  Tim  Bost. 
At  the  stall  of  the  '90s  bull 
market,  there  weren't 
any  such  pro- 
grams, say  the 
star gazers. 
Now,  with  the 
Age  of  Aquar- 
i  u  s  n  e  a  r  i  n  g , 
there  ar"e  at  least 
eight,  with  more 
(in  the  way.  afa 
members  say 
business  types  of 
all  sorts  ai'e  increasingly  using 
astrological  charts  and  soft- 
ware. Meanwhile,  astrologers 
foresee  healthy  returns  for 
their  customers  and  for 
themselves.     Dennis  Blank 


DRAWN  &  QUARTERED 


WMAfBXm  FOB  tCW^V 


THE  mkmi  BRW6LY  HURL5HIM6ELF  IhTfOTHEUMEOF  PSS.  Or 
ASSftSSMS  SUBfW TAKING  OWE  PORTHESKJ^gTSeRWCE 


FUND  WATCH 

A  GREEN  FLAG 
FOR  INVESTORS? 

AND    YOU    THOUGHT  9,000 

mutual  funds  were  enough. 
Well,  not  so  fast — there's  a 
group  in  Charlotte,  N.  C, 
that  is  revving  up  to  open 
the  StockCar  Stocks  Index 
Fund.  That's  right,  a  no-load 
mutual  fund  that  invests 
in  companies  either  profit- 
ing from  or  sponsors 
of  NASCAR  —  the  ^i^^- 
National  Associa-  '^■•o- 


tion  for  Stock  Car 
Auto  Racing. 

John  Allen  II 
whose  StockCar  Stocks 
Advisors  organized  the 
fund — now  in  registration 
with  the  Securities  &  Ex- 
change Commission — will  in- 
vest in  about  50  stocks. 
Among  them:  NASCAR  spon- 
sors such  as  Procter  &  Gam- 
ble, McDonald's,  and  General 
Motors,  plus  purer  plays  such 


as  International  Spee  c 
which  owns  the  famed  "a 
at  Daytona,  Fla.  From  !) 
through     1997,  StO(C 
would  have  just  outpac(  t 
Standard  &  Poor's  500 
index,  with  total  retui 
250.7%,  vs.  242.6%.  | 
But  Allen  and  partis 
aren't  at  the  pole  po; 
The  Motorsports  Assop 
Growth  &  Income  Fii 


5.75%-loa(l|. 
ing  based  in  Green 
N.  C,  roared  off  on  Ji 
Through  July  15,  it  ha;.- 
down   4.4%.   Two  n.t\ 
funds  in  the  same  n  ' 
niche?  "Maybe,"  quips 
ingstar  analyst  RusseK 
nel,  "we  need  to  start  ri' 
category."      Robert  I  > 


THE  BIG  PICTURE 


W 

OH.  HOW  WE  LOVE  OUR  401  (k)s  I 

The  average  401(k)  account  now  tops  $50,000, 19%  f 
than  in  1997  and  82%  more  than  in  1994.  Americans' 
passionate  about  the  401(k):  Fidelity  says  that  85%  (i 
clients'  eligible  employees  have  one. 


AVERAGE  ACCOUNT 
BALANCE 


'94  '95  '96 

A  THOUSANDS  OF  DOLLARS  i 
DATA.  FIDELITY  INVESTMES 


FOOTNOTES  Prospects  considered  "problem  customers"  by  salespeople:  nationwide,  1  7.4%;  in  New  York  City,  24.6% 
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DATA:  TOUGH  CALLS.  BY  JOSH  GORDON  (AMACOM  PUBLISHII^  1 


Maybe  the  greatest  possessions  arerit  the  ones  you 
f    '^Sfi^^    hold  in  your  hand  At  Mercury  we  beHeve  they're  the 
images  and  experiences  you  collect  in  your  travels. 
That  s  why  Mountaineer  is  available  with  hassle -free 
all -wheel  drive,  along  with  a  spirited  V-8  and  an 
indulgent  interior — to  help  add  more  adventures  to 
your  collection.  Call  1 800  446-8888  or  visit 
wwwmercuryvehiclescom. 


Visio  Standard  5.0 


WHEN 


WORDS 

ALONE 

AREN'T 

ENOUGH. 

Success  today  depends  on  your  organization's  ability  to  manage  information  and  change.  And 
communicating  information  visually  helps  you  do  just  that.  Only  Visio®  Standard  enables  you  to 
create  the  business  diagrams  you  need  quickly  and  easily.  Simply  select  the  pre-drawn  shapes  you 
need  and  drag  them  into  place.  Add  text,  format,  then  drop  your  diagram  into  Microsoft  Word, 
Excel,  PowerPoint  or  e-mail.  The  time  is  now  to  move  beyond  mere  words. 
Call  1-800-24-VISIO,  reference  A431,  or  check  out  www.visio.com/addvisuals. 
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Readers  Report 


WHO  SAYS  MILTON  FRIEDMAN 
WAS  RIGHT?  

In  "Milton  Friedman:  Being  right  is 
the  best  revenge"  (Economic  Mewpoint, 
July  13),  Robert  Bairo  confuses  being  in 
fashion  with  being  right.  That  the  Re- 
publican leaders  in  Congi-ess  now  spout 
Friedman's  right-wing,  antigovemment 
ideas  doesn't  make  them  correct. 

In  fact,  time  is  proving  Friedman 
WTong  on  most  counts.  The  Fed,  under 
the  leadersliip  of  Friedman  acohte  Alan 
Greenspan,  has  jettisoned  all  vestiges 
of  money-targeting  and  now  un- 
abashedly pui"sues  old-fashioned  Ke\Ties- 
ian  interest-rate  tai'geting  (albeit  with  a 
non-Kej'nesian  agenda).  Emerging  mai-- 
kets  have  fallen  victim  to  a  classic 
KejTiesian  financial  panic  and  debt  de- 
flation. And  our  Friedmanians  in  gov- 
ernment, so  quick  to  praise  fi-ee-mar- 
ket  solutions  at  home,  ui'ge  Japan  to 
pass  a  Kejnesian-style  fiscal  stimulus. 
We  might  be  Friedmanians  today,  but 
when  the  Asian  flu  hits  home  a  few- 
months  from  now,  we  would  do  well  to 
dust  off  the  old  KejTiesian  texts. 

Ellen  Frank 
Brookline,  Mass. 

In  declaring  Milton  Friedman's  ver- 
sion of  laissez-faire  economics  tri- 
umphant over  Ke\Ties's  activism,  Robert 
BaiTo's  statement  that  "free-mai'ket  the- 
ories iTile  the  roost"  is  for  the  bii'ds.  It 
assumes  that  impersonal  market  forces 
set  wages  and  prices.  In  fact,  oligopolies 
pay  ailificial  wages  and  salaiies  because 
they  chai'ge  artificial  prices  (which  they 
can  do  because  capital  requirements  re- 
strict the  entry  of  competition,  thus 
denjing  a  prime  requirement  for  the 
fi'ee  market  to  prevail). 

Ailificial  rewai-ds,  including  20-year 
retirement,  explain  why  the  "volimteer 
aiTny  has  worked  veiy  well,"  although 
Barro  attributes  it  to  the  fi-ee  market. 
While  BaiTO  praises  the  earned-income 
tax  credit  as  a  "boon  to  the  working 
poor,"  it  is  a  direct  government  sub- 
sidy, as  is  true  of  school  vouchers,  of 
which  he  also  approves.  BaiTO  embraces 
the  privatization  of  Social  Security, 


which  would  also  amount  to  a  su  .1 
feeding  profits  to  the  secuiities  ind 
in  exchange  for  insecuiity  for  th 
people  who  cannot  afford  to  specul 
stocks. 

Mack  A. 

Al 


Like  BaiTo,  I  have  great  respe 
Milton  Friedman.  I  do  fault  Ban 
overlooking  Friedman's  role  in  bii 
monetarism  into  the  Reagan 
House,  which  led  to  the  WTenchii 
pression  of  the  early  1980s.  Re 
support  of  the  monetaiist's  recoE 
dations  encouraged  Federal  Re 
Chaii-man  Paul  Volcker  to  induc< 
astatingly  high  interest  rates, 
high  rates  resulted  in  record  unei 
ment  and  huge  losses  in  agiicultui 
manufacturing.  Much  of  the  blan 
at  Friedman's  door. 

Newell  D.  Ss 
Olmsted  Towmship 

HEWLETT-PACKARD  CAN 
NO  LONGER  AFFORD  CONSENS 

The  "HP  way"  is  getting  in  th 
("Lew  Piatt's  fix-it  plan  for  Ht 
Packard,"  InfoiTnation  Technolog 
13).  Ti'ue  innovation  requires  1 
ideas,  and  radical  ideas  can  giviw 
a  climate  of  constmctive  disjiutt 
stands  in  diametrical  oppu.-it 
Hewiett-Packard  Co.'s  con.-t-ro 
ented  culture. 

For  hp's  traditional  mai-kets,  il. 
ture  may  have  nuilui'ed  fine  or 
tional  values.  With  the  brutal  cor 
tization  of  technology  in  the  Ii 
era,  however  it  has  become  a  cc 
tive  disadvantage.  Fortunately,  H 
histoiy  of  reinventing  itself.  I'n 
tive  this  tradition  will  prevail  at 
Marc  W.  Fleis( 
Menlo  Park 

HOW  BELL  ATLANTIC 
FOSTERS  COMPETITION 


"At  last,  telecom  unbound," 
Story,  July  6)  offers  an  interest] 
incomplete  account  of  the  deal's  P 
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|tECTIONS&  CLARIFICATIONS 

a  home  near  the  hfth  hole  isn't 
"  (Cover  Story,  July  20)  should  have 
lat  Tennessee  and  New  Hampshire 
)  state  tax  on  earnings,  Social  Secu- 
\  efits,  or  pensions — public  or  private. 


Dr  consumers  and  the  telecom- 
tions  industry.  The  authors  of 
1  stoiy  appear  to  have  bought 
from  the  long-distance  compa- 
t  it  is  the  local  phone  companies 
;  stifling  innovation  and  compe- 
the  local  market, 
act  is  that  Bell  Atlantic  Coip.  is 
ng  the  requirements  of  the 
mimications  Act  to  open  its  mai- 
competitors.  Bell  Atlantic  sub- 
i  draft  of  its  long-distance  filing 
!  New  York  State  Public  Sei-vice 
ision  last  year  and  recently  re- 
favorable  support  from  New 
,ate  Public  Service  Commission 
an  John  O'Mara  and  Justice 
ntitrust  chief  Joel  I.  Klein.  The 
ison  there  is  not  more  competi- 
.he  local  market  is  that  some  of 
fest  potential  competitors,  such 
and  MCI,  have  taken  a  deliber- 
>  at  the  local  residential  phone 
in  an  effort  to  keep  Bell  At- 
it  of  the  long-distance  market, 
rding  innovation,  Bell  Atlantic 
ig  its  customers  into  the  21st 
with  state-of-the-art  data  solu- 
e're  beginning  constnaction  on  a 
leration  long-distance  data  net- 
ising  the  latest  technology  to 
services  such  as  viilual  private 
s  and  audio  and  video  streaming 
;  World  Wide  Web.  Additionally, 
lantic's  customers  will  soon  be 
order  "always-on"  high-speed 
access.  And  Bell  Atlantic's  isdn 
ed  service  digital  network)  is  al- 
ivailable  to  nearly  20  million 
Ids  in  the  region. 
)etition,  innovation,  and  high- 
;cess  to  the  Internet  ai'e  ah-eady 
he  only  thing  standing  in  our 
egulatoiy  approval  to  offer  long- 
voice  and  data — not  a  merger-. 

Ivan  G.  Seidenberg 
President  &  ceo 

Bell  Atlantic  Corp. 

New  Yoi'k 

I'  BULLYING 
ET  IT  EVERYWHERE 

commentary  on  U.S. -China 
y  is  flawed  ("The  U.  S.  and  Clii- 
f'or  the  follow-through,"  News: 
&  Commentary,  July  13).  Com- 
'hina,  barely  50  years  old,  with 
illion  people,  is  still  poor.  More 
'  of  the  population  lives  in  the 


hinterlands.  Per  capita  income  is  less 
than  $1,000  a  year.  It's  way  off  target 
to  judge  that  China  will  be  the  U.  S.'s 
main  interlocutor  in  Asia  in  the  21st 
century. 

"The  interloper"  would  be  more  apt, 
as  Beijing  keeps  trying  to  wrest  as 
much  profit  as  possible  from  the  U.  S., 
Japan,  South  Korea,  Taiwan,  and  oth- 
ers— financially,  diplomatically,  and  tech- 
nologically. The  Cliinese  are  cunning  ne- 
gotiators, hanging  tough  until  their 
counteipaits  become  fioistrated  and  cave 


in.  U.  S.  statesmen  and  entrepreneurs: 
Watch  out  in  the  follow-through  of  the 
summit. 

S.  T.  Tjia 
Houston 

SLOWLY  BUT  SURELY. 

JAPAN  IS  OPENING  ITS  MARKETS 

Isn't  it  contradictoiy  to  show  a  photo 
of  Merrill  Lynch  &  Co.  training  Japa- 
nese staff  for  its  retail  operations  in 
Japan,  while  blaming  Japan  for  allowing 
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"Power-hungry  Californians  applaud  the  arrival 
of  that  Williams  energy."  - 


Power  to  the  people!  Nearly  4,000  MW  of  it,  in  fact. 
Enough  to  make  that  Williams  energy  the  second 
largest  energy  provider  in  the  LA.  basin.  Bon  appetit! 


that  Williams  energy 


www.willtales.com/energy 
1-800- WILLIAMS 
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How  Midro$oft  i$  using  Clarify 

to  get  a  clear  view  of  it$  dugtome 


* 


Mark  Perry,  General  Manager,  Worldwide  Support,  Micros 


/ 


M  ITT ED 


C]arlfef'&  iiont  offrfft;  solutioiiVrii 
and  I  Jar Jvtvwfig,  customer  sen  ic  e,| 
a>s.suit%ce  and  help  desks. 


Sllaate  piocei 
;]d  ser\'ii  e  anf 


istics, 


net  legjstered  trademarks,  or  trademarks  of  Microsoft 
>r  other  t.ountries. 


Microsoft  is  the  worldwide  c 
in  softiuare  for  personal  comji 
Mark  Perry's  mission  is  en 
the  long-term  success  of  its} 
customer  relationships. 
"Our  goals  are  straightfonia ' 
find  out  what  our  customs 
need  and  make  sure  they' 
successful.  That's  our  nun 
one  priority.  Clarify  simp 
the  best  solution  to  meet  <l 
business  objectives.  They  rfT, 
that  this  would  be  a  long-lf 
relationship,  and  worked 
hard  to  make  our  project 
success.  Now  we  can  see 
customer  individually.  Wij 
Clarify  we  can  tailor  our 
interactions  to  each  custors 
needs,  and  be  more  proacfe^' 
in  helping  them  make  dec*-' 
about  the  fiiture.  So  they'rcB 
more  loyal.  Everyone  win 


CLARIIf 

Sales  and  service  solutions  that  (fj 

1«888«CLARIFY 

www.  clarify. CO  mil 


It's  estimated  the  average  U.S. 
company  loses  50%  of  its 
customers  every  five  years. 

So  what  are  you  going  to  do  about  it? 


aders  Report 


;  foi'eign  investment  ("Asia:  One 
.er,"  Editorials,  July  13)?  Mer- 
ch  is  not  an  exception.  In  the 
veral  years,  Citicorp,  General 
Capital  Services,  Toys  'R'  Us, 
just  to  name  a  few,  have  made 
tial  inroads  into  the  Japanese 
Most  of  these  are  well  accepted 
.nese  consumers  and  the  busi- 
nmunity. 

ugh  the  shifts  may  seem  less 
c  than  the  West  expects,  Japan 
3ntly  achieved  a  great  deal  of 
in  its  economic  policy.  Our  in- 
.  are  less  regulated  now.  The 
lent  has  committed  a  consider- 
n  of  public  funds  to  resolve  the 

crisis.  What  we  should  do  is 
ler  to  explain  to  poUcymakers 

international  media  what  we 
g  to  improve  our  economy. 

Ken  Miyao 
Tokyo 
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CEOs,  ClOs,  corporate  VPs:  the  rules  of  selling  and  customer  service  have 
changed.  Will  your  organization  be  able  to  change  with  them  and  survivei* 
Don't  miss  "Survival  in  the  New  Millennium  -  The  Personalized  Sales  and 
Service  Solution",  an  educational  forum  touring  major  cities  in  the  U.S.,  Canada 
and  Europe,  designed  to  help  you  formulate  a  business  strategy  and  technology 
infrastructure  to  attract,  acquire  and  retain  profitable  customer  relationships. 
Attend  yourself  and  bring  managers  and  colleagues  to  learn  firsthand  about 
today's  most  successful  front  office  strategies.  Spaces  are  limited,  so  call  today. 


July  30  •  Fairmont  Hotel,  San  Jose,  CA 
August  5  •  Marriott,  City  Center,  Denver,  CO 
August  7  •  Hyatt  Regency,  Woodfield  (Chicago,  IL) 

August  10  •  Millenium  Broadway,  NY,  NY 
August  12  •  National  Press  Club,  Washington,  D.C. 
August  14  •  Renaissance  Waverly  Hotel.  Atlanta,  GA 


"Survival  in  the  New  Millennium  — 
The  Personalized  Sales  and  Service  Solution" 

8:30  -  10:30  a.m.  Executive  Forum  Featuring 

•  Gary  M.  Heil,  author  of  One  Size  Fits  One  and  an  expert  on  sales  and 
service  quality,  and  change  management,  who  has  advised  Fortune  100 
companies  like  Disney,  FedEx,  Honda,  and  IBM 

•  Clarify,  the  leading  provider  of  integrated  sales  and  service  solutions  for 
attracting,  acquiring,  and  retaining  customers 

•  Ernst  &  Young  on  Making  Effective  Customer  Connections 

•  Interactive  Demo  of  FrontOffice  98,  the  most  innovative  and  effective  solution 
for  maximizing  customer  loyalty  and  profitability 

10:45  a.m.  -  2:15  p.m.  Concurrent  45-Minute  Managers  Workshops, 
Lunch  and  Partners  Showcase 

•  Sales  Force  Automation  Solutions  that  Deliver 

•  Building  a  World  Class  Service  Delivery  Organization 

•  Turning  Your  Call  Center  into  a  Profit  Center 

•  Telecommunications  Trend:  Build  Customer  Loyalty  with  Service 


Don't  miss  Clarify  s  Free  Executive  Forum.  To  reserve  your  space, 
call  1-888-297-9599  or  visit  us  at  wvvw.clarify.com. 


HI  Ernst  &  Young  up 
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BURN  RATE 

How  I  Survived  the  Gold  Rush  Years  on  the  Internet 

By  Michael  Wolff 

Simon  &  Schuster  •  268pp  •  $25 


THE  WILD  AND  WOOLLY 
TALE  OF  A  NET  STARTUP 


Decades  from  now,  we'll  look  back 
at  the  latter  half  of  the  '90s  as 
the  years  when  the  Information 
Age  was  created.  Like  the  Industrial 
Age,  we'll  note,  it  was  built  on  the 
sweat  and  brainpower  of  the  brightest 
minds  of  the  time.  But  lest  nostalgic 
souls  attribute  too  much  nobility  to  the 
cause,  we  now  have  what  may  be  the 
first  ti-ue  chi'onicle  of  the  times.  Michael 
Wolffs  Burn  Rate:  How  I  Survived  the 
Gold  Rush  Years  mi  the  Internet  pierces 
the  hype  to  lay  bare  the  forces  driving 
the  Internet  frenzy.  And  they  are  not 
always  pretty. 

Burn  Rate  is  a  hilarious  and  fright- 
ening account  of  the  life  of  an  Internet 
staitup.  Wolff,  a  journalist  who  has  wi-it- 
ten  for  The  New  York  Times  and  other 
publications,  started  Wolff  New  Media 
LLC  in  the  early  1990s.  By  1994,  he  had 
stumbled  on  to  the  Internet — then  just 
a  geeky  network  used  by  comparatively 
few — and  into  the  forefront  of  the  digi- 
tal revolution.  His  fii-st  Internet  product, 
NetGuide,  a  book  that  reviewed  re- 
soui'ces  and  sites  on  the  Net,  was  quick- 
ly followed  by  a  series  of  expanded  In- 
ternet guides  and  two  Web  sites. 
Overnight,  his  modest  publishing  ven- 
tui'e  became  a  hot  property  sought  after 
by  venture  capitalists  and  investors. 

From  this  vantage  point,  Wolff  ob- 
serves the  exhilarating  early  days  of 
the  Net,  a  world  where  hype  matters 
more  than  reality,  buzz  more  than  rev- 
enues, and  where  a  mere  idea  can  be 
dressed  up  and  sold  to  eager  investors, 
creating  paper  fortunes  overnight.  The 
book  begins  in  1996.  Wolff  is  at  an  in- 
dustry sclimoozefest  trying  to  dium  up 
interest  from  investors  and  potential 
acquirers.  He  has  hooked  up  with 
Robert  Machinist,  president  of  New 
York  investment  bank  Patricof  &  Co. 
Machinist  is  hot  to  cash  in  on  the  com- 
pany— he  figures  it's  worth  .$60  million, 
mavbe  even  .$100  million.  And  when  he 


D) 
D 


tells  Wolff  that  "our  minimum  goal  is  to 
get  you  out  inside  18  months  with  $30 
million,"  the  entrepreneui"  begins  to  be- 
heve  him. 

No  matter  that  Wolff  New  Media  has 
slightly  more  than  $1  million  a  year  in 
revenues  and  losses  of  ai-ound  $3  million. 
Or  that,  at  the  cun-ent  "hum  rate" — the 
amount  of  money  consumed  in  excess 
of  revenues  generated — Wolff  will  run 
out  of  money  in  six  weeks  without  fresh 
funding.  The  quest  to  feed  the  burn 
rate  takes  Wolff  on  a  wild  ride. 

First,  Machinist  tries  to 
combine  Wolff  New  Media 
with  Magellan,  a  West  Coast 
search-engine  company.  The 
pitch:  Wolff's  content  will 
keep  people  on  Magellan's 
search  site  longer,  generat- 
ing more  ad  revenue.  And 
the  combined  entities  will 
make  for  a  more  powerful 
initial  public  offering.  Mag- 
ellan is  far  bigger  than 
Wolff,  but  Machinist  shi-ewd- 
ly  manages  to  turn  the  deal 
into  a  merger  of  equals  and 
then  into  a  takeover  of  Magellan.  Ne- 
gotiations bog  down,  however,  and  the 
window  for  Internet  ipos  slams  shut. 
Magellan  is  eventually  sold  to  Excite,  a 
competing  search-engine  outfit. 

For  Wolff  and  his  investors,  it's  on  to 
Plan  B,  then  C,  then  D.  Wolffs  nan-ative 
wanders,  and  the  sequence  of  events  is 
sometimes  confusing.  Eventually,  he  hits 
on  the  idea  of  producing  a  magazine  ver- 
sion of  NetGuide,  sort  of  a  t\'  Guide  for 
the  Internet.  The  only  problem  is,  for 
all  of  the  compaiisons  to  TV,  the  Net  is 
nothing  like  it.  Fortunately  for  Wolff, 
most  of  his  potential  funders  have  never 
actually  used  the  Net. 

That  includes  executives  at  CMP,  a 
publisher  of  computer  trade  magazines. 
Having  just  launched  its  Windows  mag- 
azine, CMP  is  looking  for  the  next  big 


thing,  and  its  brain  tiiist  is  con 
the  Internet  is  it.  Wolff  sells  th 
NetGuide.  with  canned  tours  of  th 
"They  had  no  real  experience  to 
the  way  of  their  enthusiasm," 
Wolff.  "They  seem  to  believe  th 
have  captured  the  Internet  and  1: 
it.  And  they  want  it." 

Indeed,  Wolff  is  stunned  whe 
offers  to  buy  NetGuide,  then  n 
more  than  a  name,  a  concept 
database  of  ephemeral  Interne 
tent — "absolutely  nothing.  There 
really,  no  assets" — for  a  seven 
sum.  (After  spending  $15  million 
miUion  to  buy  and  develop  the  ve 
CMP  would  eventually  kill  the  mag 

As  these  charades  play  out 
vestors  grow  impatient.  Despe 
needed  money  comes  with  strir 
tached:  Wolff  would  be  kicked 
board,  and  his  main  investor,  Jon 
would  become  chief.  Wolff  naiTO\ 
capes  this  trap  and  looks  for  nev 
ners:  Ameritech  and  Washingto: 
Co.  show  interest,  1 
deals  materialize. 

Through  Wolffs  t 
insightful  history  of  th 
mercialization  of  the  Ii 
emerges — from  the 
when  media  titans  d^ 
"content  is  king-"  to  tl 
ization  that  the  best  h 
making  money  in  th 
medium  may  lie  in 
merce.  We  witness  th! 
of  Louis  Rossetto's  | 
magazine  and  get  a  {: 
side  the  hallowed  h 
Time  Warner  Inc.,  where  Walter  I 
and  Bnice  -Judson  cook  up  Pat 
the  high-profile  Web  site  later  di 
money-losing  "black  hole"  by  a 
Time  Warner  exec.  And  there's 
account  of  America  Online  In< 
world's  most  dysfunctional  compa 
As  the  fantasy  stalls  to  unrave 
begins  having  some  doubts  about 
damental  premise.  "In  some  perfec 
we  had  invented  this  new  pub 
medium,  and  no  one  reads  [on  th 
he  muses.  The  new  insight  led 
return  to  his  roots.  The  result 
Rate,  is  a  fascinating  cautionary  t 
should  be  r-equired  reading  for  all 
be  Net  entrepreneiu's. 

BY  AMY C 

Cortese  covers  the  Intern 
BUSINESS  WEEK. 


AT  THE  DAWN  OF  THE  INFO  AGE,  HYPE  AND  BU/ 
COULD  BE  DRESSED  UP  AND  SOLD  FOR  A  FORTU 
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Books 


THE  BUSINESS  WEEK  BEST-SELLER  LIST 


HARDCOVER  BUSINESS  BOOKS  | 

1  '                  PAPERBACK  BUSINESS  BOOKS 

1  THE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze  Orman 
(Crown  •  $23)  Practical  and  "spiritual"  steps  for  managing 
money. 

2  TITAN  by  Ron  Chernow  (Random  House  •  $30)  John  D. 
Rockefeller  Sr.,  the  devil  and  angel. 

3  THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanley,  PhD, 
and  William  D.  Danko,  PhD  (Longstreet  Press  •  $22)  The 
penny-pinchers  shall  inherit  the  earth. 

4  THE  ROARING  2000s  by  Harry  S.  Dent  Jr.  (Simon  &  Schus- 
ter •  $25)  The  good  times  keep  on  rollin'. 

5  SELLING  THE  INVISIBLE  by  Harry  Beckwith  (Warner  •  $16) 
A  collection  of  bite-size  lessons  on  marketing. 

6  BARBARIANS  LED  BY  BILL  GATES  by  Jennifer  Edstrom  and 
Marlin  Eller  (Holt  •  $23)  Microsoft,  as  seen  by  the  daughter 
of  a  company  publicist  and  a  former  software  developer. 

7  DIE  BROKE  by  Stephen  M.  Pollan  and  Mark  Levine  (Harper- 
Business  •  $25)  Forget  about  the  will — and  the  conventional 
wisdom — says  a  financial  adviser. 

8  JACK  WELCH  SPEAKS  by  Janet  Lowe  (Wiley  •  $16.95) 
Quotes  from  GE's  man,  culled  from  speeches,  news  stories, 
and  his  own  writings. 

9  THE  ELECTRONIC  DAY  TRADER  by  Marc  Friedfertig  and 
George  West  (McGraw-Hill  •  $34.95)  Hopping  in  and  out  of 
the  market  electronically. 

10  CONTRARIAN  INVESTMENT  STRATEGIES  by  David  Dreman 
(Simon  &  Schuster  •  $25)  A  fund  manager's  unorthodox 
advice. 

11  THE  GORILLA  GAME  by  Geoffrey  A.  Moore,  Paul  Johnson, 
and  Tom  Kippola  (HarperBusiness  •  $26)  Spotting  high-tech 
stocks  that  dominate  their  market  niches. 

12  BLUR  by  Stan  Davis  and  Christopher  Meyer  (Addison-Wesley 
•  $25)  Finding  focus  in  a  world  of  constant  change. 

13  UNLEASHING  THE  KILLER  APP  by  Larry  Downes  and 
Chunka  Mui  (Harvard  Business  School  •  $24.95)  How  to 
"achieve  escape  velocity  from  your  current  paradigm.  " 

14  GUNG  HO!  by  Ken  Blanchard  and  Sheldon  Bowles  (Morrow  • 
$20)  How  Walton  Works  No.  2  fired  up  its  employees. 

15  RAVING  FANS  by  Ken  Blanchard  and  Sheldon  Bowles  (Mor- 
row •  $20)  Turning  customers  into  your  biggest  boosters. 


1  THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $14)  Habitually  populai 

2  BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $15)  How  3M,  Wal-Mart,  Procter  & 
Gamble,  and  others  became  standouts. 

3  THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and 
Gardner  (Fireside  •  $12)  The  online  duo  puts  it  on  papt 

4  THE  1998  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 

Richard  Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The 
enduring  job-search  bible. 

5  THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTANI 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Ala 
Siegel  (Fireside  •  $14.95)  Concise  explanations  enriche 
with  graphics. 

6  SUCCESS  IS  A  CHOICE  by  Rick  Pitino  with  Bill  Reynolc 
(Broadway  •  $13)  Coach  says  work  harder,  harder! 

7  THE  ONE  MINUTE  MANAGER  by  Kenneth  Blanchard  Pt 
and  Spencer  Johnson  M.D.  (Berkley  •  $11.95)  Three 
management  techniques,  conveyed  in  brief  story  form. 

8  1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob  Nelson  (' 
man  •  $10.95)  Give  them  a  champagne  brunch,  a  casu 
dress  day — or  plain  old  cash. 

9  BARRON'S  DICTIONARY  OF  FINANCE  AND  INVESTME* 
TERMS  by  John  Downes  and  Jordan  Elliot  Goodman  (Ba 

•  $1 1.95)  What  is  an  oligopsony  anyway? 

10  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bru 
Patton  (Penguin  •  $12.95)  A  Harvard  team's  step-by-sb 
guide  to  conflict  resolution. 

11  YOUR  FIRST  YEAR  IN  NETWORK  MARKETING  by  Mark 
Yarnell  and  Rene  Reid  Yarnell  (Prima  •  $15)  How  to  sm 
the  first  few  months  as  a  multilevel  marketer. 

12  THE  E  MYTH  REVISITED  by  Michael  E.  Gerber  (HarperC 

•  $15)  Startmg  and  maintaining  a  small  business. 

13  THE  MOTLEY  FOOL  INVESTMENT  WORKBOOK  by  Davi 
Tom  Gardner  (Fireside  •  $12)  "So  where  do  I  find  stock 
and  other  queries,  asked  and  answered.  If 

14  INVESTING  FOR  DUMMIES  by  Eric  Tyson,  MBA  (IDG  Be 
$19.99)  From  stocks  to  small  business — with  cartoons,)^ 

15  HOME  BUYING  FOR  DUMMIES  by  Eric  Tyson  and  Ray 
(IDG  Books  •  $16.99)  Getting  your  dream  house. 


BUSINESS  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  econl 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are| 
sented.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  June. 

Reviews  and  more  are  available  on  AOL  (Keyv^^ord:  BW)  or  www.businessweek.com  (Click  on  BW  Plus!) 


HOT  TYPE 


it's  a  captivating  IDEA:  WHY  NOT  TELL  THE 

Microsoft  Corp.  story  from  the  point 
of  view  of  the  developers  who  created  the  company's  world- 
dominating  software  products?  Unfortunately,  Barbarians  Led 
by  Bill  Gates,  No. 6  on  this  month's  hardcover  best-seller 
list,  lacks  the  insight  of  Tracy  Kidder's  classic  account  of  tech- 
nical creativity,  The  Soul  of  a  New  Machine.  Instead,  authors 
Jennifer  Edstrom  and  Marlin  Eller  offer  up  a  sneering  diatribe 
against  Chairman  William  H.  Gates  III — plus  a  backhanded  de- 
fense of  the  company  in  the  face  of  the  Justice  Dept.'s 
antitrust  suit. 

Their  argument:  Microsoft  is  too  incompetent  to  be  a  threat 
to  civilization.  In  his  introduction,  Eller,  a  former  Microsoft  de- 


veloper, attributes  the  company's  success  to  good 
rather  than  "Machiavellian  brilliance,"  adding  that  life 
crosoft  is  "like  a  Dilbert  cartoon." 

To  make  his  case,  he  and  Edstrom  (daughter  of  Gates 
lic-relations  handler,  Pam  Edstrom)  load  the  book  with  ct 
accounts  of  petty  rivalries  and  plans  gone  awry.  M; 
this  stuff  is  merely  boring.  What's  mean  is  their  moc,)f 
Gates,  who  can't  possibly  be  this  stupid.  They  claim, 
stance,  that  he  rejected  Adobe  Systems  Inc.'s  now-doj 
PostScript  technology  for  printing  documents  simply  t 
it  "didn't  have  the  word  quick  in  the  name!"  That's 
believe.  And  it  shows  why  this  book  is  hard  to  take. 

BY  STEVE^/ 
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'd  tAiritli  iompamn  prmdr  a  full  nifijj?  of  mmlmenl  and  financial  sm-m  togcivmnmis,  corporalmy  insmtwns  and  prwolt  dmh  worldwide  Canmiian  Imprial  Bank  iif  Commrcr  'ClflO  «  alfilialtd  wtlh  CIRC  Oppfn}iitmtT  Ct>rp.,  a  Not-  Yofk  ^loci  Ezchngf  mnnhr,  and  CIBC  Wood  Cundy  SecunUn  Inc .  a  mtmhfr  of  Ihe  Ittmlirml  D/alfn 
•  llv  Canadian  Inmlor  PrvtnIm  Fund.  CIBC  Oppenhfimr  Corp.  and  CISC  Wood  Ctindi/  Seairitie  Inc.  art  solely  rrspumiblt  for  Iheir  (ontnctual  Mputns  and  commilmaiH.  Vif  CiBC,  OpfxnheJmer  and  Wood  CunJy  (mA-mnrls  are  uvd  under  heme.  The  Hummer  vtlucle »  used  OJur/oy  of  AM  General  Carporalm  ©199^  CIBC  World  Marhi^ 


YOUR  GROWING  COMPANY  NEEDS  A  BANK 
THAT  CAN  TAKE  YOU  TO  THE  TOP. 

You  run  a  growing  company. 

So  you  want  to  work  with  a  bank  that  has  your  kind  of  drive. 

You  want  investment  banking,  corporate  banking,  merchant  banking  and 
wealth  management  —  all  in  one  place. 

You  want  full  service  without  fat.  Brains  without  bureaucracy.  Capital 
without  complications.  You  want  everything  from  credit,  debt  and  equity 
financing  to  mergers  and  acquisitions  advice,  risk  management  products 
and  principal  investing.  All  from  a  team  of  professionals  who  know  what 
a  growing  company  needs  —  because  they're  continually  building  one  too. 

Visit  our  website  at  www.cibcwm.com  to  see  for  yourself. 

Nobody  knows  more  about  growing  companies  than  we  do. 


World  Markets 


ewYork:   CIBC  Oppenheimer  Toronto:   CIBC  Wood  Gundy 
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:ily  Miami  Montreal  Perth  San  Francisco  Seattle  Singapore  St    Louis  Sydney  Taipei  Tokyo  Vancouver  Washington,  D  C 


ESTMENT  Banking 


Corporate  Banking 


Merchant  Banking 


Th^  All  New  Chrysler  Concorcle|. 

Once  again, 
we've  successfully^' 
avoided 
the  pedestrian. 


There  are  a  lot  of  words  that  can  be  used  to  describe  the 
all-new  Chrysler  Concorde.  "Pedestrian"  is  definitely  not  one 
of  them.  Indeed,  the  new  Concorde  stands  as  an  exhilarating 
testament  of  our  engineers'  relentless  commitment  to  inspired 


engineering  and  design. To  begin  with.  Concorde'^ 
eration,  lighter-weight,  all-aluminum  engine  notonlj 
nearly  25  percent  more  horsepower  but  it  also  man: 
10  percent  more  fuel  erf icient"  What's  more,  combii! 


Base  MSRP  (Concorde  D()  includes  destination,  excludes  tax  Wt 


,eelsshown,ex,ra  '  ■Comparison  ol  1997  MV  3  3  lite,  engine  to  1998  MY  27  lite,  engine  (LX  model)  1998MYEPAes.  n™(D(model)  21  city,  30  hwv-. 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

A  BARGAIN  FOR  THE 
COLLEGE-BOUND 


Suitable  PCs  ought  to 
cost  no  more  than 
$1,500,  and  you  may 
get  away  for  less 

It's  the  time  of  year  when 
recent  high  school  gradu- 
ates are  anxiously  look- 
ing foi-ward  to  college,  while 
their  parents  get  ready  for 
tearful  good-byes — and  writ- 
ing large  checks.  While  the 
cost  of  higher  education  con- 
tinues to  soar,  there's  a  tiny 
bit  of  good  news:  The  cost  of 
equipping  yoiu"  college-bound 
child  with  a  computer  is  at 
an  all-time  low. 

For  most  students,  a  per- 
sonal computer  is  essential. 
Wliile  colleges  provide  com- 
puter clusters  for  student 
use,  they  can't  offer  the  con- 
venience of  a  personal  ma- 
chine. And  with  domi  rooms 
at  many  schools  providing  di- 
rect access  to  campus  net- 
works and  the  Inteniet,  PCs 
have  become  a  primary  com- 
munications tool  for  course 
work  and  socializing. 
CHAT  TIME.  Still,  the  comput- 
ing needs  of  most  students 
are  relatively  modest,  with 
E-mail,  chat,  and  word  pro- 
cessing the  dominant  uses. 
While  a  state-of-the-art  ma- 
chine still  costs  more  than 
$2,000,  there's  not  much  rea- 
son  to   spend   more  than 


$1,500,  and  it's  possible  to  get 
away  for  less. 

The  slowest  desktop  com- 
puters on  the  market  today 
use  233  MHz  mmx  Pentiums 
or  their  equivalent  ft'om  Ad- 
vanced Micro  Devices  or 
Cyrix.  When  backed  by 
at  least  32  megabytes  of 
memory,  these  are  plenty 
fast  for  typical  student 
uses. 

One   area   where  it 
makes  some   sense  to 
splurge  is  in  hard  disks. 
Students  tend  to  be  elec- 
tronic pack  rats,  and  the 
video  and  audio  clips  that 
they  collect  off  the  Inter- 
net can  fill  up  a  disk  fast. 
I'd  go  with  at  least  a 
four-gigabyte  drive, 
which  is  now  the  stan- 
dard  on   all   but  the 
cheapest  desktops. 

Modems  are  standard 
equipment  on  nearly  all 
PCS.  If  dorm  rooms  are 
wired  for  network  access,  the 
modem  will  probably  go  un- 
used. But  make  siu'e  any  mo- 
dem you  do  get  complies 
with  the  new  v.90  interna- 
tional standard  for  56K  com- 
munications. An  adapter  cai"d 
is  required  to  plug  into  a 
campus  network,  but  it's  a 
good  idea  to  wait  and  get  one 
from  the  campus  computer 
store,  which  will  make  sure 
that  it's  the  right  card  and 


provide  help  in  installing  it. 

I  normally  advise  buyers 
to  get  the  biggest  and  best 
monitor  they  can  afford,  but 
that  has  to  be  modified  for 
students.  Dorm  rooms  can  be 
tiny,  and  a  19-inch  monitor 
might  leave  your  student 
with  nowhere  to  sleep.  Even 
a  17-inch  may  be  tight.  Think 
about  space  before  buying  a 
monitor. 

One  advantage  of  the 
Compaq  Presaiio  2254  (table), 
beyond  its  attractive  price,  is 


its  tidy  desktop  design.  Al- 
though expansion  space  is 
limited,  it  does  have  a  free 
slot  for  a  network  card.  A 
machine  like  this  is  best  for 
the  student  who  isn't  a  com- 
puter aficionado  but  needs  a 
PC  as  a  tool. 

A  step  up  from  the  Pre- 
sario,  the  Gateway  G6-300,  is 
an  example  of  a  mainstream 


CHIP 

RAM 
(MB) 

HARD  DISK 
(GB) 

FEATURES 

MONITOR 
SIZE 

MODEM 

PRICE 

COMPAQ  PRESARIO 
2254  DESKTOP 

266  MHz 
AMD  KB 

32 

4 

CD-ROM 

and  floppy 

14  in. 

56K 

$978  after 
rebate 

GATEWAY  G6-300 
MINITOWER 

300  MHz 
Pentium  II 

32 

5,0 

DVD-ROM 
and  floppy 

17  in. 

56K 

$1,667 

TOSHIBA  SATELLITE 
2505CDS  LAPTOP 

233  MHz 
MMX  Pentium 

32 

2.1 

fixed  floppy 
and  CD-ROIV 

12.1  in. 

56K 

$1,399 

DATA'  MANUFACTURERS 


computer  of  a  sort  avaio 
at  a  similar  price,  from  o 
manufacturer.  The  300- ] 
Pentium  II  is  plenty  fa.-f 
most   student   needs  u 
avoids  the  hefty  premiur/ 
would  pay  for  the  350- 1 
400-MHz  models. 
LOCK  IT  UP.  Although 
still  pay  a  premium 
desktop  prices  for  equa 
formance  in  a  laptop,  tl 
a  case  to  be  made  for 
books.  Not  only  are  the 
ultimate  space-savers  bi 
ability  to  take  them 
where  on  campus  c; 
a  big  advantage. 
Toshiba  Satellite  ffi 
offers  a  lot  of  valu 
should  serve  any 
dent  well.  If  yo 
choose  a  laptop, 
Kensington  cable  ki 
secure  it.  Theft  is  a  rc 
lem  in  all  dorms,  anh 
tops  are  especially  t-^ 
ing  targets. 

A  fair  number  ce- 
dents have  grow 
with  Macintoshe^a 
would  hke  to  go  (  i 
ing  them  in  collegtl 
at  the  moment,  it'n; 
to  figure  out  just 
advice    to  give, 
cheapest  current ^ 
model  costs  a  hefty  J 
without  a  monitor.  A  li 
number  of  older  model.' ; 
Apple  and  Umax  are  ^ 
able,  but  they  may  nu 
expensive  processor  upjai 
to  run  future  Mac  soM 
The  $1,299  all-in-one  VI 
due  in  mid-August,  co'i 
an  ideal  solution,  but 
advance  sales  are  lik  y 
keep  it  in  short  supphu 
late  in  the  year.  Th(l 
interim  solution,  wher  j 
sible,  just  may  be  t(|fi 
an    existing  id 
computer. 

Between  noj 
gi'aduation,  thf  J 
of  '02  will  r^ 
bills,  in  many! 
pushing  $150,0)i 
at  least  a  small 
fort  that  com]|i 
share  of  the 
small — and  gf 
smaller. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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overnight  success. 

^^^^^  While  others  sleep,  the  FedEx*^  fleet  flies  nightly 
from  hundreds  of  airports  all  over  the  globe,  "^^m  And 
it's  Rockwell  communications,  navigation  and  weather  radar 
systems  that  help  keep  the  planes  of  the  world' s  largest 
express    transportation    company    on    schedule.  But  that's 

not  the  only  way  Rockwell  is  on  board  with  FedEx .  Rockwell 
call  center  technology  helps  expedite  more  than  half  a  million 
customer  requests  a  day.  ""\  And  Rockwell  systems  at  FedEx 
world  headquarters  help  move  millions  of  packages  through 
the  night .  While  modems  with  Rockwell  semiconductor  chips 

let  countless  customers  track  the  progress  of  their  shipments 
via    the   Net.  Nonstop   answers    for    companies    that  can't 

afford  to  stand  still .  ^^^-^  Because  whatever  your  business, 
the  bottom   line   is    this.  You  succeed.     We  succeed.^" 


Rockwell 


Electronic  Controls  and  Communications 
wvfw .  rockwell .  com 


Economic  Viewpoint 


BY  GARY  S.  BECKER 


A  FREE-MARKET  WINNER 
VS.  A  SOVIET-STYLE  LOSER 


i 


OLD  HABITS 

Georgia,  which 
put  reforms  in 
place  quickly, 
is  thriving, 
while 

Uzbekistan, 
still  dragged 
down  by  state 
controls, 
withers 


Gary  S.  Becker,  the  1992  Nobel 
laureate,  teaches  at  the  University 
of  Chicago  and  is  a  Fellow  of  the 
Hoover  Institution 


I recently  visited  several  small  ex-Soviet 
republics,  including  Georgia  and  Uzbek- 
istan, that  have  followed  very  different 
policies  after  becoming  independent  of  Russia. 
The  shaip  conti-ast  in  their  perfomiance  vivid- 
ly demonstrates  the  economic  advantages  of 
speedy  transitions  to  market  economies.  How- 
ever, the  comparison  also  explains  why  many 
ex-communist  nations  have  found  it  difficult 
politically  to  move  quickly. 

The  Republic  of  Geoi-gia,  a  nation  of  only  5 
million  people  situated  in  the  beautiful  Cau- 
casus mountains,  went  through  a  bloody  civil 
war  against  Russian-supported  groups  be- 
tween 1990  and  1992.  Since  1994,  President 
Eduard  A.  Shevardnadze  of  perestroika  fame 
has  led  the  nation  rapidly  toward  fimdamental 
changes.  In  that  year,  Georgia  created  a  new 
currency  after  a  nasty  bout  of  hyj^erinflation, 
and  annual  price  increases  have  been  in  single 
digits  for  the  past  couple  of  years. 
LOOKING  FOR  CASH.  All  government-owned 
small-  and  medium-size  businesses,  and  many 
large  ones,  have  been  privatized,  and  wages 
and  most  prices  have  been  fr-eed.  The  pri- 
vate sector  now  accounts  for  about  three- 
cjuaiters  of  total  output.  Young,  energetic  en- 
trepreneurs are  starting  small  businesses  at  a 
fast  rate  and  are  looking  for  foreign  investors 
for  capital.  Although  gi-oss  domestic  product 
fell  drastically  during  the  civil  war,  it  has 
been  gTowing  from  7%  to  11%  during  each  of 
the  past  three  years. 

The  International  Monetary  Fund  supplied 
desperately  needed  financial  assistance  diuing 
the  first  few  years,  but  some  of  its  advice 
has  become  an  obstacle  to  further  progTess. 
The  IMF  has  been  pressing  the  goveniment  to 
raise  taxes  although  rates  are  already  too 
high  foi'  a  poor  nation  that  desperately  needs 
to  encourage  investment  and  hard  work.  The 
VAT  and  profit  tax  rates  equal  20%.  To  avoid 
such  a  heavy  bm'den,  almost  half  the  economy 
has  moved  imderground,  so  that  tax  revenues 
are  less  than  10%  of  output.  I  believe  that  ei- 
ther Georgia's  VAT  or  income  tax  alone  would 
be  more  than  sufficient,  and  all  other  taxes 
should  be  abohshed.  The  result  would  be 
gi'eater  investment,  faster  growth,  a  decline  in 
the  black  economy,  and  perhaps  even  larger 
revenue  from  taxation. 

However,  Georgia  apparently  can  only  in- 
troduce such  tax  cuts  by  ending  its  depen- 
dence on  the  IMF.  To  ensure  that  the  rate  of 
growth  does  not  slow,  the  U.  S.  should  con- 


sider replacing  the  IMF  funds.  A  prospcn 
Georgia  would  show  all  the  countries  iij 
Caucasus  and  Central  Asian  regions  that 
ket-oriented  domestic  policies,  and  ndi 
pendence  on  Russia,  are  the  path  to  ecoi 
ic  success. 

Unfortunately,  Uzbekistan's  policie^ 
mainly  the  opposite  of  Georgia's.  Wh: 
pays  lip  service  to  a  good  World  Bank 
for  extensive  privatizations,  Uzbekistai 
only  privatized  a  small  part  of  the  ecoiij: 
Economic  activities  ai'e  still  tightly  contiflf 
by  various  government  monopolies  that 
depressed  production.  As  a  result,  aggi-i:, 
output  is  stagnating  and  perhaps  even  fjjji 
even  though  it  is  already  at  a  distress? 
low  level.  Uzbekistan  is  still  pursuing  thjo 
Soviet-style  approach  thi'ough  a  powerfi'" 
thoritarian  President,  limited  freedom  < 
pression,  and  a  stubborn  reluctance  to  gi, 
centralized  dii'ection  of  the  economy.  Dtj 
outstanding  historical  sites  that  could  at 
tourism  to  Samarkand  and  other  cities 
the  old  silk  route  from  China,  Uzbekista.' 
an  unpromising  future.  i 
DESPERATION.  The  contrast  between 
and  Uzbekistan  shows  that  the  best  w 
generate  growth  is  through  speedy  t  k 
tion  toward  a  decentralized  economy.  Y 
form  also  has  a  short-inn  price  that  exj 
the  reluctance  of  most  ex-Soviet  repub? 
change  quickly.  Free  markets  provide! 
mous  opportunities  for  the  young  and| 
getic,  but  they  often  hurt  politically  infli' 
groups  who  benefited  ft-om  the  old  sjj' 
pensioners,  employees  at  inefficient  stai 
terprises,  and  government  officials.  " 
President  Shevardnadze  replied  to  my 
pliment  on  the  rapidity  of  refomis  in  ('< 
by  saying  they  had  no  choice,  since  llie\  > 
desperate. 

Experience  shows  that  political  oppi ' 
to  needed  reforms  becomes  stroiige 
weaker,  the  more  they  are  delayed.  1 
long  run,  the  economies  of  Georgia,  P 
and  othei-s  that  have  reformed  quickly  \\ 
outstrip  the  laggar'ds  because  their  1 
growth  r-ates  will  have  an  enormous  cij 
five  effect.  The  elderly  as  well  as  the 
will  eventually  be  much  better  off  in  coi| 
that  change  r-apidly  than  in  Uzbekistan^ 
baijan,  Romania,  and  other  nations  of 
Asia  and  Eastern  Europe  that  cling  t( 
mand-and-contr-ol  economies  for  short-i 
litical  advantages. 
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.-'Sl^  became  the  category  leader  by  inventing  the  category.  How  could 
they  stay  on  top?  Better  access  to  critical  information  would  certainly  help.  So  we  helped 
them  build  a  Virtual  District  Manager  system.  In  less  than  3  months,  regional  managers  were 
generating  daily  store  performance  reports,  reviewing  resumes  and  setting  up  new  employees 
on  the  system  (a  big  thing  for  a  company  growing  as  quickly  as  they  are).  What  made  it 
possible?  Netscape  Directory  Server  and  Enterprise  Server  software.  Today,  there's  no  telling 
what  business  will  break  away  from  tiie  competition  with  a  Netscape  solution.  Learn  more 
with  a  free  information  packet- call  800-945-9361  or  visit  home.netscape.com/breakaway/hd 


NETSCAPE® 


©1998  Netscape  Communications  Corporation.  Netscape  and  the  Netscape  logo  are  registered-lrademarlts  of  Netscape  Corporation. 
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The  AMD-K6-2  Processor 
with  3DNow!  Technology 


Presenting  the 
next  dimension  in 
PC  technology. 


Sales  presentations  that  jump  off  the  screen,  3D  charts 
that  inspire.  QuickTime™  movies  that  make  the  computer 
screen  feel  like  the  big  screen.  You've  always  seen  it  in 
your  head.  Now  see  it  on  your  PC  with  the  AMD-K6*-2 
Processor  with  3DNow!.™  You  get  sharp  3D  imaging, 
smooth  video  playback  and  incredibly  fast  multimedia 
from  the  Internet,  DVD  or  CD-ROMs.  Even  sound  is 
more  lifelike.  It  makes  Windows"  applications  like  word 
processing,  spreadsheets  and  desktop  publishing  run 
at  lightning  speed.  What's  more,  our  new  3DNow! 
technology  lets  you  see  3D  applications  like  LiveArt  '98, 
DVDExpress,  and  Baseball  3D  the  way  they  were  meant 
to  be  seen.  The  fact  is,  the  AMD-K6-2  Processor  with 
3 DNow!  outperforms  Pentium  II.*  More  importantly  it  adds 
a  new  dimension  to  your  work  environment.  The  third. 
Get  more  information.  Visit  us  at  www.amd.com/business. 

AMOn 

www.amd.com 


Economic  Trends 


BY  DEAN  FOUST 

WHAT  IF  JAPAN 
SANK  DEEPER? 

In  one  model,  a  mild  U.S.  slump 

Global  policymakers  fear  that  if 
Japan  doesn't  close  its  insolvent 
banks  and  pump  up  its  moribund  econ- 
omy, its  festering  problems  could  turn 
into  a  global  crisis.  But  how  exactly 
would  that  play  out?  Economists  from 
Standard  &  Poor's  dri  recently  set  out 
to  quantify  the  consequences  of  a  Japa- 
nese crash  for  the  rest  of  the  world, 
including  the  U.S.  The  outcome  for  the 
U.  S.:  bad,  but  not  catastrophic. 

The  economists  chose  a  scenario  that 
they  estimated  had  a  20%  to  25% 
chance  of  occurring.  (Their  base  fore- 
cast calls  for  Japan's  economy  to  shrink 

IF  JAPAN      ...THE  U.S. 
COLLAPSED...  WOULD  SLOW 
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2.7%'  this  year  and  a  modest  0.8%  in 
1999.)  In  the  scenai-io,  several  of  Tokyo's 
largest  banks  fail.  Panic-stricken  in- 
vestors pull  their  money  out  of  the 
coimtry.  The  Japanese  economy  shrinks 
10%'  over  two  years,  while  its  ciuTency 
collapses  so  that  the  dollar  is  worth 
more  than  200  yen,  and  the  Nikkei 
stock  index  plunges. 

Under  this  scenario,  China's  growth 
slows  to  1%',  and  most  other  Asian  na- 
tions suffer  deepening  recessions.  A 
collapse  in  Asian  currencies  socks  U.  S. 
exports  and  corporate  profits,  which  in 
tiu'n  causes  a  25%-  crash  in  stock  prices 
on  Wall  Street.  The  U.  S.  economy  suf- 
fers a  mild  recession,  with  output 
falling  0..5%  in  1999  and  then  bouncing 
back  with  1..5%'  gi-owth  in  2000  (chart). 
Western  Europe  escapes  a  recession 
entirely. 

The  relatively  modest  impact  on  the 
Western  industrialized  countries  assumes 
that  U.  S.  and  European  policymakers 
make  the  right  choices,  says  Nariman 
Belu'avesh,  chief  intemational  economist 


for  Standard  &  Poor's  DRI,  which  is 
owned  by  The  McGi'aw-Hill  Companies, 
also  publisher  of  business  week.  "If 
the  Federal  Resei-ve  learned  the  lessons 
of  the  1930s  and  cut  rates  aggressively, 
we  could  come  out  of  this  quickly."  ■ 

Indeed,  DRi's  conclusions  are  based 
on  the  assumption  that  Federal  Re- 
serve Board  Chainnan  Alan  Greenspan 
slashes  the  overnight  federal  funds 
rate,  now  5.5%',  to  2.5% — a  move  that 
helps  push  yields  on  the  benchmark 
30-year  Treasury  to  less  than  5%'.  The 
domestic  economy  also  is  cushioned  by 
a  further  decline  in  commodity  prices, 
including  a  drop  in  oil  to  $9  a  bairel  by 
late  1999. 

DRI  estimates  that  the  European 
economy  would  see  growth  slow  fi-om 
about  2.5%  otherwise  to  roughly  1%. 
That  reflects  Eui'ope's  gi'owing  econom- 
ic momentum  and  its  relatively  low  lev- 
el of  exports  to  Asia.  The  Asian  crisis 
would  be  felt  most  in  such  emerging 
economies  as  Russia,  Ukraine,  Brazil, 
South  Aft'ica,  and  most  of  the  Mideast 
that  depend  on  commodity  exports. 


A  STRONG  DOLLAR 
ISN'T  SO  BAD 

Not  all  imports  are  really  foreign 

Economics  101  would  suggest  that 
the  rising  dollai-  should  be  bad  news 
for  the  bottom  lines  of  most  U.  S.  cor- 
porations. Reason:  The  soaring  gi'een- 
back  makes  American  exports  more  ex- 
pensive at  the  same  time  that  U.  S. 
companies  are  finding  their  domestic 
sales  undercut  by  ever-cheaper  imports. 
Plus,  profits  from  foreign  operations  look 
smaller  in  dollar  tenris. 

Indeed,  the  trade  deficit  has  widened 
on  cue.  But  profits  haven't  been  hurt 
as  much  as  some  jjundits  had  predicted. 

Why?  Joseph  P.  Quinlan,  interna- 
tional economist  for  Morgan  Stanley 
Dean  Witter,  believes  that's  because 
a  large  chunk  of  the  imports  landing  on 
U.  S.  shores  are  actually  from  U.  S. 
multinationals — which  are  reaping 
a  windfall  in  their  overseas  sourcing 
and  production  costs.  Quinlan  notes 
that  in  1995,  the  last  year  for  which 
data  are  available,  U.  S.  imports  from 
American  foreign  affiliates  represented 
$143.3  billion,  or  roughly  20%  of  all  in- 
coming goods.  Among  Asia's  Tiger 
economies,  the  share  is  even  gi-eater: 
More  than  80%'  of  American  imports 
from  Singapore  and  more  than  50%  of 
imports  from  Hong  Kong  are  from 
U.  S.  affiliates. 


KILLER  HOURS 
ARE  A  MYTH 

Full-timers  aren't  working  mo 

Ever  since  the  1991  release  of 
Schor's  The  Overworked  Amert 
a  book  that  resonated  with 
stressed-out,  two-income  couples— 
omists  have  debated  whether  Ame 
tinly  are  v/orking  harder  just  t( 
in  place.  Schor  used  data  from  th^i 
ernment's  Current  Population  Sr 
and  other  sources  to  argue  that  A 
cans  worked  an  average  of  16.3 
hours  per  year  in  1990  than  the 
two  decades  earlier,  caught  in  "c; 
ism's  squirrel  cage." 

But  Anita  U.  Hattiangadi,  an 
mist  for  the  Employment  Policy  ijii 
dation,  notes  that  critics  have  ]'• 
holes  in  Schor's  numbers.  For  one 

Barry   Bluestone  —  ■  imm  »g 

of  the  University 
of  Massachusetts 
at    Boston  and 
Stephen  Rose  of 
the  Educational 
Testing  Service 
last   year  found 
that  average 
working  time  per 
yeai'  had  increased 
by  only  66  hours 
over  the  period — 
when  looking  only 
at  people  in  their 
prime  working 
yeai's  and  correct- 
ing for  fluctuations  in  the  businessiyi 
Moreover,  the  largest  increas 
hours  have  come  in  better-edu  - 
higher-income  households.  To  H; 
gadi,  this  suggests  that  increase 
at  work  "is  largely  a  choice  rathe'ii 
an  economic  necessity."  f 
Hattiangadi  focuses  on  the  Icn ' 
the  average  workweek  for  full-liu 
ployees.  This  measure,  based  < 
Current  Population  Survey,  ina 
the  self-employed  and  people  vritlpi 
tiple  jobs.  It  has  been  essentiallj 
since  1968,  fluctuating  between  4 
44  hours  a  week. 

The  full-time  workweek  nu; 
might  actually  have  fallen  since  tl 
1960s,  Hattiangadi  says,  if  not  for 
mogi'aphic  shift  that  produced  a 
proportion  of  "piime-age"  workers- 
25  to  54  years  old,  who  are  theV 
likely  to  put  in  long  hom-s.  Hatti;,;. 
notes  that  time  diaries  collected  b;ll< 
Robinson  of  the  University  of  Ma'li 
and  others  find  that  Americans^ 
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more  leisui'e  time  now  than  in  the 
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HEN  BAD  QUARTERS 

PPEN  TO  GOOD  ECONOMIES 

vth  stalled.  But  Greenspan  sees  inflation,  not  weakness,  as  the  No.  1  risk 


,S.  ECONOMY 


In  a  word,  the  economy's  per- 
formance so  far  this  year  has 
impressive."  So  said  Federal  Reserve  Chairman 
Jreenspan  in  his  semiannual  testimony  on  mone- 
olicy  before  Congress.  What  Greenspan  also  ac- 
)dged,  however,  is  that  this  impressive  expansion 
peed  bump  in  the  second  quarter.  As  the  chair- 
accinctly  put  it:  "Growth  of  U.  S.  output  appears 
e  slowed  shai-ply." 

I  r  sharply  won't  be  known  until  the  Commerce 
releases  its  gross  domestic  product  report  on 
1.  But  the  monthly  data  suggest  that  an  abrupt 
)wn  in  inventory  building  and  another  huge 
ng  in  the  foreign  trade  deficit  deducted  some 
rcentage  points  from  GDP  gi'owth,  offsetting  sub- 
.1  gains  in  consumer  spending,  housing,  and  busi- 
ivestment.  As  a  result,  real  GDP  probably  did 
ow  at  all  last  quarter.  Some  economists  even 
real  GDP  shrank,  with  softness  expected  in  the 
[uarter  as  well  (page  30). 

But  the  second  quarter's 
weakness  may  not  signal  a 
prolonged  slowdown.  The 
economy  continues  to  enjoy 
soHd  job  and  income  growth, 
accommodative  credit  condi- 
tions, a  booming  stock  mar- 
ket, and  low  inflation.  In  fact, 
the  Fed's  own  forecast  for 
1998  implies  that  real  GDP 
growth  will  rebound  to  more 
than  3%  in  the  second  half 
before  slowing  in  1999. 

jover,  the  GDP  release  will  contain  benchmark  re- 
to  the  historical  data,  which  may  affect  the  out- 
er example,  the  numbers  now  say  that  fii-st-quar- 
entory  levels  grew  by  an  unprecedented  $105.7 
-eclipsing  the  previous  record  by  a  huge  $18  bil- 
inventory  growth  is  revised  lower,  then  the  in- 
f  adjustment  in  the  second  quarter  and  beyond 
be  less  of  a  drag  on  growth.  Greenspan  himself 
at,  without  knowing  the  revisions,  assessments  of 
:ive  second  quarter  are  "conjectm-al." 


<1E  FED'S  VIEW 
THE  ECONOMY 
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PERCENT 


1999 
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HELESS,  EVEN  IF  THE  DRAG  fi  om  inventories 
iler  than  expected,  real  gdp  still  straggled  to 
nto  the  plus  column.  The  chief  reason  was  the 
ning  chasm  between  exports  and  imports. 


The  May  trade  deficit  for  goods  and  services  widened 
to  a  record  $15.7  billion,  up  from  $14.3  billion  in  April. 
Both  numbers  show  a  sharp  expansion  from  the  first- 
quarter  average  of  $11.6  biUion,  which  was  up  from  $9.5 
bilKon  in  the  fourth  quarter.  Taken  by  itself,  the  second- 
quarter  increase  in  the  trade  gap  appears  to  have  sub- 
tracted 2/{;-to-3  percentage  points  fi^om  the  quarter's  gdp 
growth. 

A  dropoff  in  exports  to  Asia  has  been  the  piimary  in- 
fluence. Exports  fell  1.3%  in  May,  after  posting  a  2.4% 
loss  in  April.  Since  July  of  last  year,  when  the  Asian 
crisis  began,  U.  S.  shipments  of  goods  to  all  Pacific 
Rim  countries  have  dropped  by  $3.6  billion,  using  Com- 
merce Dept.  data  that  have  been  seasonally  adjusted  by 
BUSINESS  WEEK.  That  decline  more  than  accounts  for 
the  $2.7  billion  falloff  in  overall  exports  of  goods  and 
services  during  that  time. 

MEANWHILE,  IMPORTS  from  most  everywhere  con- 
tinue to  arrive  at  a  rapid  clip,  sucked  in  by  strong 
U.  S.  demand.  Foreign  goods  and  services  increased 
0.5%  in  May,  and  since  last  July  they  have  risen  by  $4.2 
billion.  And  because  of  falling  import  prices,  the  rise  in 
the  actual  volume  of  imports 
has  been  much  larger  than  the 
dollar  figures  suggest. 

Erosion  in  the  trade  deficit 
reflects  more,  however,  than 
just  weak  Asian  demand.  It 
appears  that  the  three-year 
rise  in  the  trade-weighted  dol- 
lar is  finally  crimping  the  com- 
petitiveness of  U.  S.  compa- 
nies. Indeed,  exports  of  goods 
to  destinations  other  than  Asia 
have  also  fallen  off  this  year,  especially  shipments  to 
Europe — and  European  growth  is  generally  picking 
up.  In  the  past  six  months,  non-Asian  countries  have 
accounted  for  more  than  half  of  the  widening  in  the 
merchandise  trade  deficit  (chart). 

The  good  news  is  that  in  April  and  May,  the  dete- 
rioration in  the  trade  deficit  with  Asia  slowed.  Tlie  bad 
news  for  the  second  half:  Even  as  the  export  drag 
starts  to  lift,  Asia  is  only  now  beginning  to  send  more 
imports  this  way.  Moreover,  the  strong  dollar  will 
crimp  all  U.  S.  exports  and  keep  imports  washing 
ashore.  In  fact,  by  yearend,  the  U.  S.  current  account 
deficit,  which  includes  trade  and  certain  financial  trans- 
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actions,  will  probably  climb  above  3%,  a  level  that 
often  has  preceded  a  tumble  in  a  country's  exchange 
rate. 

NEEDLESS  TO  SAY.  the  swings  in  trade  and  inventory 
growth  have  hit  goods  producers  the  hardest.  In  fact, 
Greenspan's  remark  referred  to  a  possible  sharp  slow- 
dov^oi  in  "output"  last  quarter,  not  in  demand. 

Industrial  production  fell  0.6%  in  June,  as  did  facto- 
ry output  alone.  True,  the  General  Motors  Corp.  strike 
caused  an  11%  drop  in  vehicle  production.  But  even  ex- 
cluding autos,  factories  eked  out  just  a  0.1%  output  gain 
in  June.  Total  factory  output  grew  at  an  annual  rate  of 
1.7%  last  quarter,  the  smallest  gain  in  more  than  two 
years,  as  manufacturers  felt  the  squeeze  from  weak  for- 
eign demand  and  slower  stockpihng. 

Looking  ahead,  the  gm  strike  is  subtracting  even 
more  from  July  output,  and  it  may  well  drag  on 
through  the  entire  quarter.  When  the  strike  is  over, 
however,  auto  output  will  bounce  back  sharply. 

The  manufacturers  that  did  do  well  in  the  second 
quarter  were  the  ones  that  cater  to  domestic  cus- 
tomers: AppKance,  home-electronics,  and  business-equip- 
ment manufacturers  all  increased  production  handily  in 
response  to  solid  demand  in  the  U.  S.  last  quarter. 
Real  consumer  spending  increased  about  5% — an  amaz- 
ing gain  considering  that  it  follows  a  6%  surge  in  the 
first  quarter.  And  shipments  of  capital  goods  suggest 


CHINA 


BUILDERS  SAY  THE  BH 
ISN'T  OVER  YET 


that  business  outlays  for  equipment  increased  ajii 
Another  plus  for  GDP  growth  was  homebuilc 
Housing's  ongoing  strength  is  somewhat  surpri 
since  the  mild  winter  had  boosted  home  constructic 
record  levels  in  the  winter.  That  led  to  expectatioi 
a  weak  second  quarter.  Instead,  residential  construi 
probably  continued  to  grow  last  quarter  after  soa 
at  a  16.9%  annual  rate  in  the  first. 

In  addition,  housing  starts 
ended  the  second  quarter  on  a 
strong  note:  They  increased 
5.6%  in  June,  to  an  annual 
rate  of  1.615  million.  And 
builders  are  quite  optimistic. 
The  Housing  Market  Index — 
a  compilation  of  readings  on 
current  sales,  expectations, 
and  buyer  traffic — hit  another 
record  in  July,  rising  to  72% 
from  June's  71%  (chart). 

Healthy  consumer  demand  may  be  buoying  bui 
spirits,  but  it's  also  clouding  the  view  of  the  Fed  ( 
man.  Despite  the  economy's  weak  second  qu{ 
Greenspan  made  it  clear  that  the  Federal  Reserv 
mains  vigilant  against  overheated  demand  forcing  \i 
flation.  And  in  his  view,  the  risks  remain  greater  ft 
celerating  inflation  than  for  any  protracted  weakne 
the  economy. 
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GROWTH-BUT  NOT  ENOUGH  OF  IT 


China's  growth  might  produce 
envy  among  its  neighbors, 
but  the  economy  has  slowed 
enough  to  raise  worries  about  un 
employment  and  devaluation. 

On  July  17,  the  government 
said  real  gross  domes- 
tic product  grew  7%  in 
1998's  first  half  com- 
pared with  a  year  ago, 
down  from  an  8.8% 
gain  for  all  of  1997 
(chart).  Retail  sales 
were  up  6.8%  in  the 
first  half,  while  fixed 
asset  investment — a 
proxy  for  capital 
spending — rose  13.8%. 

The  government  also  said  that 
a  rising  trade  surplus  accounted 
for  a  quarter  of  the  growth  in  the 
first  half.  But  the  outlook  for 
trade  is  troublesome  because  of 
the  financial  crisis  in  the  rest  of 


GROWTH  SLOWS 
ALIHLE  BIT  MORE 
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BLOOMBERG  FINANCIAL  MARKETS 


Asia  and  poor  weather.  Export 
growth  has  slowed  to  7.6%  in  the 
first  half,  down  from  21%  a  year 
earlier,  with  a  drop  in  shipments 
to  Southeast  Asia  and  Japan.  And 
a  drought  in  China's  farm  belt  and 
simultaneous  floods 
elsewhere  have 
caused  crop  losses, 
leading  to  an  increase 
in  grain  imports. 

A  weaker  trade  pic- 
ture is  a  big  reason 
real  GDP  will  slow  fur- 
ther in  the  second 
half,  probably  result- 
ing in  6%  growth  for 
all  of  1998,  the  slow- 
est since  1990.  And  that  is  not 
fast  enough  to  absorb  the  millions 
of  workers  let  go  by  inefficient 
companies  as  China  industry  tries 
to  modernize  and  privatize. 
In  response,  the  Bank  of  China 


'98 

FIRST  HALF 


has  cut  interest  rates  five  time 
the  past  26  months.  On  June  3( 
the  bank  slashed  rates  by  mon 
than  a  percentage  point.  The 
move  will  help  cash-strapped  o 
panies  but  will  do  little  to  stim 
late  consumer  spending  since 
most  consumers  have  little  acc( 
to  credit.  A  recent  survey  four 
worries  of  layoffs  are  causing 
households  to  delay  purchases, 
The  Bank  of  China  has  greal 
leeway  to  cut  rates  even  more 
cause  prices  continue  to  fall.  G 
sumer  prices  are  down  3%  in  t 
year  ended  in  June.  But  lower 
rates  and  deflation  are  raising 
pressure  for  a  currency  devalul 
tion.  Beijing  remains  resistant 
such  a  move — which  is  good  n( 
for  the  rest  of  Asia.  A  cheaper 
yuan  would  likely  create  a  devu 
ation  spiral  across  Asia,  prolor 
ing  the  recessions  in  the  regioi 
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Anyone  can  recognize  speech.  But  can  they  do  it  accurately? 

Introducing  ViaVoice  98. 


a  lot  of  speech  recognition  software 
re.  So  wiiat  makes  new  ViaVoice™  98  so 
e?*  It's  tfie  only  one  tfiat  uses  tfiree-word 
ims,  instead  of  two.  For  example,  if  you 
3  sentence  starting  witti  "That's  line,  except 
^Y..."  ViaVoice  98  knows  to  spell  "except" 
"accept"  How?  It  recognizes  ttie  two  words 


(@ e-business  tools 


before  and  after  "except"  and  instinctively  picks 
ttie  most  likely  spelling  based  on  the  context.  New 
ViaVoice  98  with  triple-word  algorithms.  Starting 
at  just  $49',  it's  not  only  accurate,  it's  right  on 
the  money.  Look  for  ViaVoice  98  at  your  favorite 
software  retailer.  And  for  more  information,  visit 
www.ibm.com/viavoice  or  call  1  800  lBlVl-2255. 


Solutions  for  a  small  planet" 


i5%  accuracy  achieved  in  IBM  benchmark  tests  using  a  200  li^Hz  MMX-  computer  system  with  48MB  ot  internal  memory  and  Windows'  95  with  an  experienced  speaker,  lollowing  lull  enrollment  All  pertormance  stalemenis  were  obtained  in  a  specilic 
and  are  presented  as  an  illustration  Your  results  may  vary  For  Microsolt"  Word  97  only  WSRP  Dealer  prices  may  vary  IBM,  ViaVoice.  the  e-business  logo  and  Solutions  lor  a  small  plane!  are  trademarks  ol  Inletnalional  Business  Machines  Corporation  in  the 
United  Slates  and/or  other  countnes,  MMX  is  a  trademark  ol  Intel  Corporation  in  the  U  S  and  other  countries  Microsoft  and  Windows  are  registered  trademarks  ot  Microsoft  Corporation  ©  1998  IBM  Corporation 


News:  Analysis  &  Commentary 


THE  ECONOMY 


A  JEKYLL-AND-HYDE 
ECONOMY 


Consumers  are  still 
driving  demand, 
but  Asia  is  hurting 
manufacturers 


It's  the  economy  with  two  faces.  The 
Asian  financial  crisis  is  knifing 
tlirough  U.  S.  manufactm-ing,  cutting 
exports  to  the  bone  and  slasliing  com- 
modity prices.  Companies  such  as  Po- 
laroid are  curbing  shipments  until 
swelling  inventories  can  be  sold.  Profits 
ai-e  hai'der  to  come  by.  Yet  senice  com- 
panies are  scrounging  for  help:  Manpow- 
er Inc.  says  wliite-collar  hiring  leaped 
13%  in  the  spring.  Wages  ai-e  up  smait- 
ly,  as  ai'e  incomes.  The  stock  mai-ket  is 
booming,  interest  rates  are  low,  and 
Americans  ai'e  buying — producing  happy 
retailei-s  and  the  biggest  housing  boom  in 
a  decade. 

Wliich  side  will  prevail?  Dming  the 
fii-st  quaiter,  the  domestic  economy  was 
in  control.  Consumer  demand  surged, 
and  the  economy  rocketed  along  at  a 
5.4%  annual  clip.  But  in  the 
second  quaiter,  the  deepening 
A^ian  crisis  and  the  strong  dol- 
lai'  were  the  dominant  forces. 
Factoiy  output  dropped  0.6% 
in  May,  and  29,000  tactoiy  jobs 
vanished  in  June.  May's  trade 
deficit,  at  .$15.75  billion,  was  a 
record.  When  the  Commerce 
Dept.  tallies  second-quaiter  re- 
sults on  July  31,  the  figures 
will  Ukely  show  that  the  econ- 
omy didn't  grow  at  all.  Fore- 
casts range  fi-om  a  1.5%  drop 
in  gi'oss  domestic  product  to  a 
1%  rise. 

So  is  tliis  it — the  beginning 
of  the  end  of  the  neai-ly  eight 


be  looking  at  two  negative  quarters  this 
yeai' — a  inild  recession,"  says  David  A. 
Wyss,  chief  economist  for  Standard  & 
Poor's  DRi.  But  most  forecasters  see  a 
happier  scenaiio:  The  decline  in  exports 
to  Asia  will  soon  bottom  out,  and  facto- 
ries will  get  a  boost  when  strike-shut- 
tered General  Motors  Coi'p.  ramps  up 
again.  Then — ban-ing  a  shai^p  retreat 
in  the  stock  mai-ket — strong  consumer 
demand  and  capital  investment  will  dom- 
inate once  again.  "People  have  jobs,  con- 
fidence, incomes,  and  strong  assets — 
they're  not  going  to  stop  spending,"  says 
Everett  M.  EMich,  president  of  eco- 
nomic consultant  esc  Co.  The 
consensus:  By  the  foiuth  quai"- 
ter,  gi'owth  will  be  back  above 
a  3%  annual  rate  before  the 
economy  settles  into  a  more  mod- 
erate pace  in  1999. 
INFLATION?  Tliat's  what  the  Fed 
ei-al  ReseiTe  expects.  Giving  liis 
midyeai"  view  of  the  economy 
on  July  21,  Fed  Chairman 
Alan  Greenspan  warned  that 
"the  potential  for  accelerating 
inflation  is  probably  gi-eater 
than  the  risk  of  protracted,  ex- 
cessive weakness."  So  the  Fe^ 


THE  GOOD  NEWS... 


June,  and 
aftertax  incomes 


IN  THE  OVERALL  ECONOMY 

Service-sector  jobs  rose  215,000  in 
hours  worked  increased  2.4%.  Real 
are  rising  at  a  3.6%  annual  rate,  and  unemployment  is 
holding  near  a  28-year  low.  That's  producing  a  surge  in 
consumer  spending.  Low  interest  rates  are  helping,  too. 
June  housing  starts  rose  by  5.6%,  to  an  annual  rate  not 
seen  since  1989. 


yeai'  expansion?  Probably  not. 
In  the  worst  case,  "we  could 


IN  INDUSTRY 

Despite  the  GM  strike,  auto  sales  remained  brisk — 
approaching  a  16.6  million-unit  annual  rate,  the  highest 
volume  since  1986.  Retailers  are  also  enjoying  a  boom, 
with  overall  retail  sales  rising  8%  in  the  quarter. 
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ling  toward  raising  rates,  not  eas- 
sem.  That  helped  send  the  Dow 
ng  points  on  July  21  and  22. 
c  of  overheating  seems  strange  in 
where  Asia's  woes  are  now  hitting 
The  port  of  Los  Angeles  has  so 
unused  containers  that  they're  be- 
jlded  into  a  retaining  wall  on  the 
!  Coast  Highway  in  Malibu.  On 
I,  Walt  Disney  Co.  said  steep  ch'ops 
JO  sales  to  Asia  and  fewer  Japan- 
arists  at  Disneyland  helped  shave 
nings  by  12.2%.  amp  Inc.,  a  maker 


of  electrical  connectors,  shut  down  plants 
in  Pennsylvania  and  North  Carolina  on 
July  17  because  of  slumping  sales  across 
the  Pacific. 

The  collapse  of  commodity  prices, 
pi'ompted  by  the  Asian  crisis,  is  also  rip- 
pling through  the  U.  S.  economy.  The 
shaip  di'op  in  oil  has  idled  14%  of  the  off- 
shore rigs  in  the  Gulf  of  Mexico,  and 
prompted  Nabor  Industries  Inc.  to  slash 
1,400  jobs.  Washington  is  talking  about 
emergency  relief  to  help  farmers  who 
are  watching  prices  plunge  and  export 
orders  evaporate. 

Meanwhile,  many  high-tech  highfliers 
have  been  feeling  the  pinch — both  from 
Asia  and  from  price  wars  in  the  U.  S. 
At  Compaq  Computer  Corp.,  profits  be- 
fore acquisition  charges  fell  87%.  Chip 
giant  Intel  Coi-p.  reported  a  29%-  cb'op  in 
profits  and  a  contraction  in  shipments. 
One  reason:  Mal^ere  of  hot-selling  sub- 
$1,000  PCS  ai'e  using  lots  of  non-Intel 
chips.  Another  high-tech  victim  is 
Hewlett-Packaixl  Co.,  wliich  warned 
that  profits  for  its  fiscal  quaiter  end- 
ing on  July  31  would  be  flat  be- 
cause of  slow  sales  to  Asia.  Com- 
puter Associates  issued  a  similar 
waiTiing  the  next  day. 

Tlien  there's  Detroit.  In  the  sec- 
ond quarter,  the  U.  S.  market 
surged  to  a  rebate-fueled  annual 
sales  rate  of  16.6  million,  helping 
Chrysler  Coi-p.  and  Ford  Motor  Co. 
post  record  profits.  But  analysts,  who 
say  sales  for  all  of  1998  vrill  total  15.3 
million  units,  predict  that  activity 
will  slow  in  the  second  half. 

The  big  question  is  when  GM 
will  resume  production.  The  auto 
giant's  virtual  shutdown  tiimmed 
half  a  percentage  point  off  sec- 
ond-quarter gi'owth,  while  its  73% 
ch-op  in  operating  eaiTiings  exacer- 
bated the  2%  eaiTiings  gain  by  85 


...THE  BAD  NEWS 


"iinHI^^ 


IN  THE  OVERALL  ECONOMY 

The  impact  of  the  Asian  economic  crisis  is  getting  more 
pronounced.  Exports  to  Asia  fell  $26  billion  in  May, 
swelling  the  monthly  U.S.  trade  deficit  to  a  record 
$15.75  billion.  June  probably  wasn't  any  better.  PC, 
auto,  and  chip  companies  that  had  been  building  inven 
tories  slammed  on  the  brakes  in  April  and  May,  con- 
tributing to  May's  0.6%  drop  in  industrial  production. 

IN  INDUSTRY 

Auto  sales  are  set  to  slow  and  reach  15.3  million  for 
the  year.  Most  PC  makers  remain  in  the  doldrums. 
Weak  prices  for  oil  and  other  commodities  are  hurting 
pipe,  steel,  and  oilfield-service  companies. 


other  companies  in  business  week's  flash 
profits  survey  (page  32).  cm's  pain  is  be- 
ing felt  across  industrial  America.  Chica- 
go's A.  Finkl  &  Sons,  which  makes  molds 
used  by  auto-parts  suppliers,  stretched 
its  annual  summer  shutdown!  fi^om  two 
weeks  to  three  because  of  strike-soft- 
ened demand.  "Customers  are  asking  us 
to  hold  their  orders"  for  up  to  a  week, 
says  Cliief  Financial  Officer  Joseph  E. 
Curci. 

Yet  forecasters  say  the  stage  may  be 
set  for  a  healthy  fomth-quaiter  rebound. 
If  GM  can  settle  its  labor  problems  in 
August,  its  restait  alone  could  add  1.3% 
to  fourth-quarter  gdp,  says  Joel  Pi-akken, 
chairman  of  St.  Louis-based  Macroeco- 
nomic  Advisers. 

SERVICE  STRENGTH.  If  tilings  keep  perk- 
ing along  in  the  sei-vice  economy — where 
80%  of  the  U.  S.  workforce  is  employed — ■ 
the  manufacturing  slowdown!  will  be  re- 
membered as  a  minor  blip.  The  sei^vice 
sector  has  added  1.4  million  jobs  this 
year,  including  215,000  in  May.  In  all, 
sei-vice  companies'  profits  gi*ew  20%  on  a 
16%  rise  in  sales  dui-ing  the  spi-ing  quai'- 
ter,  according  to  the  flash  profit  report. 

For  proof,  check  the  mall — if  you  can 
find  a  pai"king  spot.  With  real  afteilax  in- 
comes rising  at  a  3.6%  annual  rate, 
Americans  are  spending  freely.  Second- 
quailei-  retail  sales  were  up  8%.  At  Wal- 
Mart  Stores  Inc.,  same-store  sales  were 
up  9%  in  June.  Consumer  confidence  and 
low  interest  rates  are  cranldng  up  the 
housing  market  to  its  hottest  level  in  13 
years.  Builders  stalled  new  houses  at  a 
1.6  million-unit  annual  pace  in  June. 

Will  consumer  confidence  ebb?  Not 
as  long  as  the  stock  market  remains 
strong.  Even  with  current  drops,  key 
market  indexes  are  in  record  temtoiy. 
"Most  consumers  don't  even  know  that 
Asia  has  happened,"  says  James  E. 
Classman,  chief  economist  at  Chase 
Securities. 

Ai-e  they  simply  blind  to  the 
dark  side?  Perhaps.  But  given 
the  strength  they  see  around 
them,  Americans  can  be  for- 
given for  not  looldng  overseas 
for  trouble.  As  long  as  Wall 
Street  keeps  smiling,  con- 
sumers wall,  too. 

By  Mike  McNamee  in 
Washington,  with  De'Anyi 
Weimer  in  Chicago,  Gary 
McWilliams  in  Houston,  and 
bureau  reports 
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News:  Analysis  &  Commentary 


PROFITS 


A  TURNING 
POINT  FOR 
CORPORATE 
EARNINGS 


Looking  for  signs  of  a  slowdown?  The  86  compa- 
nies in  BUSINESS  week's  flash  report  on  second- 
quarter  profits  saw  earnings  fall  6%  on  a  mere 
1%  uptick  in  revenue.  Indeed,  at  Texaco  Inc.,  a  30% 
drop  in  sales  led  to  a  40%  profits  plunge.  But  ex-  \ 
eluding  abysmal  results  at  General  Motors,  Compaq, 
and  Motorola,  quarterly  profits  rose  14%.  Good  news 
came  from  sbc  Communications,  Ameritech,  and  Chrysl 
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WASHINGTON 


THE  SURPLUS: 

IT'S  UP.  IT'S  DOWN.  IT'S  UP... 

Weighty  decisions  are  being  based  on  some  sketchy  numbers 


It's  Washington's  equivalent  of  finding 
a  paper  bag  stuffed  with  $100  bills  on 
the  sidewalk.  The  Congi-essional  Bud- 
get Office  estimated  on  July  15  that  the 
Treasiuy  will  boast  a  $1.6  trillion  sur- 
plus by  2008 — up  an  astonishing  $932 
billion  from  the  CBo's  estimate  just  foui- 
months  ago.  It  took  about  a  nanosec- 
ond for  a  gleeful  House  Speaker  Newt 
Gingi-ich  (R-Ga.)  to  draft  plans  for  tax 
cuts.  The  White  House  insists  on  using 
the  windfall  to  bolster  Social  Secui-ity. 

These  are  weighty  policy  decisions. 
Yet  they're  based  on  forecasts  that  are 
pure  guesswork  about  the  next  10 
years.  Could  Asia's  woes  or  the  Year 
2000  glitch  trigger  a  U.  S.  recession? 
Might  the  bull  market  turn  bearish? 
"There's  a  Mm-phy's  law  of  budgeting — 
you  can't  anticipate  everything,"  con- 
cedes Rudolph  G.  Penner,  CBO  director 
from  1983  to  1987.  "There's  a  50% 
chance  that  the  bottom  line  in  2003  will 
be  $200  billion  higher  or  lower"  than 
the  current  forecast  of  a  $136  billion 
surplus,  he  adds. 

WHOOPS.  Indeed,  the  only  forecast  that 
seems  solid  now  is  the  one  for  the  fiscal 
year  ending  Sept.  30 — and  even  that 
has  been  sharply  re- 
vised. In  January,  the 
CBO  figured  the  budget 
would  end  up  $5  billion 
in  the  red.  But  an  un- 
expected flood  of  tax 
revenues  now  seems 
likely  to  create  a  $63 
billion  surplus.  That's 
only  if  you  include  pay- 
roll taxes  to  finance  So- 
cial Security,  which  is  '''' 
running  a  $104  billion 
annual  surplus  this  year. 
Exclude  the  retirement  sys 
tem,  and  the  government  will 
be  a  tad  in  the  red  tlu-ough  2008 
the  CBO  says. 

Even  including  Social  Secuiity,  how 
realistic  is  the  CBO's  estimate?  The 
agency  conservatively  assumed  growtl 
will  average  2.2%  a  year  through  2005 
down  fi-om  the  2.5%  rate  of  the  past  li 
years  and  the  3%  rate  since  1994. 

Pro-gi'owth  Republicans  gripe  tha 
those  estimates  are  low.  They  note  tha 
CBO  forecasts  have  consistently  under 


stated  the  economy's  gi'owth  over  the 
past  four  years.  "The  eiTors  have  been 
enormous,"  acknowledges  Alicia  H. 
Munnell,  a  fornier  member  of  President 
Clinton's  Council  of  Economic  Advisers. 
If  the  Republicans  are  right,  the  im- 
pact would  be  huge.  Raise  the  gi'owth 
forecast  by  0.5%-,  and  the  accumulated 
sui-plus  in  2008  would  swell  to  $2.5  tril- 
Hon.  That's  enough  to  fortify  Social  Se- 
curity, pay  down  some  of  the  national 
debt,  and  even  provide  some  tax  rehef. 

What  about  an  eiTor  in  the  opposite 
dii-ection?  In  the  '80s,  the  CBO  repeat- 
edly understated  the  ballooning  budget 
deficits.  It  could  happen  again.  Suppose 
the  U.  S.  has  a  mild  recession  in  1999 
that  lowers  the  gi'oss  domestic  product 
by  0.8%.  "The  projected  surplus  would 
vanish,  and  you'd  have  a  $100  billion 
deficit  in  2000,"  says  Penner. 

When  such  small  economic  changes 
have  so  profound  an  effect,  politicians 
need  to  proceed  with  caution.  Making 
long-teiTn  commitments  based  on  flaky 
estimates  is  a  risky  business. 

By  Owen  Ullmann  in  Washington 


News:  Analysis  &  Commentary 


WALL  STREET 


WHY  THE  BULLS 
ARE  STILL  BULLISH 

Stocks  may  hold  more  thrills  as  '99  profits  look  strong 


Sure,  if  you  look  at  the  decidedly 
mixed  results  that  companies 
racked  up  in  the  second  quarter, 
you  might  think  that  investors  are  just 
a  bit  overoptimistic.  But  if  you  skip 
ahead — say  to  the  end  of  the  year  or, 
better  yet,  to  1999,  you  can  not  only 
justify  today's  prices  but  get  pretty  bull- 
ish about  tomorrow's.  That's  why,  de- 
spite the  recent  record  highs  scored  by 
both  the  Dow  Jones  industrial  average 
and  NASDAQ,  many  Wall  Street  pros  still 
see  stocks  rising. 

Even  as  analysts  trim  forecasts  for 
the  third  quarter,  reflecting  the  impact 
of  slowing  growth  (page  30),  they  are 
forecasting  a  14.9%  year-over-year  gain 
for  the  last  quailer  of  1998.  And  they're 
even  more  bullish  on  1999 — even  though 
the  market  retreated  after  Federal  Re- 
sei-ve  ChauTnan  Alan  Greenspan  warned 
against  "unreahstic"  long-term  earnings 
forecasts  in  Congressional  testimony  on 
July  21.  For  1999,  analysts  expect  op- 


erating earnings  to  advance  18%,  says 
Chuck  Hill,  First  Call  Corp.'s  director  of 
research. 

Wliile  some  economists  fi*et  about  a 
possible  recession  in  '99,  the  bulls  still 
see  plenty  of  reasons  for  optimism. 
Even  though  Goldman,  Sachs  &  Co.'s 
megabull,  Abby  Joseph  Cohen,  believes 
that  Asia  is  a  "moderate  negative"  for 
U.  S.  corporate  profits, 
on  July  20  she  set  her 
12-month  target  for 
the  Standard  &  Poor's 
500-stock  index  at  an 
"easily  achievable" 
1250  by  midyear  1999, 
up  ft'om  1200  in  mid- 
July.  Cohen's  forecast 
for  1998's  second  half: 
a  global  economy  that 
sees  "modest  improve- 
ment" and  "some  ac- 
celeration" in  s&p  prof- 
it growth. 


A  SIZZLING  SUMMER 
FOR  STOCKS-SO  FAR 


JUNE 

A  INDEX:  JUNE  1,1998=100 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


One  reason  she's  optimij 
Comparisons  will  be  easy 
1997's  midyear  slowdown,  d] 
has  long  expected  s&p  500  a 
posite  earnings  to  reach  $50.5C 
share  in  1998  and  $55  in  1991 
from  $46.76  in  1997.  She  has 
calling  for  6%  earnings  growl 
the  quarter  just  ended,  a  few 
centage  points  above  the  3.7% 
in  operating  earnings  that  First 
tallies  for  the  260  companies  in 
s&p  500  reporting  as  of  July  21.  ] 
NESS  week's  less  comprehensive 
vey  of  86  companies  came  in  w 
6%  drop  in  quarterly  profits  on 
22  (page  32). 

TECH  SPARKS.  Other  bullish  stratf 
say  lower  inflation  will  keep  the 
ket  climbing.  Leliman  Brother's  Je 
M.  Applegate  isn't  raising  liis  profit 
cast  but  believes  low  inflation,  int 
rates,  and  stock  market  risk  will ' 
the  mai'ket's  price-earnings  multipl 
thinks  the  s&p  500  could  hit  125 
yearend,  up  from  his  previous  tarj 
1200.  In  1999  he  sees  the  s&p  & 
1400  and  the  Dow  at  roughly  1' 
up  fi-om  9128.9  on  July  22. 

Never  mind  Greenspan's  inflatic 
ters,  either  On  July  21,  PaineWi 
strategist  Edward  M.  Kersc 
trimmed  his  expectations  for  infl 
to  2%  fr-om  2.25%.  When  he  crui 
that  into  his  spreadsheet,  he  can 
vrith  an  earnings  model  that,  he 
will  produce  an  s&p  of  1430  in 
equivalent  to  an  11,250  Dow. 

What  vrill  keep  the  market  clirto 
at  these  levels?  Mostly  high  tech,ia 
Morgan  Stanley  Dean  Witter  straigi 
Peter  J.  Canelo.  Even  though  thei/ 
DAQ  composite  is  up  almost  13%  Ji 
June  1,  he  thinks  many  tech-equipe 
stocks  have  only  begim  to  rise.  T';  i 
dustry  is  struggling  with  invenfri' 
now,  he  says,  but  once  they  adjuslt, 
good  times  will  resume.  "New  si^r. 
ing  in  tech  should  boost  the  ecom 
and  the  decline  of  bond  yields  and  b; 
gage  rates  will  give  us  fuither  stri' 
in  consimier  spem 
says  Canelo. 

Sure,  many  s)C 
are  likely  to  :* 
sharp  declines  i 
weeks  ahead  if 
ings  disappointii 
bulls  will  be  \of 
well  beyond  that] 
over  the  long 
the  market's  uti 
march  is  not  likl 
come  to  a  halt. 
By  Suzanne  Vi^ 
in  NpiiY' 
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COMMENTARY 

By  Bruce  Nussbaum 

THE  SUMMER  OF  WRETCHED  EXCESS 


he  institution  of  a  leisure  class 
found  in  its  best  development  at 
higher  stages  of  the  barbarian 
'.ture ..." 

horstein  Veblen,  The  Theory  of  the 
sure  Class 

|o  you  have  a  personal  jeweler? 
■  Does  the  nanny  bubble  deeply 
'trouble  you?  Are  you  braving  a 
r-down  (demolishing  that  20,000- 
lare-foot  perfectly  nice  house  to 
,  up  a  40,000- 
lare-foot  edifice 
.t  is  more  truly 
lu")?  Do  you 
ieve  $1,000  to 
e  with  President 
nton  chez  Alec 
idwin  and  Kim 
dnger  is  small 
,nge — less  than 
price  of  a  suit, 
jr  all?  And  do 
I  have  both  a 
id  Rover  with  a 
ck  steel  ram- 
ig  grill  in  front 
s  a  Porsche 
cter  in  your 
age  (0.  K., 
fhe  a  cute  new 
it\e,  too,  for 
r  daughter  who 
ends  the  Dalton 
,ool)? 

fou  probably  do 
ou're  among  the 
taring  classes 
:  summer  in  the 
nptons,  that 
f  east  end  of 

ig  Island  that  is  so  awash  in  mon- 
;his  season  that  it  makes  the  Rea- 
years  look  downright  boui'geois. 
re,  people  are  being  driven  to  a 
stly  frenzy  of  conspicuous  con- 
iption  not  seen  since — uh-oh — the 
!y  days  of  the  late  '20s,  just  be- 
!  the  crash. 

IGIOUS  FERVOR.  Which  is  proba- 
the  reason  for  all  that  religious 
'or.  Not  the  formal  kind,  although 
ing  your  own  spiritual  adviser  is 
nd  of  personal  statement  among 
billionaire  set  these  days.  Reli- 
1  in  the  Hamptons  means  repeat- 
"thank  God  for  Alan  Greenspan" 
very  party,  eveiy  polo  game,  and 
!y  benefit.  It's  the  mantra  of 
ley  in  this  summer  of  glut. 


On  the  opposite  coast,  Silicon  Val- 
ley is  also  going  through  its  own 
money  madness — with  starter  houses 
going  for  a  million  bucks.  It  seems 
that  there  are  nearly  as  many  money 
managers  in  the  valley  as  there  are 
software  writers.  But  nowhere  in  the 
U.  S.  is  the  excess  as  palpable  and 
visible  as  on  the  streets  of  East 
Hampton.  Thanks  to  the  bonus  bo- 
nanza fi-om  Wall  Street  and  the  me- 
dia boom  in  Manhattan,  a  money-to- 


Beneath  the  gloss,  there's  an  edginess. 
"When  will  it  end?"  is  heard  as  often  as 
"Is  that  Martha  Stewart?" 

FESTIVE:  A  PARRISH  MUSEUM  BENEFIT  IN  SOUTHAMPTON 


burn  milieu  defines  the  moment. 

And  it's  not  just  about  the  made- 
to-order  tofu  fudge  and  the  cairot- 
tofu  birthday  cakes — tliis  year's  culi- 
nary rage.  Nor  is  it  only  about  the 
9-year-olds  on  the  tennis  court  talk- 
ing on  cell  phones  to  Mom  doing  her 
Pilates  stretches  at  the  gym  or  the 
66,000-square-foot  single-family 
house — even  bigger  than  Bill  Gates's 
domicile — rising  out  of  the  potato 
fields  in  Sagaponack. 

No,  the  real  symbol  of  this  sum- 
mer's Zeitgeist  is  the  servants.  Not 
that  they  are  called  that.  Little  John- 
ny and  Jennifer  each  has  a  personal 
trainer.  So  do  Mommy  and  Daddy. 
"My  massage  therapist,"  "my  nutri- 
tionist, "my  chii'o  (chiropractor)."  You 


hear  it  in  restaurants,  at  the  movies, 
on  the  streets.  "My,"  "my,"  "my."  It's 
the  service  society  gone  mad. 

Yet,  all  is  not  perfect  in  this 
monied  paradise.  Beneath  the  gloss, 
there  is  an  edginess.  "When  will  it 
end?"  is  heard  as  much  as  "Is  that 
Martha  Stewart?"  Meaning,  when  will 
the  stock  market  bubble  burst?  The 
anxiety  shimmers  in  the  hot  beach 
sun.  No  one  actually  says  it  out  loud, 
but  the  question  is  always  there:  If 
the  market  goes, 
how  in  the  world 
vriU  I  pay  for  that 
enormous  house? 
The  cars?  The 
lessons?  The  clubs? 
How  will  I  remain 
a  dues-paying  mem- 
ber of  the  leisure 
class? 

Truth  is,  no  one 
really  beheves  the 
party  can  continue 
much  beyond  the 
hot  summer  days. 
They  wony  that 
inflation  will  finally 
force  Greenspan  to 
raise  interest  rates. 
Or  that  the  soaring 
trade  deficit  vrill 
kill  the  dollar  and 
send  foreign  capital 
packing.  Or  that 
Asian  deflation  will 
take  the  au-  out  of 
grovrth.  Any  of  it, 
all  of  it,  can  send 
the  market  down 
20%; — maybe  more. 
There's  a  gnawing  fear  among  those 
whose  wealth  came  in  a  sudden  flash 
that  it  can  disappear  the  same  way. 
That  makes  them  jittery,  jumping  in 
and  out  of  the  market,  only  to  run 
right  back  in  because  the  damn  Dow 
doesn't  stop  rising. 

So,  the  people  bravely  party  on. 
The  extravagant  benefits  with  chan- 
deliers adorning  giant  tents,  the  net- 
working, the  dancing,  the  celebrity 
shoulder-i-ubbing.  It's  splendid.  It's 
exciting.  It's  Uke  that  other  Long  Is- 
land party  that  Gatsby  thi-ew  in  the 
'20s,  waiting  to  end  badly. 

Nussbaum,  business  week's 
Editorial  page  editor,  monitors  the 
leisure  class  from  Amagansett. 
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LABOR 


UP  IN  ARMS 

BUT  DOWN  IN  CLOUT 

Behind  labor's  latest  militancy  is  the  offshore  threat 


General  Motors  Corp.  workers  in 
Flint,  Mich.,  have  walked  the  picket 
lines  for  seven  weeks.  And  they  an- 
giily  pledge  to  stay  out  until  Labor  Day, 
if  necessai-y — putting  their  employer  bO- 
lions  of  dollars  into  the  red.  Militant? 
Most  definitely.  Poweiful?  Not  really. 

These  members  of  the  United  Auto 
Workers  are  symbols  of  where  m.ueh  of 
organized  labor  stands  today.  Instead 
of  fighting  for  higher  wages  or  better 
benefits,  they're  battling  just  to  keep 
their  jobs.  Despite  an  eight-year  eco- 
nomic expansion  that  has  produced  the 
lowest  unemployment  rate  in  two 
decades,  unions  still  are  tiying  desper- 
ately to  keep  (;m  and  other  employers 
from  sending  their  well-paid  union  jobs 
to  less  expensive  nonunion  shops  in  the 
U.  S.  and  abroad. 

The  casualty  count  on  the  union  side 
is  staggering.  Take  CM.  Since  1978,  the 
car  company  has  built  more  than  50 
auto-parts  plants  in  Mexico,  where  it 
employs  some  72,000  workers.  The 
parts,  made  south  of  the  border,  are 
then  sent  to  assembly  plants,  mostly  in 
the  U.  S.  But  the  practice  is  hardly  con- 


fined to  companies  with  contentious  la- 
bor relations:  Even  Ford  Motor  Co.  and 
Chrysler  Corp.,  which  have  good  rela- 
tions with  the  UAW,  have  steadily  moved 
parts  jobs  to  lower-cost  suppliers,  both 
inside  the  U.  S.  and  across  the  border. 
Last  year.  Ford  bought  $3  billion  in 
parts  from  Mexico.  And  the  company 
hopes  to  raise  that  by  10%  over  the 
next  three  years. 

BIG  SHIFT.  Nor  is  outsourcing — shifting 
work  offshore  or  to  nonunion  plants — re- 
stricted to  the  auto  industry.  Since  the 
mid-'90s,  the  practice  has  exploded 
across  the  manufactuiing  economy.  Com- 
panies in  industries  fi'om  apparel  to  elec- 
tronics have  shifted  production  to 
nonunion  shops  and  to  Mexico. 

The  trend  began  to  accelerate  with 
the  North  American  Free  Trade  Agi-ee- 
ment  in  1994,  which  made  it  easier  and 
cheaper  to  shift  jobs  to  Mexico.  Now, 
the  Asian  economic  crisis  has  ratcheted 
up  the  pressure:  Low-cost  imports  un- 
dercut U.  S.  factories,  pushing  manage- 
ment to  find  cheaper  sources  of  labor. 
And  sagging  exports  reduce  high-wage 
U.  S.  manufacturing  jobs. 


ALLDOWNHILI 

Steelworkers  ji 
a  33%  pay  cut  ^ 
years  agoatli. 
which  is  closig 
its  Celina  (Oh) 
bicycle  plant  ,i 
way,  eliminate 
some  1,000  jo|5 

The  result: 
factory  workei> 
already  have 
the  brunt  of  in 
ing  global  coi 
tion  for  decade; 
tinue   to  fact 
losses  and  prqsi 
from  bosses  t 
compensation, 
spite  the  bodi 
economy,  the  a\r. 
houi'ly  pay  andtt 
fits  of  factory  k 
ers  have  lagged  behind  inflation  1? 
since  NAFTA  took  effect  in  1994,  aso 
ing  to  the  Bureau  of  Labor  Statistc 
Real  wages  have  begun  to  ri' 
all  workers,  thanks  to  the  tightestiai 
markets  in  a  generation.  And  iiii 
have  been  winning  real  wage  gt^is 
the  neighborhood  of  3%  a  year  .  ■ 
bargaining  table.  Still,  because  sopt 
high-paid  union  factory  jobs  hav  ( 
appeared,  over-all  union  average  du 
compensation  has  fallen.  AdjustI 
inflation,  average  hourly  comperat 
for  union  worker's  has  dropped^; 
since  1994,  according  to  the  bls. 

Unions  have  few  options  to  h;. 
tr-end.  Strikers  in  Flint  may  sen 
the  offensive  with  their  angry  cai 
But  even  the  crippling  GM  action  m 
sign  of  strength.  In  fact,  most  ',ii: 
dare  not  strike  for  fear  managn 

THE  WAGE  GAP 


'94  '95 
k  1998  DOLLARS 
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)utsource  work.  The  number  of 
s  sinks  each  year,  even  while  union 
ags.  "The  strike  today  is  a  defen- 
ict,  and  isn't  much  help  in  raising 
i,"  says  Thomas  A.  Kochan,  man- 
snt  professor  at  the  Massachusetts 
ute  of  Technology, 
en  the  most  profitable  companies 
till  cutting  union  jobs.  In  June, 
•al  Electric  Co.  announced  that  it 
I  lay  off  1,500  members  of  the  In- 
ional  Union  of  Electronic  Workers, 
;  represents  6,400  employees  at 
ince  Park  in  Louisville,  where  pay 
ges  $17.50  an  hour.  Some  jobs  wiW 
nonunion  workers  earning  $9  an 
it  a  plant  ge  bought  in  LaFayette, 
thers  wUl  be  moved  to  a  joint  ven- 
;e  has  in  Mexico  with  a  Mexican 
my  called  Mabe. 

IG  SOUTH.  The  wage  differentials 
great  that  even  huge  pay  cuts  of- 
ji't  save  union  jobs.  For  example, 
iy  28,  Huffy  Corp.  said  it  would 
ts  Celina,  Ohio  bicycle  plant,  elim- 
g  about  1,000  jobs  held  by  usw 
lers.  Employees  there  now  earn 
a  hour,  including  benefits — that's 
a  33%  cut  workers  swallowed  to 
;he  plant  open  two  years  ago. 
K,  Huffy  plans  to  move  jobs  to  a 
er  in  Mexico — where  it  wall  pay 
rs  less  than  $3  an  hour  in  wages 
eneflts — and  to  its  own  nonunion 
y  in  Farmington,  Mo.,  where  em- 
:s  make  $12  an  hour  in  wages  and 
ts.  Huffy  also  will  import  bicycles 
China.  "China  has  emerged  as  a 
supplier  of  low-cost  bikes,  [cut- 
arices  by  25%  over  the  last  four 
"  says  Huffy  Chief  Financial  Offi- 
lomas  A.  Frederick.  "We  couldn't 
te  at  usw  wages  anymore." 
ile  today's  4.5%  jobless  rate  makes 
I  er  for  laid-off  workers  to  find  oth- 
s,  union  members  aren't  likely  to 
I  the  pay  of  their  old  ones.  De- 
labor's  dwindling  power,  union 
I  remain  a  third  higher  than 
ion  pay,  according  to  bls  figures, 
ecause  the  number  of  union  jobs 
country  isn't  growing,  the  likeli- 
)f  finding  one  is  shm.  "Most  corn- 
start  you  out  low  and  then  in- 
:  your  pay  gradually  over  the 
"  says  John  Folk,  head  of  usw 
5369  at  the  Huffy  plant  in  Celina. 
.  orkers  here,  who  are  mostly  in 
I  iOs,  will  go  back  to  a  20-yeai--old's 

t's  what  the  uaw  says  it  wants 
id  in  Flint.  And  in  this  case,  the 
re  have  a  better  chance  of  gaining 
concessions  from  gm.  But  that 
turn  the  tide:  The  most  any  union 
)pe  for  is  to  slow,  not  stop,  the 
res  leading  manufacturers  to  look 
iaper  labor  elsewhere. 
Aaron  Bernstein  in  Washington 


THE  GLOBAL  ECONOIVIY 

WHY  MEXICO 
SCARES  THE  UAW 

Auto  makers  are  increasingly 
drawn  to  its  high-tech  skills 

Arturo  Tovar  is  a  man  with  ambi- 
tion. The  28-year-old  assembly  line 
supei-visor  eams  $10  a  day — before 
bonuses  and  benefits — overseeing  20 
men  at  Rassini  Autopailes'  state-of-the- 
art  suspension  component  plant  in 
Piedras  Negras,  a  desert  town  on  the 
U.  S.  border.  Part  of  Mexico's  Sanluis 
Corporacion,  the  plant  pi"ovide*s  auto 
and  truck  suspension  systems  to  De- 
troit's Big  Three  and  other  auto  makers. 


auto  makers  in  the  U.  S.,  Europe,  and 
Japan.  And  Mexican  engineers,  skilled 
but  paid  a  fraction  of  what  U.  S.  coun- 
terparts earn,  design  and  test  trans- 
missions, brakes,  and  engines  at  state-of- 
the-art  facilities,  such  as  gm's  Delphi 
Division  technical  center  in  Juarez. 

WMe  auto  investment  has  been  flow- 
ing to  Mexico  for  years,  it  is  this  new 
sophistication  and  increasing  integra- 
tion, from  parts  up  to  r&d  and  assem- 
bly, that  worries  union  chiefs  up  north 
these  days.  Mexico  now  exports  $19.2 
biUion  in  autos  and  auto  paits — up  stun- 
ningly from  only  $7.2  billion  only  five 
years  ago.  It  employs  360,000  workers. 
And  it  already  exports  close  to  1  million 
vehicles,  almost  all  to  the  U.  S. 

The  latest  Mexican  surge  flows  from 
the  North  American  Free  Trade  Agi-ee- 
ment  (nafta),  which  phases  out  tariffs 
on  autos  and  auto  parts  between  North 


GOING  SOUTH:  GM's  Delphi  Divisidh  set  up  llnti  technical  center  in  Juarez 


Tovai",  who  stalled  seven  yeai-s  ago  as  a 
line  worker,  has  improved  his  standard 
of  living,  moving  up  from  a  plywood 
shack  to  a  two-bedroom  cinderblock 
house.  "I  can't  complain,"  he  says. 

Tovar  and  other  hai'd-driving  workere 
in  Mexico's  booming  auto-parts  indus- 
tiy  are  part  of  the  United  Auto  Work- 
ers' worst  nightmare.  As  workers  at 
General  Motor's  Coi-p.  in  the  U.  S.  battle 
fuiiously  against  possible  plant  closings, 
Mexico-based  auto-parts  makers  are 
vastly  expanding  their  capacity — both 
in  terms  of  new  plants  and  new  skills. 
No  longer  do  Mexican  workers  merely 
produce  low-tech  parts  such  as  wire 
harnesses  and  seat  covers.  Now,  dozens 
of  new  plants  churn  out  higher-tech 
components  such  as  airbags,  brake  sys- 
tems, and  insti-ument  panels  for  major 


American  trade  partners.  The  rates 
have  already  dropped,  from  20%  before 
NAFTA  passed  in  1994,  to  6%.  They're 
supposed  to  end  in  2004. 

That  shift  has  encouraged  the  Big 
Tliree  to  move  ever  bigger  chunks  of 
theii'  car  and  tnjck  operations  to  Mexi- 
co. And  it  has  spun-ed  both  local  and 
foreign  companies  to  invest  hundreds 
of  millions  of  dollars  in  Mexico  on  tech- 
nology to  produce  high-quality  auto 
parts  to  supply  the  caranakers.  "nafta 
[has]  accelerated  the  whole  process"  of 
knitting  Mexican  plants  into  North 
American  production,  says  Jose  Manuel 
Machado,  president  and  CEO  of  Ford  de 
Mexico. 

To  accommodate  Detroit's  gr-ovring  de- 
mand, Mexico's  parts  manufacturers  are 
investing  heavily  to  increase  capacity 
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and  improve  technology.  Sanluis's  Rassi- 
ni  unit  spent  $140  million  to  expand  its 
suspension-component  and  bi-ake-system 
production  last  year.  Much  of  that  went 
into  the  new  Piedras  Negras  plant. 
Rassini's  exports  climbed  from  $67  mil- 
lion in  1993  to  $157  million  last  year, 
and  the  company  expects  to  boost  its 
share  of  the  North  American  market 
for  some  suspension  components  from 
40%  now  to  65%  by  2000.  Meanwhile, 
Nemak,  the  auto-parts  division  of  Mexi- 
co's Alfa,  will  spend  $14:3  million  by  2000 
to  become  the  world's  largest  producer 
of  aluminum  cylinder  heads. 

To  stay  competitive,  some  Mexican 
producers  are  finding  U.  S.  partners. 
Spicer,  which  is  51%  owned  by  Mexico's 
Desc  and  49%-  by  Toledo,  Ohio-based 
Dana  Corj).,  is  racing  to  modeiTiize  its 
32-year-old  axle  plant  outside  Mexico 
City,  installing  robots  and  automated 
production  Hnes.  The  plant,  which  de- 
signs and  produces  axles  for  light 
trucks,  faces  tough  competition  from  its 
main  U.  S.  nval,  American  Axle  &  Man- 
ufactmnng,  a  former  gm  operation  that 
was  sold  to  entrepreneurs.  American 
Axle  is  opening  a  new  plant  in  Silao, 
Mexico,  at  the  doorstep  of  a  gm  plant 
that  assembles  Chevy  Suburbans  for 
export  to  the  U.  S. 

NAFTA  EFFECT.  To  meet  local-content 
demands  under  NAFTA,  European  and 
Japanese  auto-parts  suppliers  are  flood- 
ing in,  too.  Undei'  the  trade  agi'eement, 
by  2004  all  autos  and  tnicks  must  have 
62.5%  North  American  content  to  enjoy 
duty-free  status  in  the  region.  So,  Nis- 
san and  Volkswagen,  both  of  which  have 
big  operations  in  Mexico,  have  convinced 
many  of  their  suppliers  to  set  up  oper- 
ations ai-ound  their  plants  in  Puebla  and 
Aguascalientes.  Altogether,  analysts  ex- 
pect up  to  $4.5  billion  in  new  invest- 
ment over  the  next  two  years. 

Mexico  is  also  producing  more  fin- 
ished products — including  more  mod- 
els for  the  Big  Three.  In  1991,  Mexico 
lifted  restrictions  on  auto  imports.  Now, 
many  sport  utility  vehicles  and  mid- 
size cars  are  assembled  in  Mexico, 
while  minivans  and  luxury  cars  are 
produced  in  the  U.  S.  and  Canada.  An- 
alysts pi'edict  that  Mexico's  auto  pro- 
duction could  reach  2.2  million  vehicles 
by  2001,  up  from  an  estimated  1.5  mil- 
lion in  1998. 

All  this  bodes  poorly  for  efforts  by 
the  UAW  and  and  other  unions  to  keep 
jobs  in  the  U.  S.  As  auto  makers  keep 
pushing  to  improve  competitiveness, 
Mexican  workers  like  Arturo  Tovar 
must  figure  heavily  into  their  plans. 

By  Geri  Smith  in  Mexico  City  and 
Elisabeth  Malkin  in  Piedras  Negras 


COMMENTARY 


By  Paul  Raeburn 

SECONDHAND  SMOKE: 
IT'S  DEADLY.  PERIOD. 


On  July  17,  in  the  heart  of  tobacco 
country,  U.  S.  District  Court 
Judge  Wilham  L.  Osteen  Sr. 
threw  out  a  pivotal  1993  study  by  the 
Envu'onmental  Protection  Agency 
Unking  secondhand  smoke  to  cancer. 
Although  the  Greensboro  (N.  C.) 
jurist  claimed  no  particular  scientific 
backgi'ound,  he  took  the  unusual  step 
of  pronouncing  judgment  on  the  re- 
port's science — and  found  it  lacking. 

"EPA  disregarded  information  and 
made  findings  on  selective 
infomiation,"  Osteen 
wrote.  "The  court  is  faced 
with  the  ugly  possibihty 
that  EPA  adopted  a 
methodology  foi'  each 
chapter,  vdthout  explana- 
tion, based  on  the  out- 
come sought . . ."  The  opin- 
ion was  a  near-perfect 
echo  of  arguments  made 
by  tobacco  companies  in 
thousands  of  pages  of 
comment  to  the  epa  and 
contradicts  the  findings  of 
epa's  independent  Science 
Advisory  Board. 

The  EPA  hasn't  decided 
whether  to  appeal.  But  if  the  ruling 
stands,  will  smoking  be  cheeiily  wel- 
comed back  into  restaurants  and  of- 
fices? Wni  suits  over  secondhand 
smoke  be  crashed  underfoot  like  the 
smoldei-ing  butt  of  a  Marlboro? 

Let's  hope  not.  The  epa  study  is 
now  only  one  of  hundi'eds  of  scientific 
reports  on  the  hazards  of  secondhand 
smoke.  Nearly  all  of  them,  including 
the  most  recent,  confirm  the  epa's 
findings — and  go  beyond  it.  Among 
the  most  comprehensive  is  a  1997 
study  by  CaJifomia's  Environmental 
Pi'otection  Agency.  While  the  U.  S. 
epa  report  dealt  with  lung  cancer,  the 
California  document  took  a  broader 
look.  Among  its  frightening  conclu- 
sions: Each  year  in  the  U.  S.,  second- 
hand smoke  causes  up  to  2,700  cases 
of  sudden  infant  death  syndi'ome, 
62,000  deaths  from  heait  disease,  and 
26,000  new  cases  of  asthma  in  kids. 

What's  more,  industry  documents 
have  since  come  to  light  showing  that 
the  industry  had  fii-sthand  knowledge 


of  secondhand  smoke's  dangers.  In 
1970s,  industry  researchers  found 
carcinogens  called  nitrosamines — ^ii 
particular  one  called  nnk — "were  t 
most  significant  risk  in  lung  cancel 
both  among  smokers  and  among  n 
smokers  subjected  to  sidestream 
smoke,"  said  William  A.  Farone,  d 
tor  of  applied  research  at  Philip  M 
ris  Cos.  from  1976  to  1984.  Farone 
now  CEO  of  AppUed  Power  Concej  •• 
Inc.,  a  biotech  company  in  Irvine, 


CLOUDED:  Antismoking  laws  may  be  m  per/ 


Calif.,  and  an  expert  witness  for 
tiffs  challenging  the  tobacco  indusgr. 
In  a  memo  for  plaintiffs'  lawyers,  e 
noted  the  industry  knew  how  to  eir. 
nate  nnk  by  the  late  1980s  but  in 
stead  turned  to  research  on  how  1 
make  secondhand  smoke  smell  beBi 

Even  so,  the  industry  "will  use' 
[Osteen's]  decision  fraudulently  to 
moimt  an  all-out  assault  against  ]ib 
and  workplace  smoking  restrict  in; 
says  Clifford  Douglas,  president 
bacco  Control  Law  and  PoUcy  Co 
suiting  in  Ann  Ai-bor,  Mich.  In  a 
statement,  Philip  Morris  said  the 
ing  "supports  our-  view  that ...  the 
actment  of  severe  smoking  restri( 
tions  is  not  justified."  But  rescind 
such  laws  would  be  unfortunate, 
Wliile  Osteen's  authority  as  a  jud 
gives  liim  the  power  to  throw  oul 
EPA  report,  it  doesn't  give  ohenrh 
the  power  to  change  the  facts. 


Raeburn  is  BUSINESS  week's  st 
editor  far  science  and  technology.^ 
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INES 


IR  TESTOSTERONE  LEVELS 
E  PRETTY  LOW 

•nee,  U.S.  airlines  are  resisting  the  urge  to  splurge 


can  practically  set  youi*  clock  by 
Just  as  an  economic  expansion 
irts  to  peak,  airlines,  attempting 
;p  up  with  fast-spending  con- 
3,  order  a  slew  of  new  planes. 
;he  inevitable  slowdown  comes, 
ey're  left  with  empty  seats  and 
g  bottom  lines. 

1  that  painful  scenario  in  mind, 
Drs  have  been  dumping  airline 
despite  record  quarterly  earn- 
MR  Corp.  had  it  worst:  After  an- 
ig  on  July  15  that  second-quailer 
had  jumped  35%,  to  $409  mil- 
5  shares  slid  17%  in  three  days. 
'6  is  reason  for  concern:  In  1999, 
e  first  time  in  six  years,  the 
1  in  the  number  of  airplane  seats 
y  to  outpace  traffic  gi-owth,  ana- 
ay.  Meanwhile,  Asian  economies 
the  tank,  Latin  American  coun- 
re  beginning  to  suffer,  and  some 
lists  ai"e  now  talking  about  a  pos- 
'.S.  recession  in  1999. 
ilSHING.  Industry  executives  in- 
at  this  time  around  they'i'e  not 
into  the  red,  though — and  they 
i  right.  With  planes  fuller  than 
id  airline  profit  margins  ninning 
what  they  were  at  the  last  peak, 
S  may  be  able  to  take  on  more 
without  flying  half-empty.  And 
)n  the  number  of  planes  that  are 
!r,  capacity  will  gTow  by  less  than 
r  year  over  the  next  three 
-well  below  the  high  of  10%  in 
>0s.  "Five  percent  used  to  be  the 
3,"  says  PaineWebber  Inc.  airline 


analyst  Samuel  C.  Buttrick.  "Now  it's 
the  peak." 

Could  it  be  that  the  au'line  industry, 
never  knovra  for  restraint,  is  resisting 
the  urge  for  a  boom-time  splurge? 
Maybe.  United  Airlines  Inc.,  for  exam- 
ple, has  opted  not  to  replace  75  aging 
Boeing  727s,  even  though  it  could  lower 
costs  and  boost  profits  by  doing  so,  says 
Chief  Financial  Officer  Douglas  A. 
Hacker.  Instead,  it  will  refurbish  the 
old  aii'craft.  Why?  If  a  recession  comes, 
United  could  retire  the  planes  without 
having  paid  for  new  air- 
craft. Similarly,  Conti- 
nental Airlines  Inc.  has 
been  expanding  aggres- 
sively, building  up  its 
hubs  in  Houston  and 
Newark.  But  President 
Gregory  D.  Brenneman 
says  that  the  company 
has  left  itself  with  plenty 
of  flexibility  to  retire 
planes.  "Our  testosterone 
levels  are  pretty  low," 
he  says.  "We  just  want 
to  make  money." 

The  airUnes  might  still 
hit  a  wind  pocket,  most 
likely  on  international 
routes.  In  Asia,  North- 
west Airlines  Inc.  and 
United — ^the  leading  play- 
ers to  the  Pacific — saw 
about  $200  million  in  sec- 
ond-quarter revenues  dis- 
appear. Northwest  and 
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FULL  LOAD 

Capacity  will 
grow,  but  less 
than  in  past 
boom  times 


its  rivals  have  cut  back 
schedules  in  many  of 
their  Pacific  markets. 
But  a  new  bilateral  pact 
with  Japan  has  limited 
theii-  options:  If  aii'lines 
don't  add  new  routes 
now,  they  lose  the  right 
to  fly  them  in  the  fu- 
tm-e.  Latin  America  is 
no  party  either.  Foi-e- 
casts  of  gi-owth  in  gi'oss  domestic  product 
have  come  down  in  both  Ai'gentina  and 
Brazil — but  caniers,  fighting  for  market 
share,  boosted  capacity  by  15%-  in  the 
region  last  quarter,  says  Salomon  Smith 
Bamey  analyst  Brian  Hams. 
"BANNER  YEAR  IN  1999."  Business  in 
Europe  remains  healthy,  but  capacity 
in  the  area  is  growing  quickly,  partly 
because  airline  earners  are  bringing  in 
planes  they  had  been  using  for  flights  to 
and  fi'om  Asia.  Northwest  sliifted  a  Boe- 
ing 747  from  its  Osaka-Honolulu  route 
to  its  Detroit-Amsterdam  route  and 
plans  to  boost  its  capacity  to  Europe 
by  30%  this  year.  "The  consumers  may 
see  the  return  of  some  real  bargains," 
says  Michael  E.  Levine,  a  Northwest 
executive  vice-president. 

Wliat  happens  in  the  domestic  mar- 
ket? For  foiu"  years,  demand  for  flights 
has  gi'own  almost  twice  as  fast  as  sup- 
ply, according  to  BACK  Associates,  an 
aviation  data  fiiTO.  That  has  airline  car- 
riers shopping  for  capac- 
ity— but  very  conserva- 
tively. They  plan  to  add 
just  3%'  more  domestic 
capacity  annually  for  the 
next  three  years.  "Un- 
der most  reasonable  sce- 
narios, the  industiy  ends 
up  with  a  banner  year 
in  1999,"  says  Buttrick, 
"but  only  the  second- 
best  year  in  its  history." 
If  he's  wrong — and  car- 
riers suddenly  must 
scramble  to  fill  half-emp- 
ty planes — you  can  look 
forward  to  some  very 
cheap  end-of-millennium 
jaunts. 

By  David  Leonhardt 
in  Chicago,  with  Wendy 
Zellner  in  Dallas,  Lor- 
raine Woellert  in  Wash- 
ington, and  bureau 
reports 
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RUGGEDLY  RELIABLE 

We  subject  each  portable  to  the  strictest 
quality  and  durability  standards  in  the  industry. 
Every  single  Toshiba  is  built  for  the  long  haul. 


FEATURE  PACKED 

Z'  Pentiunn"  processor  with  MMX  "  technology  233  MH 
20x'  CD-ROM,  4  1  billion  byte  hard  drive,  32MB  Ed! 
RAM,  even  a  K56flex'^  modem  PC  Card— all  built-i! 


Introducing  the  Toshiba  Satellite®  320CDS.  The  world's  leading  portable  maker  unveils  the  hardest- 
most  reliable,  feature-packed  notebook  $1,699  can  buy.  A  blazingly  quick  233MHz  powerhouse  th 
through  spreadsheets,  multimedia,  e-mail,  you  name  it — without  burning  through  budgets.  Ounce  fc: 


©1998  Toshiba  Anienca  Information  SysTems,  Inc  Satellite  is  a  registered  trardemark  of  Toshiba  America  Information  Systems.  Inc  Intel  Inside  logo  and  Pentium  are  registered  trademarks  and  Ml."  ■ 
Intel  Corporation  All  products  and  names  mentioned  are  the  property  of  their  respective  companies  '20X  maximum  speed.  MX  average  speed  **Lease  rates  based  on  36-month  lease  with  10'  ■  ; 


FIRST-CLASS  SERVICE  &  SUPPORT 

From  36-hour  door-to-door  Express  Notebook  Depot 
repair  to  on-site  service  and  unlimited  technical  support 
worldwide,  our  suite  of  services  is  ready  when  you  are. 


_    ^     LEASE  FOR  JUST  $48  A  MONTH 

One  of  the  Satellite  320CDS's  most  attractive 
features?  Its  price.  And  with  a  great  lease  of 
just  $48  a  month','  it  won't  break  the  bank. 


World  leader  does 
a  number  on  portables. 


te,  dollar  for  dollar,  the  Toshiba  Satellite  320CDS  is  a  combination  of  muscle,  features  and  memory  no  other  notebook 
The  $1,699  Satellite  320CDS,  exclusively  from  the  award-winning  engineers  at  Toshiba.  Bank  on  it  going  a  long  way. 
jthe  very  same  for  your  dollar.  To  get  your  hands  on  this  little  number,  surfwww.toshiba.com  or  call  1 -800-TOShllBA. 


TOSHIBA 


The  World's  Best  Selling  Portable  Computers. 


irchase  option  at  the  end  of  the  lease  term  Lease  rates  shown  based  on  Satellite  320CDS  at  $1 ,699  for  transactions  between  $25,000  and  $50,000  Other  lease  options  may  be  available  Financing  available 
lancial  Services  to  qualified  commercial  customers  Rates  are  subject  to  change  without  notice  Prices,  specifications  and  availability  are  subject  to  change  Dealer  prices  may  vary.  Offer  valid  in  the  U  S  only 
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ANEW  DOORWAY 
AT  AOL  

EN  garde:  AMERICA  ONLINE  is 

I'eady  to  go  head-to-head  with 
high-flying  Yahoo!  and  Excite 
in  the  Internet  "portals"  busi- 
ness. In  September,  the 
online  giant  will  turn  its 
recently  acquired  icq  instant- 
messaging  service  into  an 
Internet  portal  similar  to 
those  run  by  the  Internet 
search  and  directory  compa- 
nies— by  adding  content  and 
search  features  to  its  chat 
service.  With  seven  million 
active  users,  IC'Q  (short  for  "I 
seek  you")  is  quickly  gaining 
ground  among  the  young  and 
tech-savvy,  as  opposed  to 
aol's  more  mainstream  mem- 
bers. ICQ  will  retain  its  brand 
to  keep  attracting  those 
users.  Eventually,  aol  wants 


CLOSING  BELL 


LOSING  ITS  GLOW 

SunTrust  Banks  says  its  $8.6 
billion  purchase  of  Crestar 
Financial,  announced  on  July 
20,  meets  all  its  tests  for  a 
solid  acquisition.  But  Wall 
Street  disagrees.  Under  for- 
mer Chairman  Jimmy 
Williams,  SunTrust  sat  on  a 
hoard  of  Coca-Cola  stock  and 
shunned  acquisitions. 
Investors,  hoping  SunTrust 
would  be  snapped  up,  bid  up 
its  shares.  When  SunTrust 
became  a  buyer,  they  bolted. 
Analysts  say  the  deal  might 
help  SunTrust  survive — but 
in  the  long  run,  might  make 
it  a  more  attractive  target. 


JULY  13, '98  JULY  22 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


to  market  Internet  telephony 
and  videoconferencing  to 
them,  but  for  now  will  reft-ain 
ft-om  overcommercializing  icq 
with  ads  and  E-commerce 
deals. 


LOOKING  DOWN 
ON  THE  DUMPS 

THE  COMMERCE  DEPT.  HAS 
slapped  antidumping  penal- 
ties of  3%  to  34%  on  imports 
of  stainless-steel  wire  rod 
from  Germany,  Italy,  Japan, 
Korea,  Spain,  Sweden,  and 
Taiwan.  But  before  the 
duties  are  levied,  the  U.  S. 
International  Ti-ade  Com- 
mission must  decide  if  the 
industry  has  been  harmed.  A 
ruling  is  expected  in  Sep- 
tember. Meanwhile,  Asia's 
crisis  could  produce  even 
moi'e  complaints  as  currency 
devaluations  lower  import 
prices,  says  Greg  Mastel, 
vice-president  of  the  Eco- 
nomic Strategy  Institute. 

GATES  PASSES  THE 
BALL  TO  BALLMER 

LOOKS  AS  IF  BILL  GATES  IS 

really  a  nerd  after  all.  On 
July  21,  Microsoft's  chair- 
man and  CEO  elevated  his 
sidekick,  Steve  Ballmer,  to 
president  so  Gates  can  focus 
on  product  strategy.  "We're 
only  one-quarter  of  the  way 
along  in  achieving  what's  pos- 
sible," says  Gates.  "I  want  to 
work  with  our  developers  to 
simplify  the  user  interface, 
create  computing  tablets  and 
intelligent  Tvs."  Operating 
units,  legal,  pi-oduct  develop- 
ment, and  sales  managers 
will  report  to  Ballmer.  Top 
priority:  to  make  sure 
Microsoft  doesn't  get  "big- 
company  problems,"  he  says. 

INTEL  ACCELERATES 
THE  CELERON 

THE  MARCH  OF  THE  SUI-;-.$l ,000 

PC  continues,  and  Intel  wants 
to  lead  the  parade.  The  com- 


HEADLINER:  ALAN  SHUGART 


DONT  SLAM  THE  DOOR  ON  YOUR  WAY  OU 


The  end  of  Alan  Shugart's 
reign  at  Seagate  Technolo- 
gy was  a  shock.  He  was 
told  of  his  ouster  by  Lar- 
ry Sonsini,  an  old 
friend  and  adviser 
to  Seagate's 

board  on  a  Sat-  ^ 
urday  after- 
noon. "The  only 
thing  I  could 
get  out  of  them 
was  that  it  was 
time  for  a  change  and 
that  it  was  time  for  me  to 
retire,"  says  Shugart,  67.  "I 
think  it's  unadulterated 
B.S.,  but  I'm  not  allowed  to 
say  bad  things  about  them." 

Co-chairman  Larry  Perl- 
man  insists  the  board  tried 
to  work  out  a  smooth  de- 
parture for  two  years.  Sea- 
gate has  struggled  of  late. 
Its  share  in  high-end  drives 


1h* 


has  dropped  from  80%  to 
40%  since  early  1997.  Am 
Seagate's  1996  purchase 
Conner  Peripherals;  a 
-         maker  of  low-end 
drives,  didn't  pa 
off.  Shugart  w 
be  replaced  b 
Stephen  Lug 
40,  a  former; 
vestment  bai 
If'   Shugart  hii-ed 
1993. 

Shugart  had  ma 
progress,  though,  report! 
a  $25  million  profit  in  th( 
June  quarter.  Indeed,  Lu 
says  there'll  be  no  major 
shift  in  strategy,  but  hel 
probably  revamp  manag* 
ment.  Says  a  rival:  "He'I 
surrounded  with  people  ■\ 
AI  took  very  good  care 
think  more  shoes  will  dr^ 
By  Peter  Bun 


pany  will  advance  delivery  of 
a  new  Celeron  chip  aimed  at 
cheap  PCS  by  one  quarter,  to 
August.  That  could  help  it 
win  back  share  from 
Advanced  Micro  Devices  and 
National  Semiconductor.  AMD 
and  National  supplied  67%-  of 
the  processors  used  in  sub- 
Si, 000  PCS  sold  in  June 
through  dealers,  says 
researcher  PC  Data.  The  chip 
will  replace  the  original 
Celeron,  which  was  panned 
by  techies,  and  will  sell  for 
$150  to  $200.  One  boost  for 
Intel:  IBM  is  considering  using 
the  new  Celeron  instead  of 
AMD's  K6  in  some  Aptiva  PCs. 

JEn  IS  CLEARED  OF 
SECURITIES  FRAUD 

THE    19;)4  BOND-TRADING 

scandal  that  ended  the  career 
of  Joseph  Jett  at  Kidder 
Peabody  culminated  in  a  sur- 
prising verdict  on  July  21.  A 
Securities  &  Exchange  Com- 
mission administrative  law 


judge  found  that  the  fcBl 
Kidder  government-;)] 
chief  created  $350  millin 
illusory  profits  by  mani]il; 
ing  Kidder's  account  ins - 
tem.  But  Judge  Caml  F 
found  Jett  guilty  on 
record-keeping  violatior  a 
cleared  him  of  the  secui  i' 
fraud  charge  sought  b 1 
SEC.  Foelak  ordered  thai- 
be  barred  from  the  iru:-' 
for  life  and  required  t 
gorge  $8.2  million  in  bojffi 
Jett's  attorney  promisi 
appeal.  ' 


ETCETERA... 


a  As  Fleming's  sale; 
stock  slide,  CEO  R 
Stauth  is  retiring. 

■  IBM  consumer-divisioi 
Jim  Firestone  is  leavi 
Xerox.  I 

■  President  Clinton  f 
the  Internal  Revenuti 
vice  reform  bill. 

■  By  264  to  166,  the 
approved  continuing  r 
trade  relations  with  C 
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Lots    of   companies  have 
a   mission  statement. 
How   many   have    a  mission? 

Our  mission?  Create  better  ways  to  reach  out  and  heljj  make  sure  people 
get  the  heakh  care  they  need.  We  are  not  newcomers  to  tliis  goal.  ■  In  fact,  weVe 

already  committed  more  than  160  million 
dollars  towards  initiatives  specilically  designed 
to  Iniild  access,  not  walls.  One  example  is  USQA® 
liie  national  database  we  use  to  identify  jjeople 
who  need  access  to  special  care.  Aird  to  remind 
members  to  see  their  phyi^ifian^  for  critical  ciieck- 
ups  and  screenings.  We  ve  also  teamed  with  .lohns 
Hopkins  to  create  hiteliHealth,  the  most  comprehensive  online  consumer  health 
irtfonnation  network.  Another  investment  yielded  the  Academic  Medicine  and  Manag(;d 
Care  Fonmi.  Tliroughit  weVe  huidedreseaich  to  ijnprove  access  to  erne.  ■  And  we  ve  joined 
with  the  American  Heart  Association  in  warning  women  aixnit  the  numljcr  one  threat  to 
their  health  —  heart  disease.  Simply  said,  we  re  putting  our  nionev  firmlv  where  our 
mission  is.  That  s  the  price  of  entiv  for  having  one  to  begin  with.  ■  For  our  f)rochure 
on  how  we  are  raising  the  quality  of  health  care,  contact  us  at 

l-80()-ARTNA-42  or  our  Quality  Center  at  www.aetnaushc.com.       US  HealtllCare 

Riiisiiig  iJif  ([luJilv  ol 
health  cai'e  "  in  America. 

OI'XIH  Ai-liw  I  S.  llcahliiair  Inr. 
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Fully  Web  enabled 


Year  2000  compliant  ! 


That's  why  you  need  the  SAS  Solution 

who  are  your  most  profitable  customers. . .and  why?  How  many  customers  are  you 
losing. . .  and  why?  What  value  do  your  customers  see  in  your  products  and  services. .  .or 
those  of  your  competitors?  Instead  of  just  storing  your  customer  data,  explore  all  the 
possibilities  with  the  SAS  Solution  for  Customer  Relationship  Management. 

Its  the  only  software  that  integrates  the  full  scope  of  managing  customer  relationships. 
Collect  infomiation  at  all  customer  contact  points. .  .then  analyze  data  to  better  understand 
customer  needs.  Refine  business  strategies  around  your  most  prolitable  customers. 
Determine  lifetime  customer  value.  All  by  just  pointing  and  clicking. 

To  find  out  more,  and  request  a  free  Guide  to  Customer  Relationship  Management  with 
the  SAS  Sohuion,  visit  us  at  ww^.sas.com/crm 


SAS  Institutir 

The  Business  of  Better  DecisionBl 


www.sas.com/crm   E-mail:  bw@sas.com   Phone  919.677.8200 
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FED  BY  OWEN  ULLMANN 


ANGTIONS  AGAINST  CUBA: 
WE  BEGINNING  OF  THE  END? 


n  the  surface,  the  U.  S.  embargo  on  Fidel  Castro's  retro- 
Marxist  regime  in  Havana  seems  as  tight  as  ever.  The 
Senate  voted  on  July  15  to  exempt  humanitarian  aid  fi-om 
trade  sanctions — but  kept  in  place  the  heavy  restrictions 
d  imposed  on  Cuba  and  other  nations  accused  of  backing 
rism.  Senate  Foreign  Relations  Committee  Chairman 
Helms  (R-N.  C.)  crowed  that  the  vote  was  a  "resounding 
rmation"  of  U.  S.  efforts  to  isolate  Cuba, 
it  U.S.  business  execs  are  betting  that  after  nearly  40 
,  the  economic  freeze  may  finally  melt. 
January,  when  Pope  John  Paul  H  called 
fting  the  embargo,  companies  have  seen 
III  signs.  The  Cb'nton  Administration  has 
1  small  steps  to  ease  up  on  Havana.  Con- 
ional  votes  to  lift  food  and  medicine  export 
on  India  and  Pakistan  point  to  growdng 
chantment  with  all  imilateral  sanctions. 
Capitol  Hill's  anti-Castro  fervor  may  be 
ig  as  Cuban-American  support  for  the 
rgo  erodes.  "There's  a  lot  of  motion  on 
ssue,"  says  Kirby  Jones,  head  of  Alamar 
;iates,  a  Washington  consulting  firm  that 
a  U,  S.-Cuba  business  summit  in  March 
ilans  another  in  September 
<A  SHOWS.  Corporate  interest  has  soared 
:  wake  of  the  Pope's  visit.  Some  40  major 
anies  attended  Alamai''s  spiking  meeting, 
ling  Mobil,  Texaco,  Catei-pillar,  Continen- 
•ain,  and  Bristol-Myers  Squibb.  Overall  \asits  to  Cuba  by 
business  reps  this  year  ai'e  expected  to  jump  to  2,500 
500  in  1994  and  2,000  last  year,  says  John  S.  KavuUch  II, 
lent  of  the  U.  S.-Cuba  Trade  &  Economic  Council.  And 
Januai-y,  P.  W.  N.  Exhibicon  International  of  Westport, 
,  which  held  trade  exhibitions  in  Russia  in  the  1970s 
1  China  in  the  '80s,  hopes  to  be  ahead  of  the  curve  again 
}  medical  industry  trade  show  in  Havana. 
i  White  House  is  trying  to  ex^pand  expoits  under  cuiTent 


APITALWRAPUP 


PAPAL  VISIT:  Hope  for  a  thaw 


law  to  pave  the  way  for  ending  the  embargo.  One  example: 
medical  supplies,  which  are  now  pemiitted  with  special  licens- 
es and  monitoring.  In  a  private  letter  in  June,  the  Commerce 
Dept.  said  it  would  look  favorably  on  applications  to  export  ex- 
perimental drugs  for  testing  in  Cuban  labs.  SmithKline 
Beecham  is  expected  to  receive  approval  soon  for  a  U.  S.  unit 
to  test  a  meningitis  B  vaccine  developed  in  Cuba.  The  industry 
hopes  cumbersome  export  lailes  "are  going  to  go  away  or  be 
significantly  simplified,"  says  W.  Bi-adford  Gary,  a  vice-president 
at  medical-device  maker  Allergan  Inc. 
"A  FRESH  LOOK."  Lawmakers  are  starting  to 
heed  the  gi'ovring  pressm'e  from  business.  Some 
130  House  members  and  30  senators  ai-e  co- 
sponsoiing  measures  to  take  food  and  medical 
products  off  the  embargo.  Says  Senator 
Christopher  J.  Dodd  (D-Conn.):  "People  on 
both  sides  of  the  aisle  ar-e  vrilling  to  take  a 
fresh  look  at  Cuba."  The  bills  have  the  backing 
of  a  Chamber  of  Commer-ce-sponsored  gr'oup 
called  Americans  for  Hirnianitarian  Trade  vrith 
Cuba,  which  includes  such  luminaries  as  for-mer 
Federal  Reser-ve  Chainnan  Paul  A.  Volcker 

The  fate  of  the  bills  depends  on  how  fast  the 
pro-embargo  feeling  among  Cuban  Americans 
fades.  Dario  Moreno,  a  Florida  InterTiational 
University  political  science  professor,  beheves 
support  for  the  embar'go  has  dropped  fi'om 
80%  before  the  Pope's  visit  to  65%  and  keeps 
dwindling.  If  that  number  shrinks  further,  President  Clinton 
would  likely  take  new  steps,  such  as  lifting  travel  restrictions 
for  U.  S.  tourists.  That's  a  top  business  goal. 

A  liigh  White  House  ofiBcial  says  the  business  campaign  to  lift 
the  embar-go  would  get  a  boost  if  Castro  were  to  make  a  move 
toward  political  liberalization.  Corj^orate  r-eps  can't  do  much 
about  that.  But  working  with  the  Clintonites,  they  may  see 
sanctions  on  Havana  lifted  sooner  than  once  seemed  possible. 

By  Stan  Crock 


I  lEY'S  LOSING  BAHLE 

I  espite  vows  by  House  Majority 
i  der  Richard  K.  Armey  (R-Tex.)  to 
I  k  Congress  from  giving  an  addi- 
I  al  $18  billion  to  the  International 
I  letary  Fund,  the  money  is  expect- 
0  squeak  through.  House  conserv- 
es are  cheering  on  Armey's  cru- 
!  to  limit  IMF  funding  to  $3.4 
)n.  But  not  all  gop  lawmakers  feel 
tigly  about  the  issue.  With  Corpo- 
America  and  the  Senate  firmly  in 
>ort  of  the  full  $18  billion  increase, 
ley's  army  is  outnumbered. 


BUSINESS  SECRETS  FOR  SPIES     A  NEW  COPYRIGHT  LAW? 


►  The  CIA  avoids  industrial  espi- 
onage, but  it's  trying  to  learn  one 
corporate  secret:  how  to  manage  bet- 
ter. The  agency  has  brought  in  high- 
powered  corporate  executives  to 
inspire  the  troops.  The  latest:  John  P. 
DeJoria,  head  of  John  Paul  Mitchell 
Systems  Inc.,  a  hair-pr-oducts  con- 
cern. He  gave  a  July  20  spiel  on  time 
management,  motivation,  and  coping 
with  change — an  issue  that  has  been 
a  special  problem  for  the  ciA  in  the 
post-cold  war  era. 


►  After  a  year  of  wrangling.  Congress 
may  soon  pass  legislation  to  improve 
protection  of  copyrighted  digital 
works.  Producers  of  dvd  movies, 
sound  recordings,  and  software  had 
been  pushing  for  a  ban  on  devices 
that  circumvent  the  technologies  in 
their  products  designed  to  prevent 
piracy.  On  July  17,  the  House  Com- 
merce Committee  approved  a  bill,  but 
turf  battles  with  the  Judiciary  Com- 
mittee could  stall  a  House  vote.  The 
Senate  has  passed  similar  legislation. 
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You're  totally  selfless, 
team-oriented  and  cooperative, 
ir  ego  screams  for 

some  credit. 


From;  Microsoft  Office  97 
Sent:  Friday,  10:37  p.m. 
To:  Everyone  who  contributed 
Subject:  A  job  well  done. 


Microsoft"  Office  97  encourages  cooperation  among  teams  by  giving  credit  where  credit  is  due.  As  everyone 
works  on  a  document  or  project,  they're  free  to  exchange  ideas  and  information,  all  electronically. 
Expressing  opinions,  revising  the  wording,  proofing  the  copy,  adding  sections,  inserting  hyperlinks— they're 
all  recorded  with  the  original  document,  and  everyone's  got  their  name  on  them.  If  you're  in  charge  of  the 
project,  you're  in  control.  Use  the  comments  you  like  and  toss  the  ones  you  don't,  knowing  who  contributed  what, 
when  and  why.  You  don't  have  to  retype  anything;  you  revise  as  you  go.  You  don't  have  to  save  a  new  version 
for  each  round  of  changes;  you  only  save  the  changes.  Then  you  just  say,  thanks  for  the  help,  guys.  For  more  help, 
and  to  find  out  about  the  free*  online  product  enhancements  and  assistance  available  through  Microsoft  Office 
Update,  visit  i<.ww.  microsoft. com/off  ice/. 
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INDONESIA 


THE  PLIGHT  OF  THE 

ETHNIC 

CHINESE 


Many  have  fled 
the  violence,  and 
the  economy  will 
be  hard  hit 


Veronica  Suiyati  Tanujaya,  35,  used 
to  be  a  shop  owner.  As  one  of 
hundreds  of  thousands  of  general 
store  merchants,  she  helped  fomn 
a  cornerstone  of  the  Indonesian  econo- 
my that  has  kept  the  archipelago  nm- 
ning  on  credit  since  the  17th  centuiy. 
Her  family,  emigrants  from  China, 
founded  the  store  in  a  small  subdistrict 
of  West  Java  three  generations  ago.  She 
knew  all  the  local  farmers  and  how 
much  credit  to  give  each 
one  for  kerosene,  rice, 
and  cooking  oil  until  har- 
vest time. 

In  February,  in  the 
midst  of  the  most  tiu'bu- 
lent  months  of  Indonesian 
history  since  1965,  the 
farmers  started  rioting 
and  burned  down  all  17 
ethnic  Chinese-owned 
stores  in  the  ai'ea,  includ- 
ing Tanujaya's.  She  es- 
caped with  her  husband, 
throwing  her  9-year-old 
son  out  the  back  window 
into  a  stream  24  feet  be- 


low and  plunging  after  him.  They  sur- 
vived but  lost  eveiything.  Now  a  refugee 
in  Jakarta  who  sells  cliicken  satay  and 
fried  rice  to  survive,  Tanujaya  laments 
the  lack  of  sufficient  money  to  allow  her 
family  to  emigi-ate.  'We're  very  afraid  to 
stay,"  she  says.  "If  we  had  the  chance, 
we  would  leave  Indonesia." 

From  Indonesian  Chinese  tycoons  to 
simple  merchants  such  as  Tanujaya,  the 
community  has  been  mai-ked  by  the  vio- 
lence and  persecution  that  chai-acteiized 
the  end  of  the  Suharto  era.  Their  expe- 
rience triggered  the  flight  of  100,000  eth- 
nic Chinese  from  the  country.  While 
many  have  come  back,  all  of  Indonesia's 
Chinese  community  are  asking  what 
comes  next.  If  the  etlmic  Chinese  are 
convinced  that  Indonesia  can  guarantee 
them  safety  and  justice,  they  could  aid 
the  countiy's  recovery  by  bringing  then- 


THE  ETHNIC  CHINESE  AND  THE  INDONESIAN  ECONOMY 

WHO  ARE  THEY?  The  Indonesian  Chinese  arrived  centuries  ago  as 
traders  and  merchants.  Today,  they  number  about  seven  million, 
some  3.5%  of  the  Indonesian  population. 

WHY  ARE  THEY  IMPORTANT?  The  ethnic  Chinese  control  about 
two-thirds  of  the  country's  economy.  They  dominate  retailing, 
banking,  and  much  manufacturing.  Local  Chinese  shopkeepers 


capital  back  ii-uin  ahi'uatl  and  ap3' 
their  talents  to  reconstruction,  ut 
they  feel  threatened  by  renewe  \ 
lence,  many  more  could  flee. 
BACKBONE.  The  impact  of  a  mas 
dus  of  the  ethnic  Cliinese  could  h 
astating.  Ethnic  Chinese  run  li 
sia's  largest  conglomerates.  Tlu-n 
the  backbone  of  the  professitmal 
They  i-un  thousands  of  small  tad 
that  make  everything  from  shie 
auto  paits.  They  own  the  nation'f?hi' 
that  double  as  i 
agencies  to  fanne 
laborer's.  Practicall\e\ 
tiny  town  has  an  t 
Cliinese-run  gener;  h 
that  is  the  centeroi 
cal  economic  hfe.  ' 

Already,  the  flh 
ethnic  Chinese  capil 
contributed  to  tl^ 


provide  essential  credit  to  farmers.  lapse  of  the  econo  v 


WHAT'S  HAPPENING  TO  THEM?  Thousands  have  fled  the  country 
since  the  May  riots,  taking  brainpower  and  billions  in  capital  with 
them.  Their  absence  is  crippling  investment,  decimating  the  pro- 
fessional class,  and  threatening  the  economy.  l^''''  ^'.^V  % « 
 1   -'                                  turTnoil  began,  vna'P 

haps  $60  billion  im; 


though  not  all  of  its 
nic  Chinese,  som  ■ 
billion  is  believed  I 
left  Indonesia  she 
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I  Singapore.  Thousands  ul'  pioles- 
^  have  fled  to  Singapore,  Malaysia, 
iiid,  New  Zealand,  and  the  U.  S. 
Indonesia's  7  million  ethnic  Chi- 
make  up  just  3.5%  of  the  popula- 
is  much  as  two-thii"ds  of  the  coun- 
-otal  economy  passes  through  theii' 
in  the  form  of  products,  goods, 
1,  and  ser'vices.  The  destruction  of 
Chinese-mn  general  stores  on  the 
of  Java  alone  has  created  such 
ty  that  prices  are  skyi'ocketing 
tomachs  are  grumbling. 
3  resentment  toward  ethnic  Chi- 
nas strong  roots.  It  stems  in  part 
niltural  and  religious  differences — 
Indonesians  are  Muslims,  while 
Chinese  are  Christians  or  Bud- 
.  And  it  derives  from  the  domi- 
role  the  Chinese  have  played  in 
conomy  for  centuries.  Fostered 
by  the  favorable  policies  of  pre- 
govemments,  including  Suharto's, 
)rmous  wealth  gap  has  gi-own  be- 
i  the  ethnic  Chinese  and  native 
ssians,  or  imbwmi.  When  economic 
are  good,  prosperity  smooths  the 
3ns.  But  periodically  violence 
>,  such  as  in  1965  when  thousands 


In  Jakarta,  shop 
owners  try  to 
salvage 

something  from 
the  ruins  of  their 
torched  stores 


of  etlmic  Chinese 
were  killed  in  the 
aftermath  of  a 
failed  Communist 
coup.  Times  are 
anything  but  good 
now,  and  the  Chi- 
nese fear  another 
explosion. 

Sporadic  ha- 
rassment of  ethnic  Chinese — including 
attacks,  rapes,  and  verbal  threats — is 
continuing  in  Indonesia.  Many  ethnic 
Chinese  feel  the  government  is  doing 
precious  little  to  stop  it.  They  point  to 
alleged  government  or  militaiy  involve- 
ment in  escalating  the  attacks  on  ethnic 
Chinese  fi-om  spontaneous  food  nots  to 
the  organized  arson,  looting,  and  gang- 
rapes  that  occmred  in  mid-May. 

On  May  14,  tnacks  loaded  with  mus- 
cular men  raced  to  shopping  centers 
and  housing  projects  owned  by  ethnic 
Chinese.  They  doused  the  shops  and 
houses  with  gasoline  and  set  off  devas- 
tating fii'es.  At  least  182  women  were 
raped  or  sexually  tortured,  some  of 
them  repeatedly,  by  men  with  crewcuts 
whom  the  victims  believe  to  be  soldiers. 


At  least  20  women  are  confirmed  to 
have  died  as  a  result  of  the  bi-utality. 

Since  then,  some  Chinese  families  in 
Jakarta  have  had  their  front  doors 
marked  with  red  or  black  paint  in  the 
middle  of  the  night — color  codes  they 
are  told  stand  for  "loot  and  bum"  and 
"rape  and  kill."  Sandyawan  Sumardi,  a 
Jesuit  priest  who  confirmed  the  rape 
cases  in  a  report  to  the  Indonesian  Na- 
tional Commission  on  Human  Rights, 
found  a  hand  gi-enade  in  fi-ont  of  his  of- 
fice. The  secretaiy  of  a  Jakarta  ceo  tells 
of  an  experience  common  to  other  ethnic 
Chinese  women:  After  a  taxi  ride  home 
in  late  June,  she  was  told  by  the  driver: 
"I  was  paid  to  rape  you,  but  I  won't 
this  time.  Don't  take  any  more  taxis." 
FEAR  REIGNS.  In  addition,  nine  ghastly 
photogi'aphs  of  naked  women  being  tor- 
tured by  men  in  camouflage  uniforms 
are  now  circulating  on  the  Internet. 
Their  bodies  were  carved  with  the 
words,  "Don't  be  stupid."  Diplomats  and 
human  rights  workers  say  the  pictiu'es 
may  be  fakes,  but  they  illustrate  the 
fear  and  tension  that  reign.  Sukang 
Prasetio,  31,  head  of  the  legal  depart- 
ment of  a  Jakarta  company,  was  unde- 
cided about  whether  to  leave  until  he 
saw  the  Internet  pictures.  A  few  days 
later,  Prasetio,  the  father  of  a  6-month- 
old  girl,  quit  his  job  and  prepared  to 
leave  for  New  Zealand.  He  wUl  consider 
coming  back  "only  after  the  election  next 
year,  and  only  if  we  see  a  good  govern- 
ment, not  like  the  one  now  in  power." 

With  such  sentiments  common  in  the 
Indonesian-Chinese  community,  major 
Indonesian  companies  complain  that 
their  management  ranks  are  thinning. 
Peter  Gontha,  ceo  of  media  conglomer- 
ate Datacom,  was  gi'atified  to  see  two  of 
his  directors  who  had  fled  to  Singapore 
in  May  return — until  he  found  they 
were  only  organizing  a  final  exit.  Sofjan 
Wanandi,  chairman  of  the  Gemala 
Group,  has  lost  five  directors,  and  has  25 
applications  on  his  desk  fi'om  Chinese- 
Indonesians  who  want  to  work  for 
Gemala's  overseas  units,  including  a 
trailer  plant  in  Arkansas. 

Ethnic  Chinese  professionals  from 
around  the  region  hesitate  to  return. 
Singaporean  investment  banker  Tan 
Yong  Seng  turned  down  an  offer  to  to 
be  chief  financial  officer  for  a  Jakarta 
company  because  he  is  afraid  for  his 
vdfe  and  two  kids.  "You're  talking  about 
risking  your  life,"  says  Tan,  42,  who 
used  to  work  for  Deutsche  Morgan 
Grenfell  Inc.  in  Jakarta  and  has  no  in- 
tention of  going  back.  "I  decided  not  to 
take  the  risk." 

Many  young,  well-educated  ethnic 
Chinese  women  are  determined  to 
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Faster.  Eight-gigabite  hard  drives  to  help  you  store  more  and  do  more.,  Common  docking  stations  to  help  you  work  in 
places.  And  fourteen-inch  screens  to  help  you  see  more.  IF  you  really  want  to  see  more,  visit  us  now  at  www.hp.com/omni 
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leave.  They  earned  degrees  abroad  and 
were  recniited  by  brokerages  eight  yeai-s 
ago  tx)  help  get  the  Jakarta  stock  mai'ket 
off  the  gi'ound.  Now,  they  want  out.  A 
stock  analyst  whose  company  recently 
closed  down  is  shunning  Jakaila  job  of- 
fers. On  the  night  of  May  15,  rioters 
pelted  her  window  with  rocks  and  set 
fire  to  cars  on  the  street  below.  "I  was 
inside,  by  myself,  crying,  sleeping  with 


my  sneakere  on,  a  wallet,  my  handphone, 
and  a  golf  club. by  my  bed,"  she  recalls. 

The  brain  drain  is  also  reaching  into 
the  intelligentsia.  Well-known  ethnic 
Chinese  political  scientist  Christianto 
Wibisono  fled  to  Portland,  Ore.,  with 
his  daughter  and  4-month-old  grand- 
daughter On  May  15,  men  dressed  as 
private  security  guards  herded  his 
daughter  along  with  hundreds  of  other 


residents  of  a  luxury  housing  come) 
onto  a  golf  course.  The  residit; 
watched  helplessly  as  a  mob  bu]e( 
dovra  their  houses  and  gang-raped  m 
of  the  women.  It  was  "a  m_aiTiag  f 
convenience  between  latent  racist  i 
es  and  agents  provocateurs,'' 
Wibisono.  His  daughter  was  not  hai 
but  four  neighbors  were  so  bru 
raped  that  they  needed  treat] 


HABIBIE:  'YOU  KNOW.  I'M  NOT  GOD' 


Indonesian  President  B.J. 
Habibie  faces  monmnental 
problems.  TJie  economy  is 
contracting  by  15%,  while 
utiemployment  is  skyrocket- 
ing. His  detractors  claim  he's 
too  closely  linked  to  former 
President  Snhaiio,  and  that 
he's  not  doing  enough  to  re- 
assure tlie  ethnic  Chinese.  In  \ 
an  intenneiv  with  business 
week's  Asia  Regicmal  Editor 
Joyce  Baniatlian  and  Singa- 
pore Bureau  Manager  Micfiael 
Shari,  Habibie  answered  his 
critics.  Excerpts  follow: 

Q:  How  can  you  ensure  the 
well-being  of  the  ethnic  Chi- 
nese, wliA)  were  the  targets  of  recent 
rapes  and  rioting? 
A:  Fii-st  of  all,  what  happened  is  not 
only  a  racial  or  ethnic  thing.  It  is  [a 
result  of]  the  social  gap.  If  you  look  at 
income  per  capita,  the  Chinese  have 
the  highest.  I  have  had  talks  with  the 
Chinese.  One  told  me:  "Look,  I  have  a 
factory  and  a  house.  My  company  was 
not  burned.  The  house  beside  me  was." 
I  asked,  "Why?"  He  said:  "Because  I 
cooperate  with  the  Indonesians  who 
work  with  me.  I  donate  to  the  neigh- 
borhood. And  they  know  me." 

Q:  Are  you  saying  tfiat  tfie  ernes  wlio 
did  not  give  to  the  community  had 
their  hom£S  burned  down? 
A:  No,  I'm  not  saying  that.  But  I 
know  enough  Chinese  who  ai'e. 

Q:  So  you  are  not  worried  abend  a 
brain  drain  as  tlie  Chinese  flee? 
A:  No,  I'm  not  wonied  about  that. 

Q:  Will  you  repeal  latvs  that  discrim- 
iimte  against  tlie  Chinese? 
A:  I'm  now  preparing  to  ratily  the 
U.  N.  convention  on  racial  discrimina- 
tion, torture,  and  human  rights. 


Q:  Do  you  think  the  attacks  on  the 
Chinese  were  planned? 
A:  Not  by  the  Indonesian  people.  I 
don't  know,  maybe  there  are  those 
who  want... a  social  revolution. 

Q:  Wiat's  your  main  economic  goal? 
A:  My  fu-st  goal  is  to  stop  inflation.  I 
have  to  control  the  supply  of  money.  I 
have  asked  the  Minister  of  Finance 
not  to  take  iTipiah  to  [recapitalize]  the 
banks  from  Bank  Indonesia  (the  cen- 
tral bank).  My  instructions  ai"e:  Don't 
piint  money. 

Q:  Has  your  plan  been  successful? 
A:  I  have  asked  the  [central  bank]  to 
consider  keeping  interest  rates  high 
for  two  months.  Money  will  be  sucked 
in  by  the  high  interest  rates  and  infla- 
tion win  go  down.  I  also  asked  my  eco- 
nomic team  to  produce  a  balanced 
budget  that  should  not  be  based  on 
printing  money.  Funds  fi'om  the  IMF 
will  help  us  have  a  balanced  budget.  I 
tlunk  we'll  see  results  in  September 
or  October.  That  vrill  happen  by  doing 
everything  transparently. 

Q:  Transparency  hasn't  been  prac- 


ticed ynuch  in  tlie  post. 
A:  We  need  transpai'ency  h 
monetary  policy — and  also 
with  the  presidential  institi 
tion.  You  [journalists]  could 
never  talk  with  the  Preside 
before.  What  I  am  doing  is 
just  normal. 

Q:  So  your  predecessors'  h 
liavior  was  not  normxil? 
A:  That  was  their  values, 
me,  it  was  sti"ange.  I  want  tc 
remembered  as  the  first  Ii 
donesian  Pi'esident  who  is 
like  you  and  me.  Not  a  gd 

Q:  Have  you  been  in  touch 
with  former  Pre^dent  S\ 
A:  I  have  spoken  with  him  only  o: 
birthday.  The  last  time  I  met  Pres| 
dent  Suhaito  was  the  day  that  he 
stepped  down. 


Q:  Wiat  role  does  Islam  play  in  t\ 
government? 
A:  We  are  a  [religiously  tolerant] 
eiTiment.  We  put  belief  in  God  at 
top.  I  don't  make  any  difference  b 
tween  Islam,  Christianity,  or  Juda 
Ninety-nine  percent  of  the  people 
here  believe  in  one  God.  The  diffe 
ence  between  Muslims  and  Christ 
is  that  Muslims  believe  that  God 
not  a  man  but  that  God  is  a  spirit 
maybe  we  have  more  similarities 
the  Jews.  Muslims  do  not  eat  per 
I  am  m  the  U.  S.,  I  just  look  for  1 
Jewish  restaurants  and  I  can  eat 
everything. 


Q:  Is  there  any  way  to  reassure 
pie  tliat  tlie  riots  will  never  happ 
again? 

A:  You  know,  I'm  not  God.  I'm  d 
what's  systematically  wdthin  my 
pacity  as  President:  making  laws| 
taking  a  different  approach.  Giv€ 
time.  Give  the  people  tim.e.  , 


ho- 
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You   see  coffee 


We   see  data 


Two-thirds  of  the  Fortune  500  rely  on  Sprint's  vision  of  data 

Every  day,  industry  relies  on  data  to  sell  products,  satisfy  customers  and  manage  people  and 
processes.  That's  why  Sprint,  as  a  leader  in  advanced  data  communications,  offers  a  full  portfolio 
of  solutions  for  your  applications  —  from  simple  e-mail  to  complex  integration  of  voice,  video  and 
data.  And  that  lets  us  give  thousands  of  companies  a  competitive  edge  We  can  do  the  same  for 
you.  Because  business  runs  on  data.  And  data  runs  on  Sprint.www.sprint.com  1-888 -730 'DATA 


Sprint 


We  help  your  business  do  more  business  ' 
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SPAIN  

SPAIN'S  SUCCESI 

The  economy  is  fast 
becoming  one  of 
Europe's  healthiest 


at   Singaporean   psychiatric  wards. 

Those  who  have  stayed  behind  are 
sending  abroad  every  penny  they  can. 
Katherine  Susanto,  a  16-year-old  who 
is  one  of  180  new  ethnic  Chinese  stu- 
dents enrolled  at  the  Indonesian  school 
in  Singapore,  says  her  father,  an  optician 
in  Jakarta,  changes  every  rupiah  he 
earns  into  dollars  to  cover  the  $1,000 
per  month  in  school  fees  and  hving  ex- 
penses that  it  costs  to  keep  her  and 
her  mother  there.  "Jakarta  is  still  not  a 
safe  place  for  women,"  says  her  mother. 

While  the  government  of  President 
B.J.  Habibie  has  taken  some  steps  to 
induce  ethnic  Chinese  to  return,  few  in 
the  community  feel  they  go  far  enough. 
"They  need  to  restore  confidence  in  or- 
der to  get  the  contribution  of  [ethnic 
Chinese]  in  rebuilding  the  nation,"  says 
Singaporean  banker  Tan.  "How  do  you 
convince  a  guy  with  a  burned-down 
house,  'Come  back,  we  need  you?' " 

Habibie  has  ordered  an  investigation 
of  the  rapes.  But  he  clearly  doesn't  want 
the  ethnic  Chinese  to  play  as  promi- 
nent a  I'ole  in  the  economy  as  before.  "I 
think  it  would  be  sad  if  our  economy  or 
oui'  future  were  dependent  on  one  eth- 
nic or  racial  gi-oup,"  he  told  business 
WEEK  in  an  intei-view. 
BURNED  OUT.  Instead,  Habibie  is  re- 
building the  distribution  system  using 
jrribumi  companies  and  forcing  out  Chi- 
nese ones.  The  government  has  taken 
away  millions  of  dollars  worth  of  con- 
tracts from  ethnic  Chinese  distributors 
of  state-subsidized  foods,  even  though 
they  had  remained  in  the  country.  The 
tension  is  such  that  sources  say  Salim 
Group  subsidiary  Indofood,  which  re- 
ported losses  of  $80  million  in  the  first 
cjuarter,  wants  to  sell  its  operations. 
The  company  would  not  comment.  Its 
prominent  ethnic  Chinese  founder  Liem 
Sioe  Liong  and  his  son  Anthony  Salim 
moved  pennanently  to  Singapore  after 
their  home  was  torched  by  rioters. 

It  will  take  years  if  not  generations 
to  repaii'  the  damage  fi'om  the  anti-Chi- 
nese riots.  In  the  meantime,  the  ethnic 
Chinese  are  arming  themselves,  buying 
pistols  and  i-ifles  in  Jakaita  shops  and  on 
the  black  market.  Some  neighborhoods 
are  pooling  their  money  to  buy  protec- 
tion. "A  guy  I  know  is  taking  shooting 
lessons,"  says  Marlina  Ng,  a  26-year- 
old  financial  analyst  in  Jakarta  who  fled 
to  New  York.  "Maybe  if  we  amied  oui"- 
selves,  they'd  be  scared  to  do  it  again." 
To  many  Indonesian  Chinese,  if  they 
can't  depend  on  the  government  for  pro- 
tection, the  only  options  are  to  defend 
themselves — or  flee. 

By  Michael  Sfmri  in  Jakarta,  with 
Jonathan  Moore  in  Kuala  Ln  tnpur 
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eta4's  name  isn't  the  only  clever 
thing  about  the  seven-year-old 
software  startup.  Most  of  its 
550  employees  are  whiz-ldd  pro- 
gi'ammers  in  theii"  late  20s.  Sales  at  the 
$23.5  million  company  doubled  last  yeai; 
and  20%  of  them  are  exports.  Founder 
Juan  Moran,  39,  has  banned  paper  com- 
munication at  Meta4,  insisting  on  E- 
mail  for  speed,  and  he  does  his  recruit- 
ing over  the  Internet.  "In  a 
knowledge-based  economy,  we  can  com- 
pete ver-y  well,"  says  Moran. 

The  latest  high-tech  success  stoiy  in 
SUicon  Valley?  No,  Meta4  is  just  outside 
Madrid — and  a  prime  example  of  how 
Spain  is  racing  ahead  of  European 
neighbors.  Spain's  factories  ai'e  among 
the  most  productive  on  the  Continent, 
its  banks  among  the  most  profitable.  A 
tier  of  midsize  industrial  companies  is 
gaining  global  muscle.  Govemment-led 
labor  reforms  are  creating  a  flexible 
workforce.  And  a  new  generation  of 
managers  is  promoting  innovation  and 
developing  intellectual  capital.  All  this 


has  positioned  Spain  to  be  a 
single-currency  Europe,  whose 
will  have  to  compete  for  jobs  and! 
more  ferociously  than  ever  befor 
With  gi'owth  approaching  4%  if 
flation  at  just  half  that  rate,  the  kja 
now  benchmark  themselves  agaiSt 
U.S.  and  Britain,  rather  than  p 
as  they  used  to.  In  the  past  twc^f 
the  country  has  brewed  up  691,0*1:  j 
more  than  half  of  all  new  jobsfn 
European  Union.  "Right  now, 
the  shining  light  of  the  EuftJ 
Union,"  says  Ken  Wattret,  senicjte; 
omist  at  Banque  Paribas  in  Loii 
BOLD  MOVES.  Spain  is  reaping 
efits  of  long-term  economic  refoii 
started  hesitantly  and  gained  co| 
in  1986,  when  it  joined  the  EU. 
corj^orate  tax  rates  were  slash^ 
40%  to  35%— a  big  draw  for 
vestment.  Bold  moves  by  the 
ment  of  Prime  Minister  Jose  Mfl 
nar.  elected  in   March,   199(1.  1 
accelerated  the  momentum  forjia 
Aznai-  has  pushed  thi-ough  $1.3  %( 
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1  nent  spending  cuts,  a  flat  capital- 
I  ax  of  20%,  and  a  freeze  on  the 

I  )f  civil  servants. 

j  government  has  also  opened  key 
(  of  the  economy  to  competition, 

II  g  telecoms,  oil,  and  gas,  and  sold 
remaining  stakes  in  Telefonica, 
iwing  bank  Argentaria,  and  en- 
oup  Repsol.  Revenues  from  pri- 
ons since  1996  have  topped  $28 
which  has  helped  lower  govem- 

i  ibt.  Last  year,  in  a  critical  labor 
the  government  made  it  less 
)r  companies  to  lay  off  workers 

8  lied  permanent  contracts. 

^  ugh  the  Spanish  economy  is  only 

■  Ih  as  big  as  Germany's,  its  car 

»  >'  is  No.  3  in  Europe — behind 
V  and  France.  It  is  ahead  of 

"  uid  Italy,  exporting  some  80%  of 
million  autos  that  it  produces 

'  Agriculture  has  fallen  to  4%  of 
mestic  product — which,  at  $584 
s  about  the  size  of  Canada's — 

^  ^ancial  sei-vices  account  for  15% 


PUMPED-UP  MADRID:  The  country's 
muscle  is  evident  in  the  many  new 
buildings  here  mid  in  Barcelona 

The  transformation  has  stunned  many 
who  doubted  that  Spain  could  cast  off 
its  free-spending  habits  and  qualify  for 
the  new  single  currency  in  1999.  Spain 
easily  made  the  cut  this  May.  Its  budget 
deficit  is  at  2.6%  of  gdp — well  below 
the  3%  Maastricht  Treaty  limit.  And 
with  the  deficit  forecast  to  fall  to  2.4% 
in  1998,  Spain  fiscally  outclasses  many  of 
its  neighbors  to  the  north. 

Lured  by  labor  costs  that  are  less 
than  half  of  Germany's,  foreign  multi- 
nationals have  been  a  powerful  force  in 
Spain's  coming  of  age,  spending  billions 
on  factories  that  now  rank  among  the 
most  productive  worldwide.  German 
auto  maker  Opel  has  invested  a  total 
of  $4  billion  in  its  Spanish  operations 
and  now  exports  more  than  90%  of  its 
Spanish  production  of  Corsas  and  Tigra 
coupes.  "We  were  the  last  train  in  Eu- 
rope," says  Javier  Oraa,  board  member 
and  general  manager  at  Opel  Espaha. 
"Now,  we  are  in  one  of  the  leading  po- 
sitions. We  want  to  stay  there." 

Today's  economic  success  beai's  httle 
resemblance  to  the 
boom  of  the  late 
1980s,  which  led  to  a 
resounding  bust  in 
1992.  In  a  growth 
spurt  fueled  by  gov- 
ernment spending  and 
an  overvalued  peseta, 
the  public  deficit 
soared,  inflation  hov- 
ered between  12%  and 
13%,  and  interest 
rates  topped  14%. 
Spain  bit  the  bullet. 
Spending  cuts,  dereg- 
ulation, and  privatiza- 
tion have  dominated 
the  government's 
agenda  since  1993.  In 
fact,  when  it  comes  to 
public-sector  reform, 
Spain  is  at  the  head 
of  the  EU  class.  The 
state  plans  to  be  out 
of  everything  except 
coal  mines  by  2001.  If 
it  meets  that  goal, 
Spain  will  have  out- 
paced both  Germany 
and  France  in  priva- 
tizing state  industry. 

The  wave  of  priva- 
tization has  given  rise 
to  Spain's  first  true 
multinationals.  Spain 
is  the  world's  No.l  in- 


SPAIN'S  EXPANDING 
ECONOMY... 


AND  BOOMING 
EXPORTS... 


...ARE  PUniNG 
PEOPLE  TO  WORK 


DATA:  OECD,  MORGAN  STANLEY  DEAN  WITTER  FORECASTS, 
BANCO  SANTANDER 


vestor  in  Latin  America  and,  for  the 
first  time  last  year,  a  net  exporter  of 
capital.  Telefonica,  fully  privatized  in 
1997,  has  invested  $5.7  billion  in  Latin 
America  since  1990  and  is  the  region's 
No.l  telephone  operator 

And  in  banking  and  finance,  Spain 
has  a  global  edge.  Regulatory  reform 
after  the  collapse  of  giant  Banco 
Banesto  in  1994  turned  a  cluster  of  do- 
mestic banking  midgets  into  a  handful  of 
powerful  financial  groups.  Banco  San- 
tander,  vrith  $173  biUion  in  assets,  ranks 
19th  in  Europe,  while  rival  Banco  Bilbao 
Vizcaya  (bbv),  with  $141  billion,  is 
No.  23.  Pretax  returns  on  capital  are 
18%  and  22%,  respectively — among  the 
highest  in  Continental  Europe.  And 
their  clout  is  grovring.  "We  now  have 
size.  We  are  able  to  make  big  invest- 
ments," says  BBV  Chairman  Emilio  Ibar- 
ra y  Churruca,  who  is  bidding  on  banks 
in  Brazil,  Chile,  and  Italy. 
INFECTIOUS.  Spain  has  much  unfinished 
business.  Its  economic  leap  has  thrown  3 
million  people  out  of  work — largely  in 
agriculture.  At  around  19%,  the  jobless 
rate  remains  stubbornly  high,  largely 
because  firing  workers  is  still  more  ex- 
pensive than  anywhere  else  in  Europe. 

The  average  cost  of 
laying  off  employees 
on  permanent  con- 
tracts—who account 
for  two-thirds  of  the 
work  force — is  two 
years  of  full  salary. 
Spain  also  carries  the 
legacy  of  a  heavy  pub- 
he  sector 

But  the  mood  in 
the  private  sector 
could  prove  infectious. 
The  30-  and  40-year- 
olds  now  iTiling  corpo- 
rate suites  are  bent  on 
absorbing  the  lessons 
of  the  U.S.  For 
Spain's  young  genera- 
tion, staying  among 
the  front-runners  in 
the  new  Europe  is 
everything.  "The  feel- 
ing is  this  time  we 
can't  be  left  out,"  says 
Javier  Loizaga 
Jimenez,  a  partner  at 
Madrid's  Mercapital 
Financial  Services. 
The  smart  money  is 
betting  they  won't  be. 

By  Gail  Edmond- 
son  in  Madrid,  with 
Margaret  Popper  in 
Barcelona  and  Andy 
Robinson  in  Madrid 
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Companies  are  getting 
dragged  into  an  arena 
of  fierce  combat 


Vhen       '^^^  Robert  I.  Goldman,  chief  ex- 
ecutive officer  of  Congress  Financial  Corp., 
filed  for  divorce  fi'om  his  wife,  Vira,  in  1996,  he 
had  good  reason  to  expect  the  lion's  share  of 
their  $100  milhon  estate.  After  all,  even  the 
judge  agreed  that  "Goldman's  career  was  noth- 
lort  of  spectaculai"."  He  became  ceo  of  Congi'ess  (now  a 
if  First  Union  Corp.)  in  1968,  five  years  after  his  mar- 
By  1996,  he  was  earning  $6.4  million  a  year  and  had 
million  in  Congi'ess  stock.  Meanwhile,  New  York  State 
Walter  B.  Tolub  Jr.  observed,  "Mrs.  Goldman  became 
roverbial  housewdfe."  After  becoming  pregnant  in  1966, 
ays  she  stopped  teaching  and  spent  the  next  three 
es  raising  their  daughter  Olexa,  cooking  Robert's  meals, 
ing  him  into  fitting  rooms  to  make  sui-e  his  suits  looked 
and  assembling  a  $2.5  milhon  collection  of  antiques  to 
in  their  tovmhouse  on  New  York's  Sutton  Place.  "I  was 
for  him  200%  every  step  of  the  way,"  says  Vira. 
.  if  the  Goldmans'  maiTiage  was  traditional,  their  divorce 
aything  but.  In  the  past,  settlements  involving  the  super- 
:enerally  favored  the  spouse  eaiTiing 
ost  money.  That  was  most  often  the 
vho  could  usually  count  on  keeping  at 
two-thirds  of  the  couple's  joint  as- 
and  sometimes  more.  But  in  a  stun- 
\pr  22  decision,  Tolub  iiiled  that 
ffladun-Goldmann  (as  she  is  now 
i)  was  entitled  to  50%  of  the  pie, 
ing  $44  million  in  restricted  Con- 
stock  that  the  company  was  ob- 
1  to  buy  back.  It  was  the  lai-gest 
oom  divorce  award  in  New  York 
"In  a  long-temi  mairiage,"  Tol- 
:reed,  "the  distribution  of  maii- 
operty  should  be  equal  or  as 
0  equal  as  possible." 
come  to  the  New  Executive 
e.  Powerful  cultui-al,  legal,  and 
nic  forces  are  combining  to 
terminating  a  mairiage  more 
:ive  than  ever — especially  for 
anking,  well-compensated 
sspeople.  And  that,  in  turn, 
dng  the  whole  process  of 
5,  never  pleasant  to  begin 
nuch  uglier  Husbands  are 
iling  theii-  money  away  in  se- 
uibbean  tmsts,  wives  are  accusing  their  exes 


of  abuse,  and  lawyers  are  walking  off  with  seven-figure  fees. 

The  new  nastiness  fii-st  gained  national  attention  last  yeai* 
when  Lorna  Wendt  won  $20  million  fi'om  her  husband  Gary, 
the  CEO  of  GE  Capital.  But  the  Wendt  case  is  part  of  a  much 
broader  revolution  affecting  executives  throughout  upper 
management.  For  starter's,  divorce  among  executives  is  on  the 
increase,  according  to  a  poll  by  the  American  Academy  of 
Matrimonial  Lawyers — in  part  because  it  has  lost  its  stigma 
among  the  business  elite.  And  as  divorce  becomes  more 
prevalent  in  executive  circles,  the  higher-than-ever  stakes 
and  lower-than-ever  tactics  are  increasingly  becoming  a  busi- 
ness issue.  When  their  maniages  draw  to  an  end,  execu- 
tives are  increasingly  facing  the  prospect  of  handing  their  an- 
giy  spouses  large  equity  stakes  in  theii-  businesses,  sensitive 
competitive  infomiation,  and  even  board  seats. 
STICKY  SITUATIONS.  Consider  the  bitter  divorce  between  cell- 
phone pioneer  Craig  McCaw  and  his  wife,  Wendy,  a  pubhcity- 
shy  environmentalist  who,  according  to  trial  documents,  ran  up 
monthly  bills  of  $190,000  to  support  her  lifestyle.  Dming  pro- 
ceedings that  began  in  1995,  a  comt  order  severely  ci-imped 
Craig's  business  deahngs  by  prohibiting  him  fi-om  making  any 
major  sale  of  his  pereonal  assets,  then  valued  at  $1.3  bil- 
lion. Although  the  restriction  was  later 
lifted,  he  ultimately  gave 
Wendy  stock  in  liis  companies, 
Nextel  Communications  and 
NextLink,  now  worth  $663  mil- 
lion. She  recently  flexed  her 
muscle  by  choosing  a  Nextlink 
board  member.  And  now  News 
Corp.  ChaiiTnan  Rupert  Mmxloch 
faces  a  similai"  possibility.  On  July 
21,  his  wife,  Anna  Murdoch,  a 
News  Coi-p.  board  member,  filed 
for  divorce,  which  could  force  the 
tycoon  to  pait  with  a  portion  of  his 
controlling  stake  in  the  company. 

To  avoid  such  sticky  situations, 
more  and  more  boards  are  being 
forced  these  days  to  think  about  di- 
vorce— once  a  purely  personal  issue 
that  rarely  arose  in  business  discus- 
sions. As  stock  options,  for  example, 
become  a  more  common  form  of  exec- 
utive compensation,  judges  are  now 
routinely  divvying  them  up,  often  drag- 
ging companies  into  couit  to  come  up 
with  fair  valuations.  So  companies  are 
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scrambling  to  protect  employees  by  deferring 
options  and  other  compensation  until  after  the 
divorce  is  final.  Other  businesses,  meanwhile, 
are  drawing  up  contracts  forcing  spouses  to 
waive  their  interests  in  the  mate's  business. 
"I'm  talking  with  coi-porate  lawyers  all  the 
time  about  structuring  agreements  [to  pre- 
vent] a  company's  shares  from  being  taken  by 
a  spouse  in  divorce,"  says  Philadelphia  family- 
law  attorney  David  N.  Hofstein. 

In  spite  of  all  the  progress  women  have 
made  in  the  workplace,  the  roles  in  this  drama 
are  still  distressingly  familiar.  Generally,  the 
one  who  made  the  big  money  is  the  husband 
and  the  one  who  is  fighting  to  get  a  fair  shai*e 
of  it  is  the  wife.  But  as  more  women  ascend  to 
the  executive  suite,  the  proportions  are  gi-ad- 
ually  beginning  to  change.  Alice  Hector,  a 
high-powered  Miami  lawyer  earning  over 
$300,000,  is  now  fighting  over  custody  of  her 
kids  with  her  ex-husband,  Robert  Young.  Be- 
cause he  stayed  at  home,  a  Florida  court  on 
June  24  ruled  that  Young  was  entitled  to  pri- 
mary custody,  alimony,  and  child  support.  An 
outraged  Hector  is  appealing  the  decision.  She 
"never  expected  that  something  like  this  could 
happen,"  and  is  "very  concerned"  about  what  it 
means  for  working  women,  says  her  attorney. 
Lance  A.  Harke. 

"MEAT  GRINDER."  For  executives  of  both  gen- 
ders, the  agonies  of  divorce — the  trauma  of 
ending  a  relationship,  separating  from  children, 
and  forging  a  new  personal  life — are  only 
heightened  by  the  complications  of  so  much  wealth.  Former 
Cadence  Designs  Systems  ceo  Joseph  Costello,  who  says  he 
paid  $30  million  last  yeai*  to  settle  his  divorce,  likens  the  ex- 
perience to  "being  pushed  into  one  end  of  a  meat  grinder."  At 
work,  CEOs  "ai'e  used  to  getting  what  they  want,  when  they 
want  it,  if  not  yesterday,"  says  Manhattan  divorce  attorney 
Leonard  G.  Florescue.  To  then*  shock,  in  divorce  couit,  their 
business  achievements  ai-e  valued  the  same  as  tasks  such  as 
changing  diapers,  cooking  meals,  and  chauffeuring  kids.  And 
their  hai'd-won  savings  are  being  divvied  up  accordingly. 

That's  proving  hai'd  for  many  CEOs  to  swallow.  By  the  time 
Costello  married  Margaret,  a  foi-mer  recruiter  for  Cadence,  in 
1989,  he  was  already  president  of  the  firm.  "I  built  Cadence — 
that's  my  work  of  ait.  I  didn't  build  it  with  her,"  he  says, 

fuming.  After  two 
years  of  warfare,  he 
ended  up  giving  Mai*- 
gai'et  their  spectacular 
second  home  in  Carmel,  Calif.,  and  700,000  shares  in  Cadence, 
a  third  of  his  holdings  at  the  time.  "To  have  a  major  piece 
ripped  away  felt  like  I  was  being  violated,"  he  complains. 

Not  a  lot  of  executive  wives  sympathize.  Many  were  elec- 
trified by  the  highly  publicized  Wendt  case.  Loma's  battle  for 
half  their  estate  raised  consciousness,  much  as  the  Anita 
HiU  case  had  for  victims  of  sex  harassment.  Since  the  Wendt 
case,  women  are  "taking  a  much  harder  stand,"  reports  New 
York  divorce  attorney  Harriet  Nevmian  Cohen.  "They're 
telling  me,  'I  want  to  fight  like  Loma  Wendt  fought.' "  A  new 
BUSINESS  WEEK/HaiTis  Poll  of  Americans  in  households  earn- 
ing over  $100,000  shows  a  wide  chasm  between  men  and 
women  on  this  controversial  issue.  Among  women  polled, 
52%  agreed  with  Loma's  claim  that  she  was  entitled  to  half  of 
the  estate,  in  contrast  with  34%  of  the  men  (page  62). 

Gary  Wendt  and  Joe  Costello  can  blame  their  troubles  on  a  le- 
gal revolution  that  has  been  at  least  two  decafles  in  the  making. 
As  recently  as  1970,  most  states  simply  gave  propeity  at  divorce 


LINDA  AND 
FAYEZ  SAROFIM 

Details  of 
their  divorce 
settlement  were 
sealed,  but  not 
before  she 
aired  ugly  abuse 
charges 


Cover  Story 


ELLEN  AND 
GERALD  REICH 

A  rare 
postnuptial 
agreement  was 
challenged 
in  court, 
and  their 
dispute  is 
headed 
for  trial 


to  the  spouse  who  held  title — usuully  the  husband.  Even  i 
long  marriage,  the  wife  was  often  "cut  off  after  divorce  ^ 
Chicago  attomey  Michael  Minton.  "If  she  was  lucky,  she  >t 
house — but  usually  not  enough  money  to  maintain  it."\ 
generally  made  out  better,  though,  in  the  eight  so-calk  (■ 
munity  property  states,  including  California  and  Texas,  i 
By  1985,  women's  activism  had  forced  every  state  tia( 
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iling  for  a  moi'e  equitable  division  of  estates  at  divorce. 
!a  was  that  wives  deserved  a  fair  share  of  the  proper- 
n  if  everything  was  in  the  husband's  name.  That,  of 
begged  the  question  of  what  was  "fail"."  In  liis  1983 
Vhat  is  a  Wife  Worth?,  Minton  used  input  from  econo- 
industrial  psychologists,  and  others  to  calculate  the 
■f  the  work  done  by  an  executive  wife,  assuming  the 
i  had  to  hire   
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ments  contend  that  this  premise  Ls 
'  wives  who  have  volimtai'ily  sac- 
]  heir  careers  for  the  good  of  the 
^  Vlartha  L.  Fineman,  a  Columbia 


University  family-law  professor  who  testified  for  Loma 
Wendt  and  Wendy  McCaw,  points  out  that  marriage  is  "a 
partnership  that  produces  many  different  things:  children, 
sexual  satisfaction,  emotional  support,  a  home,  and — of 
course — money."  But  at  divorce,  much  of  what  women  typ- 
ically contribute,  such  as  child  care,  has  been  consumed.  The 
couple  is  left  with  "the  economic  things,"  she  says.  Be- 
cause couits  now  see  marriage  as  a  shai'ed  endeavor,  they 
increasingly  iiile  that  the  wife  desei-ves  half  of  what's  left 
over,  Fineman  says. 

"DISCARDED  IDEA."  One  of  the  first  cases  articulating  the 
new  view  involved  Edson  deCastro,  co-founder  and  then- 
CEO  of  Data  General  Corp.  Edson  argued  he  was  a  "genius" 
whose  "unique  role  in  the  computer  industiy"  entitled  him 
to  most  of  the  couple's  Data  General  stock.  It  was  a  brazen 
ai'gument  for  a  man  who,  the  couil  found,  had  yeai's  earli- 
er moved  out  of  the  house  to  Uve  with  another  woman, 
leaving  his  wife,  Jean,  to  assume  "90%  of  the  responsibility" 
for  the  nonfinancial  needs  of  their  thi-ee  children.  In  1993, 
the  Massachusetts  Supreme  Court  dismissed  his  appeal  as 
"a  resurrection  of  the  discarded  idea  that  the  wage 
earner  is  entitled  to  most,  if  not  all,  of 
the  benefits  of  paid  work."  It  then  up- 
held a  ruling  that  Jean  should  get  half 
their  $17.4  million  estate. 

To  be  sure,  many  executive  spouses 
still  win  fai-  less  than  half  the  pie.  Loma 
Wendt,  the  unofficial  "poster  wife"  of 
the  revolution,  admits  that  the  $20  million 
she  received  in  her  divorce  "is  not  any- 
tliing  near  50%"  of  their  estate,  and  she's 
appealing  for  a  full  50%. 
In  addition  to  dividing  property  more 
equally,  couits  ai-e  also  steadily  expanding  the  pot  to  include 
new  types  of  assets.  Many,  for  example,  have  been  target- 
ing stock  options — often  the  bulk  of  an  executive's  wealth. 
Thanks  to  the  gi'owing  practice  of  compensating  top  execs 
with  stock  and  the  roaiing  bull  market,  the  f:E<)s  of  180  of 
the  nation's  largest  public  companies  held  an  average  of 
$28.7  million  in  their  company's  options  at  the  end  of  1997, 
according  to  the  compensation  finn  Pearl  Meyer  &  Partners. 

Until  the  mid-1980s,  stock  options  were  not  even  considered 
property  subject  to  distribution  in  most  states.  But  now,  vir- 
tually eveiy  state  considers  vested  options  marital  property. 
And  the  courts  increasingly  ai"e  going  after  unvested  options 
that  have  been  gi'anted  during  the  mannage  but  are  not  yet 
exercisable  at  the  time  of  divorce.  Why?  Because  as  long  as  the 
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options  were  gTiinted  lor  work 
done  diumg  marriage,  they  ai'e 
just  as  much  a  fomi  of  "maiital 
property"  as  otlier  income. 

This  has  opened  a  Pando- 
ra's box  for  divorcing  execu- 
tives and  their  companies. 
Since  New  York  and  other 
states  have  held  that  op- 
tions are  "marital  property"  insofar  as 
they  were  gi-anted  for  past  services,  rather  than  as 
a  futiu'e  incentive,  divorce  courts  must  now  giill  companies  on 
the  strategic  thinking  behind  theii'  benefits  plans  as  well  as  on 
what  the  options  might  be  worth.  This  fi'equently  forces  cor- 
porate employees  to  testify  in  divorce  court.  Moreover,  it  is 
viitually  impossible  to  place  an  acciu'ate  value  on  unvested  op- 
tions. If  the  stock 
falls,  they  might  pi'ove 
worthless.  But  that 
hasn't  stopped  courts 
from  valuing  them,  albeit  with  vaiying  results. 

Judge  Edward  Jordan  in  Cook  County,  111.,  argues  that  the 
fau'est  approach  is  simply  to  set  the  options  aside  until  they  ma- 
ture. But  in  the  Wendt  case,  the  judge  concluded  this  would 
create  too  much  potential  foi'  "continued  stiife  and  hostility."  In- 
stead, he  devised  a  complex  formula  for  valuing  Gaiy's  CE  op- 
tions, then  ordered  him  to  pay  Loma  half  that  amount. 

Another  dicey  problem  that's  arising  more  frequently: 
when  husband  and  wife  have  built  a  business  together.  That's 
the  central  issue  in  the  pending  divorce  trial  of  Isabell  and 
Comer  Cottrell.  Wlien  Isabell  met  Comer  in  1975,  he  was  the 
owner  of  a  fledgling  ethnic  hair-care  products  company,  Pro- 
Line  Corp.,  now  based  in  Dallas.  The  following  year,  Isabell 
says,  she  joined  the  company,  and  in  1977,  they  were  manied. 
Over  time,  thanks  to  products  such  as  hair  relaxers,  Pro- 
Line's  sales  have  risen  to  neai'ly  $60  milhon.  Isabell,  a  foiTner 
Miss  Black  Alabama,  rose  from  market  analyst  to  executive 
vice-president,  even  as  she  raised  their  cliildren.  Comer  says 
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that  Isabell  overstates  her  role  in  Pro-lnc 
In  the  August  trial,  Isabell  will  argue  s;  i 
entitled  to  half  of  Pro-Line,  worth  up  tc{& 
million.  But  last  year  she  accepted  a  $2.8nii 
Hon  settlement,  which  she  is  now  tryir  t 
get  out  of.  To  get  most  of  the  money,  Isjei 
says,  Comer  insisted  she  would  have  to  or: 
as  a  "special  consultant"  to  Pro-Line,  repr ; 
only  to  her  ex-husband,  at  an  effective  s 
of  $180,000  a  year — a  fraction  of  wh;ii 
made  as  executive  vice-president.  Come 
putes  her  version  of  the  facts  and  argue,- 
the  company  is  his  sole  property,  sin( 
owned  it  prior  to  the  mairiage. 

Faced  with  such  contentiousness,  moi 
eeutives  are  mshing  to  protect  thems' 
For  high-ranking  businesspeople  of  both  : 
prenuptial  agi-eements  remain  by  far  the 
effective  weapon.  Yet  they  are  still  the  c 
tion,  not  the  rale.  In  the  BUSINESS  WEEl- 
ris  Poll,  just  3%  said  they  had  signed  a  p: 
even  though  roughly  one-third  had  beet 
ried  at  least  twice.  One  reason:  Getting 
tended  to  sign  "is  not  as  easy  as  iti. 
sound,"  says  Boston  attorney  Harold  Pq 
DEADLINE  PRESSURE.  And  prenups  ai-e  no 
clad.  If  the  poorer  spouse  isn't  fau-ly  tr 
the  contract  may  be  nullified.  That's  whs 
pened  to  Florida  hotelier  Philip  J.  M(j 
Two  days  before  marrying  Gayle  Hjor 
1987,  he  suddenly  presented  hei-  with  a  t| 
that  didn't  disclose  his  net  worth,  then  $2  million.  Hjf 
who  had  zero  net  woith,  was  given  "only  one  day  t| 
counsel ...  or  cancel  the  wedding,"  a  Florida  court 
Wlien  the  mamage  collapsed  six  years  later,  McCabe 
to  enforce  the  prenup,  which  provided  Hjortaas  just 
But  the  court,  raling  the  prenup  was  both  "the  pro^ 
duress"  and  "inequitable,"  threw  it  out  instead. 

Other  types  of  deals  between  divorced  couples  are  alsl 
scratinized  anew.  Last  year,  a  New  York  appeals  col 
fused,  in  a  preliminaiy  ruling,  to  enforce  a  postnuptialj 
ment,  a  rare  type  of  contract  that  is  essentially  a 
made  aftei-  maniage.  The  postnup  in  question,  signed  i 
after  a  29-yeai-  maniage,  provided  that  Ellen  Reich  I 
immediately  receive  $11  million  in  exchange  for  givingj 
rights  to  the  other  assets  of  husband  Gei-ald  I.  Reich,  a  ■ 
attorney.  But  after  Gerald  filed  for  divorce,  Ellen,  saysl 
torney  Norman  Sheresky,  moved  to  have  the  postif 
aside,  alleging  that  he  had  used  "terror  and  intimidati| 
dupe  me  into  signing  a  document  that . . .  gi-ossly  unde 
our  assets."  Tlie  charges  "ai'e  all  untiiae,"  says  Ger-ald's  ^. 
Peter  Bronstein.  The  matter  is  now  headed  to  trial,  i. 

Meanwliile,  executives  who  don't  have  prenups  ai|i 
tmiiing  to  aggi'essive  new  strategies  to  recluce  their  |D 
take  in  a  divorce.  Dallas  attorney  Michael  McCui'ley,  pte 
of  the  American  Academy  of  Matrimonial  Lawyers,  § 
called  predivorce  planning  strategies  ai"e  becoming  incfe 
ly  common.  One  tactic  is  to  "gaiTie"  compensation  by  ii" 
moj-e  of  it  into  the  futiu-e.  Some  executives,  for  exank 
theii-  boai'ds  to  say  that  stock  options  ai'e  being  grant  e  f 
tui'e  as  opposed  to  past  sei^vices.  Others  are  "concealin  c 
declining  promotions,  and  defening  opportunities"  untO  lit 
divorce,  says  Miami  attorney  Maurice  J.  Kutner,  who  liffi^ 
American  Bar  Assn.'s  Family  Law  Section. 

Executives  in  private  companies  can  sometimes  p 
boundaiies  of  ethics  even  further.  They're  often  miU 
disguising  income  as  corporate  "benefits."  By  ha'pg  .^^ 
company  pick  up  the  tab  for  eveiything  fi'om  cars  li  H^jl'"'' 
"you  might  see  an  executive  with  a  W-2  of  $50,0(1  bi 
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tyle  of  $;!00,000,"  says  Bruce  L.  Richman,  an  accountant 
Clifton  (Junderson  u.c.  And  businesspeople  in  private 
Danies  almost  always  undervalue  their  private  holdings, 
h  are  far  trickier  to  analyze  than  public  entities. 
;rhaps  the  most  extreme  strategy,  and  the  most  ethical- 
ibious,  is  to  shift  assets  into  an  offshore  ti-ust  in  such 
ns  as  the  Cayman  Islands,  Belize,  and  Gibraltar,  which 
recognize  U.  S.  divoi-ce  judgments  (box).  They  can  be  re- 
ably  effective.  Stephen  C.  Maloney,  a  Boston  attorney,  re- 
y  represented  a  woman  who  "essentially  gave  up"  after 
:  told  it  would  cost  $100,000  just  to  figui-e  out  how  much 
y  her  husband  had  in  his  Channel  Islands  tinst. 
another  case,  now  being  tried  in  Santa  Fe,  wealthy 


Swiss  mdustrialist  Donald  Hess  moved  most  of  his  stock  in 
Hess  Holdmg,  estimated  to  be  worth  more  than  $200  million 
to  an  offshore  tmst  in  Gibraltar  just  two  months  before  filing 
for  divorce  from  his  wife,  Joanna,  a  former  model  and  an 
American  citizen,  in  New  Mexico. 

Now,  the  New  Mexico  court  has  appointed  Price water- 
houseCoopers  to  detei-mine  the  value  of  the  assets  Donald 
transferred  to  Gibraltar  The  report  is  due  in  August.  But 
even  if  they  come  up  with  a  number  and  the  court  awards 
Joanna  a  big  judgment,  it  will  be  difBcult  for  her  to  collect  be- 
cause of  Gibraltai-'s  laws  erecting  obstacles  to  creditors. 

For  theii-  pait,  wealthy  wives  are  also  using  increasingly  ag- 
gi-essive  tactics,  sometimes  leveling  ugly  abuse  charges.  In 


SAITINGJT  AWAY  IN  MARGARITAVILLE 


■ew  people  can  even 
I  find  the  Cook  Is- 
lands— a  group  of 
volcanic  specks  1,600 
les  off  the  coast  of 
■w  Zealand — on  the 
tp.  But  over  the  past 
:ade,  the  Cooks — 
ng  with  equally 
nuscule  jurisdictions 
;h  as  Belize,  Gibral- 
,  and  the  Cayman  Is- 
ds— have  emerged  as 
ocas  for  millionaires 
king  for  offshore 
sts  to  shield  their 
ilth  from  people  who 
nt  a  piece  of  it,  in- 
iing  creditors  and 
jy  ex-spouses.  All  of 
se  tiny  nations  have 
sed  laws  making  it 
rly  impossible  for 
mants  to  collect. 
hw,  interest  in  the 
flung  offshore  ti-usts 
xploding.  Once  limit- 
:o  the  ultrarich, 
>e  days  they're 
'ked  in  personal- 
nce  magazines  and 
he  Internet  to  peo- 
whose  net  worth  is 
er  $1  million.  Den- 
attorney  BaiTy  S. 
:el,  who  co-authored  the  Cook  Is- 
s  trust  law  in  1989,  says  his  fii-m 
by  now  helped  Americans  trans- 
55  billion  to  $7  billion  offshore.  In 
experts  suggest,  rich  Americans 
;  funneled  hundreds  of  bilhons 
these  ti-usts.  "Being  successful 
"^s  you  a  target  in  our  countiy," 
fis  Engel,  who  says  an  offshore 
t  is  akin  to  "taking  out  a  fii-e- 
fance  policy"  against  a  legal  sys- 
nin  amok. 

aybe  so,  but  this  "insurance"  is 
generating  more  and  more  con- 
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DONALD  HESS 

His  wife  claims  he 
shunted  stock  worth 
millions  to  Gibraltar 
two  months  before 
filing  for  divorce 


troversy.  Offshore 
tiTists  are  "hideous 
scams"  that  allow  "the 
wealthy  to  say,  'I  don't 
have  to  abide  by  the 
mles  that  apply  to 
eveiyone  else,' "  says 
Harvard  Law  School 
professor  Elizabeth 
Warren.  She  and  other 
legal  experts  have  be- 
gun calling  on  lawmak- 
ers to  rein  in  the 
trusts. 

For  now,  offshore 
ti-usts  can  be  a  highly 
effective  method  of 
shielding  assets.  Con- 
sider the  ongoing  di- 
vorce battle  between 
Swiss  industrialist 
Donald  Hess  and  his 
American  wife,  Joanna. 
Just  two  months  be- 
fore filing  for  divorce 
in  New  Mexico,  Donald 
allegedly  transfeiTed 
92%  of  the  stock  in 
Hess  Holdings — esti- 
mated to  be  worth 
over  $200  million— to 
an  offshore  tioist  in 
Gibraltar.  Although 
Joanna  has  spent 
$600,000  in  legal  fees, 
she  has  failed  in  several  attempts  to 
assert  a  claim  on  the  assets. 

The  reason  creditors  like  Joanna 
have  a  hard  time  is  that  most  off- 
shore jurisdictions  don't  recognize 
foreign  judgments.  Moreover,  they 
face  the  expensive  proposition  of 
retrying  the  case  where  the  ti-ust  is 
based.  Creditors  also  often  confront 
very  short  statutes  of  limitations  for 
proving  fraud— and  usually  must  pay 
all  couit  costs  if  they  lose.  In  the 
Hess  case,  the  Gibraltar  Supreme 
Court  in  March  refused  to  even  hear 


Joanna's  claim  that  Donald's  tmst 
was  an  effort  to  defraud  her.  While 
she  is  now  pursuing  her  claims  in 
New  Mexico,  Donald  is  standing  fii-m. 
He  maintains  that  the  trust  was  es- 
tablished solely  to  avoid  estate  taxes 
in  the  U.  S.  and  Britain. 

The  ironclad  protection  doesn't 
come  cheap.  Engel  charges  a  flat  fee 
of  $18,500  to  set  up  a  trust,  and  an- 
nual ongoing  management  fees  i-un 
into  the  thousands.  Almost  any  type 
of  assets  can  be  placed  in  the  Wsts, 
including  cash,  stocks,  title  to  real 
estate,  even  copyi-ights.  Moving  mon- 
ey offshore  also  entails  some  big 
risks.  There's  less  protection  against 
fraud  overseas  and  no  guarantee  that 
political  or  legal  changes  won't  ren- 
der the  ti-ust  worthless. 
KEY  DECISION.  Now  a  series  of  recent 
com!  i-ulings  suggests  the  tide  may 
be  starting  to  turn  against  offshore 
trasts.  In  the  latest,  on  July  1,  a 
New  York  judge  stnick  what  could 
prove  to  be  a  landmark  blow  against 
the  use  of  such  tiaists  in  a  divorce. 
The  case  involves  Roger  Riechers,  a 
New  York  area  urologist  who  moved 
$4  milhon  to  an  offshore  trust  set  up 
in  the  Cooks  by  Engel's  fii-m.  In 
1994,  his  wife  Maiy  filed  for  divorce. 
Although  Riechers  argues  he  was 
simply  tiying  to  protect  himself  from 
potential  malpractice  claims,  the 
judge  nonetheless  i-uled  that  the  $4 
million  was  "marital  property"  and 
that  Mary  desei-ves  half. 

While  courts  in  the  Cooks  may  not 
honor  this  judgment,  the  New  York 
coiu-t  could  force  him  to  return  the 
assets  by  citing  him  for  contempt. 
"This  is  a  ten-ibly  important  case," 
says  Harvard's  Warren.  It  will  take 
more  cases  for  the  backlash  to  build, 
she  adds.  But  if  it  does,  the  Cooks 
and  other  offshore  havens  may  lose 
some  of  their  newfound  allure. 

By  William.  C.  Symonds  in  Boston 
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her  1996  divorce  from  biUionaire  investor  Fayez  S.  Sai'ofim,  Lin- 
da Hicks  Sai'ofim  asked  that  theii'  prenuptial  agi'eement  be 
tlu'own  out  and  accused  him  of  alleged  assault,  false  imprison- 
ment, and  spousal  rape.  She  also  sought  $100  million  in  dam- 
ages. When  the  case  was  resolved  in  late  1996,  before  the  tri- 
al was  to  begin,  the  Texas  judge  sealed  the  settlement  and 
ban-ed  comments  about  its  tenns.  Fayez  strongly  denies  all 

charges  that  he  mis- 
treated his  ex- wife. 

Given  such  nasti- 
ness,  it's  not  smprising 
that  most  attorneys  say  the  best  strategy  is  to  settle  out  of 
comt.  Tliat's  how  more  than  90%  of  executive  divorces  are  re- 
solved. Settling  is  cheaper,  avoids  the  publicity  of  a  trial,  and 
lets  execs  craft  deals  that  minimize  taxes.  It  gives  an  executive 
the  best  shot  by  far  at  keeping  more  than  50%  of  the  es- 
tate— most  large  cases  settle  with  the  dependent  spouse  taking 
less  than  half.  Loma  Wendt  says  she  has  heard  fi"om  "many, 
many  women"  who  struck  such  lopsided  deals  "because  they 
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couldn't  deal  with  the  pressure"  from  their  husbalj 
But  as  wives  gi-ow  more  assertive,  settling  isn't  alwa; ; 
Cakewalk.  Costello,  the  former  Cadence  ceo,  relates  how  . 
hearing  what  he  felt  was  an  uni-easonable  settlement  \ 
posal  from  his  ex-wife,  Margaret,  he  contacted  her  fath', ; 
Wisconsin  developer,  to  enlist  his  help  in  reaching  a  c}uicket 
tlement.  With  the  father's  blessing,  he  offered  $10  millic  t 
$12  million.  Mai'gai'et  was  fiuious.  "I  totally  felt  he  was  \ 
my  Dad"  by  putting  forward  a  figure  huge  by  Wise 
standards  but  a  sliver  of  Costello's  Silicon  Valley-sbA- 
tune.  Her  hai'd  line  paid  off:  He  ultimately  shelled  out  $;^(: 
lion.  "I  didn't  want  my  whole  life  to  be  about  this,"  he 
For  executives,  the  overall  message  is  unmistakable:  . 
riage  is  one  of  the  most  important  business  decisions  tl 
ever  make.  And  if  things  fall  apait,  the  divorce  is  likely 
a  lot  more  upsetting  than  any  business  deal  gone  sour. 

By  William.  C.  Symo^ids  in  Boston,  with  Peter  Bimvi 
San  Francisco,  Stephanie  Anderson  Forest  in  Dallas, 
bureau  reports 
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HE  SAID.  SHE  SAID 


CARVING  UP  THE  PIE 

In  general,  how  should  property  be  divided  in  a  divorce  when 
one  spouse  has  generated  most  of  the  family's  wealth? 

MEN  WOIVIEN 

The  estate  should  be  divided  equally  41%  62% 

The  spouse  who  generated  most  of 

the  wealth  should  receive  a  larger  share  50%  28% 

Don't  know  9%  10% 

THE  FAVORED  SEX 

In  general,  do  property  settlements  in  divorce  tend  to  favor: 

MEN  WOMEN 

The  husband  6%  25% 

The  wife  74%  30% 

Both  parties  equally  13%  21% 

Don't  know  7%  24% 

WHO  SHOULD  GET  WHAT 

How  should  each  of  the  foUowing  assets  be  divided  in  a 
divorce?  Should  they  be  split  evenly,  or  should  a  larger  share  go 
to  the  spouse  who  earned  them  directly? 


SPLIT  EVENLY                 SPLIT  BY  EARNINGS 

DON'T  KNOW 

MEN     WOMEN                 MEN  WOMEN 

MEN 

WOMEN 

Company  stock  or  stock  options 

 40%  ....55%  53%. ...39%  

 7%  . 

6% 

Company  pension 

 34%  ....44%  61%. ...48%  

 5%  . 

8% 

Ownership  of  a  private  company 

 38%  ....52%  57%  . ...41%  

 5%  . 

 7% 

WAROFTHEWENDTS 

Recently,  a  high-profile  divorce  case  involving  Gary  Wendt, 
chief  executive  of  GE  Capital,  and  his  wife,  Lorna,  was  tried. 
Loina  Wendt  argued  that  she  was  entitled  to  half  the  estate, 
even  though  she  didn't  work  for  pay  Gary  Wendt  said  he  was 
entitled  to  more  than  half,  as  long  as  Lorna  received  enough  to 
maintain  her  lifestyle.  Do  you  tend  to: 
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MEN  WO 

Agree  with  Lorna  Wendt  34%  5 

Agree  with  Gary  Wendt  62%  4 

Don't  know  4%  

PREVALENCE  OF  PRENUPS 

If  you  have  been  married,  did  you  sign  a  prenuptial  agreeme 
before  you  were  married,  or  not? 

Signed  a  prenuptial  agreement  

Did  not  sign  a  prenuptial  agreement  ^ 

Refused  to  answer  

iibw  THE  ESTATE  WAS  DIVIDED 

If  you  have  been  divorced,  how  would  you  describe  the 
property  settlement  in  your  divorce? 

MEN  wo: 

The  estate  was  divided  equally  37%  £/. 

I  received  substantially  more  of  the  estate 

than  my  spouse  14%  '/< 

My  spouse  received  substantially 

more  of  the  estate  46%  : 

Refused  to  answer  3%  - 


AMAHER  OF  FAIRNESS 

Which  of  the  following  best  characterizes  the  way  you  feel 
about  the  property  settlement  in  your  divorce? 

MEN 

It  was  basically  fair  56% 

I  received  too  much  0% 

My  spouse  received  too  much  43% 

Don't  know  1% 


WIEt 
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Online  survey  of  1,666  adults  with  household  income  $100'^) 
or  higher  conducted  May  1-3,  1998,  for  business  wee  t 
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Her  firm  is  helping  design 
the  cities  of  tomorrow. 

We're  helping  her  plan 
her  financial  future  today. 


Designing  tomorrow's  world  takes  vision,  careful 
^    planning,  and  the  right  execution.  Designing  a 
financial  future  requires  no  less.  That's  why  the 
products  and  services  of  American  General  make  so 
much  sense.  As  one  of  the  nation's  largest  providers 
of  retirement  services,  life  insurance,  and  consumer 
loans,  we're  uniquelv  qualified  to  help  build  our 
customers'  financial  success.  We  offer  personalized 
service  and  knowledgeable  financial  counseling  to  12  million  people  at  every 
stage  of  their  lives.  American  General.  Helping  our  customers  design  -  and 
achieve  -  a  successful  financial  future. 


Ameriovn 

General 

Financial  Group 
Helping  12  million  Americans  do  better  financially. 

Retirement  Services  •  Life  Insurance  •  Consumer  Finance 


©1998  American  General  Corporation,  WWW.agC.com  or  1  (800)  AGC  -  1111 
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NEWSPAPER  BARONS  

THE  MURDOCH 
OF  THE  NORTH 

Empire  builder  Conrad  Black  mounts  his  boldest  offensive 


BLACK:.  O^i-e  otCSted  company  director  calls  him  "supremely  egotistical 


Conrad  M.  Black  has  a  thinilfi 
Napoleon  Bonaparte.  The  Cast 
an  newspai^er  tycoon  always  liei 
a  book  with  the  emperor's  Im 
wiiting  neai'by.  And  he  even  owns  cai 
that  his  hero  sat  in.  Black's  wife 
that  he  likes  to  ponder  weighty  dei 
while  sitting  in  a  chair  that  Nai 
once  occupied  while  signing  treat, 
which  Black  dismisses  as  "affectii 
spousal  exaggeration." 

Like  Napoleon,  Black  is  diiven  1 
own  empire-building  ambitions, 
globe-trotting  Canadian,  whose 
lion  newspajjer  empire  ranks  behiin 
Rupert  Muixloch's  News  Corp.  ant 
nett  Co.  in  circulation,  is  now  moi 
his  boldest  offensive  yet.  On  Ju 
Black  announced  he  would  acquii 
Financial  Post,  Canada's  national 
ness  paper,  and  fold  it  into  a  new, 
circulation  general  interest  newt 
that  he  is  readying  for  an  Oct.  5  1 
"ENOUGH  IS  ENOUGH."  The  53-y( 
Black,  whose  operations  stretci . 
Vancouver  to  Jeinisalem,  ah-eatlyia 
lock  on  more  than  half  of  Canada'sie 
paper  readers.  But  the  remake  f 
Post  into  a  flashier  paper  is  still? 
lisk.  Black  must  pour  untold  millio 
the  paper  as  he  plans  to  triple  the 
100,000  daily  circulation.  Demand 
pi'oduct  is  imclear.  And  Black,  wh 
61  of  the  country's  105  dailies,  is  ci  ■ 
for  controlling  so  much  of  the  r 
"There  is  a  point  at  which  enc; 
enough,"  says  competitor  John  P  \ 
derich,  the  Toronto  Star  publishe 

Black  clearly  disagrees.  He  fist 
into  newspaper  publishing  with  ;-i 
small  paper  in  Quebec  in  19()(i  ;ii 
since  has  been  constantly  iotjk 
ways  to  build.  Now,  through  Hi 
International  Inc.,  Black  contrs 
newspapers  worldwide,  of  whicl  a' 
247  ai-e  in  the  U.  S.,  including  tht 
go  Sun-Tinws.  He  made  a  failed'^ 
the  New  York  Daily  News,  and. 
said  he  would  like  a  shot  at  buy  ,. 
Wall  Street  Journal  someday. 

Big  bets  and  even  bigger  ta: 
always  come  easily  to  Black,  ^ti< 
joyed  a  privileged  upbringing  in  )i 
Though  cleai'ly  bright,  he  was  ;i! 
able  student  who  preferred  \M' 
and  worse — to  studying.  The  fli 
well-to-do  breweiy  executive,  EWi 
counts  in  his  memoirs  that  he  m  k 
pelled  from  the  elite  Upper  Can3i& 
lege  primary  school  for  stealjg' 
selling  exams  at  age  14.  The  iflo* 
yeai'  he  was  nearly  thrown  out  I  a 
ond  private  school  for  throwingnk 
teacher  In  his  freshman  year  at  •tt< 
Cai-leton  University,  Black  wasvo 
playing  cards  that  he  seldom  fold 
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SlEBEL  lUELS 
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rXO!M-ATING  NatioivsBanc  Montgomerys  sales  operations  is  one  of 

THE  most  important  BUSINESS  DECISIONS  THAT  WE  HAVE  MADE  IN  TWENTY  YEARS." 

 1  Since  1990,  NationsBanc  Montgomery  Securities  has  grown  explosively.  Revenues  increased  from  $104  million 

ac  Mont$;oniery  Securities 

in  1990  to  more  than  $700  million  for  1996  and  staff  quadrupled.  To  continue  this  growth  and  maintain 
NationsBanc  Montgomery's  exceptional  customer  satisfaction,  Thorn  Weisel  partnered  with  Siebel  Systems.  With  Siebel  Sales  Enterprise, 
NationsBanc  Montgomery  professionals  quickly  identify  and  analyze  new  opportunities,  slash  the  sales  cycle,  and  increase  value  to 
their  clients.  And  management  effectively  allocates  precious  sales  resources  to  maintain  NationsBanc  Montgomery's  leadership  in  the 
booming  capital  markets.  With  Siebel,  NationsBanc  Montgomery  is  ready  for  the  next  century.  To  learn  how  Siebel  Systems  can  prepare 
your  organization  for  the  future,  call  1-800-720-3115,  ext.  9211  or  visit  Siebel  at  www.siebel.com. 

Sie:be:l. 


<(>1998  Siebel  Systems.  Incorporated,  Siebel  is  a  trademark  of  Siebel  Systems,  Incorporated  and  may  be  registered  in  certain  junsdictions. 
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for  classes  and  nearly  flunked  out.  He 
earned  that  distinction  later  when,  con- 
sumed with  playing  the  stock  market, 
he  was  booted  from  Toronto's  Osgoode 
Hall  Law  School. 

Black  eventually  did  get  his  law  de- 
gr-ee,  in  1970,  at  Laval  University  in  Que- 
bec City.  With  his  consei-vative  ideologi- 
cal bent  and  zest  for  mbbing  shoulders 
with  political  big  shots,  Black  was  drawn 
early  on  to  newspapers.  He  began  by 
buying  up  small,  distressed  papers  and 
streamlining  them  by  cutting  staff.  But 
he  spent  much  of  liis  tltirties  multi- 
plying his  $2  million  inheritance  by 
dismantling  a  Canadian  conglomer- 
ate he  wrested  control  of  in  1978. 
He  then  broke  into  the  newspaper 
big  time  with  his  acquisition  in  1986 
of  the  The  Daily  Telegraph,  a  lead- 
ing London  newspa})er,  and  foUowed 
up  several  years  later  by  snapping 
up  Southam  Inc.,  Canada's  biggest 
newspaper  chain. 

But  business  is  not  Black's  only 
passion.  He  takes  himself  seiiously 
as  a  deep  thinker  and  student  of 
history.  At  each  of  his  three  resi- 
dences in  New  York,  London,  and 
Toronto,  Black  keeps  libraries 
crammed  with  thousands  of  tomes. 
And  he  likes  to  show  off  his  vocab- 
ulary with  such  ornate  words  as 
"rumbustious,"  and  "fissiparous." 
SOCIAL  CLIMBING.  In  addition  to 
books  and  ten-dollar  words.  Black 
likes  to  collect  well-placed  people. 
His  ambitious  networking — some 
would  say  social  climbing — has  aid- 
ed his  success.  Black  says.  Over  the 
years,  he  has  surrounded  liimself 
vdth  powerful  and  influential  fig- 
ures to  advise  Hollinger. 

The  roster  includes  William  F. 
Buckley  Jn,  fonner  U.  S.  Secretai-y 
of  State  Hemy  A.  Kissinger,  and 
former  Federal  Resei-ve  Chairman 
Paul  A.  Volcker,  as  well  as  former 
British  Prime  Minister  Margaret 
Thatchei'  and  fonner  French  Pi'esi- 
dent  Valery  Giscard  d'Estaing. 
Black  meets  with  these  tony  advis- 
ers once  a  yeai'  to  talk  about  his  op- 
erations and  the  world  scene. 

Hobnobbing  vdth  luminaiies  is  a 
passion  for  Black,  says  rival  Ru- 
pert Murdoch.  "He  likes  all  the  things  in 
life  that  a  good  newspaper  bi-ings,"  says 
the  News  Cor-p.  chief.  "Certainly,  news- 
papers at  the  veiy  least  increase  his  ac- 
cess to  that  world  and  he  enjoys  that,  as 
I  think  we  all  do."  Says  Black's  vdfe, 
columnist  Barbara  Amiel:  "He  doesn't 
RoUerblade,  he  doesn't  play  tennis.  His 
pleasure  in  life  is  to  be  with  intelligent, 
witty  people." 


One  of  the  wittiest,  says  Black,  is 
Amiel  herself,  whom  he  mairied  in  1992, 
soon  after  his  first  maniage  ended  after 
13  yeai's  and  thi-ee  children.  Amiel  is  a 
former  columnist  for  London's  Su/)iday 
Times  and  the  former  editor  at  the 
Toronto  Sun.  Wlien  the  couple  got  en- 
gaged, as  a  joke  Th^  Sun  featm-ed  Amiel 
as  its  daily  "Sunshine  Girl,"  calling  her 
"beauteous  and  brainy, 
right-vdng  and  right 
on."    Black  regards 
Amiel  as  an  ally:  He 


CONRAD  MOFFAT 
BUCK 


honest,  and  inadequately  superviia 
Yeai-s  later,  when  he  was  removing  • 
time  Southam  directors  after  he  bo| 
control  of  the  outfit,  he  called  thei-^ 
"obdurate  nnnp." 

Not  sui-piTsingly,  Black  has  made  | 
ty  of  enemies.  One  ousted  director,  i| 
H.  ZimmeiTnan,  speaks  for  many  -4 
he  calls  Black  "supremely  egotisj 
and  someone  to  be  "very  waryS 
Southam  vet^i 
.,'*^®^  jt  still  bristle  at* 

-^^!r.'?:i:'~i-!-i-U(3-^  I  he  wrested  c(4 
JV  ;r.--..  "^"^^  f   of  the  newsji 


milt  ^^U'srapli 


BORN  Aug. 
Montreal. 


25,  1944, 


!  2lI^<4ClTIZEN 


EDUCATION  BA  1965, 
Carleton  University,  histo- 
ry; LLL  (law)  1970,  Laval 
University;  MA  1973, 
McGill  University,  history. 

FAMILY  Second  marriage 
to  Barbara  Amiel  in  1992. 
Three  grown  children  from 
a  previous  marriage. 

MAJOR  HOLDINGS  Tele- 
graph (daily  and  Sunday)  in  London, 
Jerusalem  Post  and  Chicago  Sun-Times. 
Total  revenue  for  all  437  papers  he  owns: 
$2.2  billion. 

BEST  PART  ABOUT  BEING  A  PRESS 
BARON  Hobnobbing  with  Henry 
Kissinger,  Margaret  Thatcher,  and  other 
luminaries. 

BIGGEST  FRUSTRATION  Walked  away 
from  the  New  York  Dally  News  deal  when 
unable  to  get  union  agreement. 

EARLY  CHALLENGE  Severe  anxiety 
attacks  and  periods  of  "obsessive  fear." 

ON  HIS  PLANS  FOR  A  NEW  NATIONAL 
DAILY  IN  CANADA  "We'll  just  try  and 
produce  a  good,  lively  paper. . . .  Convinc- 
ing the  world  that  Canada  is  an  exciting 
place  is  a  rather  greater  undertaking  than 
I  want  to  get  into  right  now." 


named  her  a  directoi-  and  vice-president 
for  Hollinger's  editorial  side. 

Although  newspapers  have  been 
Black's  ticket  into  elite  cii-cles,  he  hasn't 
always  thought  so  liighly  of  editors  and 
reporters.  He  once  told  a  Canadian  Sen- 
ate committee  looking  into  the  media's 
coverage  of  the  French  sepai'atist  move- 
ment that  many  reporters  were  'Igno- 
rant, lazy,  opinionated,  intellectually  dis- 


Vie  Fimuicidf  Post 


Stentor  ready 
to  fight  on  quality 


chain  from 
founding  fanti 
then  moved  * 
ly  to  cut  io 
"His  slaslfB 
burn  was  ji 
ruthless,"  sa.}f 
mer  Soij^ 
Chief  Executl. 
Claii-  Balfouli! 
Black,  thoug:,! 
layoffs  were  |£ 
tial  to  shore  ir 
company's  fm>e 
Investors  oi 
been  troubhj 
what  some  ca?* 
Black  factor- 
spite  HolUngel. 
jjroving  finamfl 
sition.  Net  etii 
have  jumpei; 
.$104.5  millioiS 
just  $6.3  mibt 
while  sales  have  more  tha'  i 
to  $2.2  billion.  But  sharehtd 


BIG  REACH: 

The  Financial 
Post  joins.  ■■ 
Black 's 
empire 


1995, 
bled, 

who  watched  Hollinger  Intemaoi 
stock  price  slump  from  13  at  tli ' 
1994,  IPO  to  around  9  in  eaily  1! 
main  waiy  of  his  tactics.  One  exaii 
1993,  Black  sold  stock  in  The  Dai| 
graph  a  month  before  announcinj 
cut  in  the  paper  that  reduced  re 

A  passionate  monai'cliist,  he  hi 
criticized  for  pushing  his  own  vievj 
papers.  But  Black  insists  he's  1' 
logue.  "Wlmt  you  do  is  tiy  to  hii-c!( 
that  you  agi-ee  with,  so  you  d' 
apoplexy  reading  the  paper,"  say  r 
As  for  investors,  he  insists  they 
reason  to  be  dissatisfied.  "Tliei  • 
Black  factor,"  he  says.  "Hollinger  a.- 
a  respectable  performance."  Tl  . 
now  trades  at  ITA. 

Now,  Black  must  turn  to  builfflj 
new  general  interest  newspaper|ii 
The  Financial  Post  may  be  a  gni 
But  as  he  seeks  to  transform  it  J' 
Black  will  no  doubt  be  spendir 
eai'ly  moining  hours  stroking  hi  cli^ 
he  sits  in  Napoleon's  chair.  ' 

By  Joseph  Weber  irijbf 


acta 


66  BUSINESS  WEEK  /  AUGUST  3,  1998 


WORLD  BUSINESS  CLASS 


How  do  you  fly  free  In  the  US? 
Go  to  Asia. 


Now  a  trip  to  Asia  has 
more  to  offer  you  even  after 
its  twer,  thanks  to  Northwest 
Airlines  and  VISA. 

Because  now  through 
August  31st. 
whenever  you 
travel  First  or 
World  Business  Class  to  Asia 
on  Nortliwest  Airlines  and  pay 
for  the  ticket  with  yoLir  VISA" 
card,  you'll  also  get  a  domestic 
roundtrip  ticket  absolutely  free. 

And  with  more  nonstop 
service  to  Asia  than  any  otlier 
airline,  the  (  jnly  problem  you 
may  have  is  deciding  from 
among  the  hundreds  of  US, 
destinations  to  discover  using 
your  free  ticket. 

To  enroll  in  this 
promolion  call  Northwest 
Airlines  at  1 -800- 50S- 2000. 
ext.  ]-i78  before  your  trip  or 
by  July  Jylh  iinil  pay  with 
your  VISA"  card. 


Use  your  VISA  card  to  purchase  one  roundtrip  First  or  World  Business  Class" 
ticket  to  Asia  on  Northwest  Airlines  and  get  a  roundtrip  domestic  ticket  free. 


VISA 


For  reservations  or  io 
become  a  WorldPerks  member 
call  1-800-447-4747,  book 
online  at  v.•^\■v^;nwa,com  or 
call  your  travel  agent  today 
Its  that  easy 


NORTHWEST 

AIRLINES 


Som,e  People  Just  Know  How  to  Fly 


1-H00--H7-4747  /  ww w  .  n wa  .com 


Mujt  pay  for  First  or  Wortd  Business  Class  ticket  with  Visa.  Passenger  must  be  a  WoHdPerVs  member  to  qualify.  If  you  are  not  already  a  membei:  call  I  - 800 -^^V- 4747  to  ]Oin.  Must  ennDll  in  promotion  prior  to  qualifying  travel  and  by 
7/25/98  by  calling  I  -800-508-2000  X 1478.  Offer  valid  ONLY  for  WoridPeri<s  members  with  WorldPeri<s  mailing  address  in  the  48  contiguous  US  and  Canada  Passenger  may  not  qualify  for  multiple  WoHdPerks  offers  with  the  same 
roundtrip  Passenger  enrolling  in  promotions  with  overlapping  time  periods  will  only  be  eligible  for  the  first  promoton  enrolled  m  Qualifying  travel  must  occur  by  8/31/98  and  must  be  purchased  on  published  First  or  World  Business 
Oass  fares  noundtnp  flights  from  the  US  or  Canada  to  Asia  or  Micronesia  (Travel  to  India  does  not  qualify)  Please  allow  up  to  1 0  weeks  after  completion  of  qualifying  travel  to  receive  award  Limit  to  one  award  per  WoddPerks  mem- 
ber Award  IS  valid  for  travel  wrthin  the  48  contiguous  US  or  between  the  48  contiguous  US  and  Canada  between  9/15/98  and  7/31/99  Some  travel  blackout  dates  and  additional  restrictions  apply  Valid  on  Northwest  llights  1-1999 
and  Northwest  Airlink  flights  2800-3699/5094-5899,  Other  Northwest  Alrlink  and  Northwest  affiliate  partner  flights  ane  not  permitted  A  Saturday- night  stay  is  requiied.  Reference  Code-  GNWP  VISA  WBC 


3  Northwest  Airlines,  Inc.  Northweil  recycles  enough  paper  products  if 


:  16.000  trees,  W 


The  Corporation 


EXECUTIVE  SUITE 


THE  CENDANT  MESS 
GETS  MESSIER 

With  warring  execs,  a  split  board,  and  sagging  stock,  pressure  on  management  is  mount 


When  franchising  giant  hfs  Inc. 
and  discount-shopping-club  op- 
erator cue  International  Inc. 
merged  late  last  year,  the  new 
company,  dubbed  Cendant  Corp.,  was 
supposed  to  become  a  marketing  pow- 
erhouse selling  millions  of  customers 
eveiytliing  fi'om  travel  sei-vices  to  mort- 
gages. But  that  wasn't  the  only  behe- 
moth the  deal  spawned.  Wlien  the  com- 
pany's board  gathered  in  Api-il — shortly 
after  a  bombshell  disclosure  that  ac- 
counting irregularities  had  been 
discovered  in  cue's  books- 
the  meeting  had  to  be  held 
at  the  law  flnn  of  Battle 
Fowler.  The  reason? 
Cendant's  Manliattan  of- 
fices didn't  have  a  con- 
ference room  that  would 
hold  28  board  members 
and  then*  advisers. 

That  logistical  headache 
speaks  volumes  about  the 


struggle  for  control  of  Cendant.  The  com- 
pany's unwieldy  board  is  effectively  par- 
alyzed, split  between  dh'ectors  who  sup- 
port Walter  A.  Forbes,  the  Cendant 
chaii'man  who  founded  cue,  and  those 
who  back  Hemy  R.  Silverman,  the  Cen- 
dant chief  executive  and  hfs  founder. 
Some  investors  say  Silverman  wants 
Forbes  out.  In  the  wake  of  the  April 
bombshell,  the  cue  and  hfs  directors 


AT  ODDS 

As  the  accounting 
scandal 
deepened, 
Forbes  and 
Silverman 
retreated  into 
opposing  camps 


hired  separate  lawyers — ^and  things 
since  gone  from  bad  to  worse.  Oi 
14,  the  company  disclosed  that  t 
counting  woes  went  far  deeper  th 
pected.  And  on  July  22,  Ernst  & 
LLP,  cue's  fonner  auditor,  said  in  a 
ment  that  "from  infomiation  pro\i( 
Cendant  to  the  media,  it  appeal' 
efforts  may  have  been  taken  to  (' 
the  auditoi-s."  With  the  stock  now  i 
around  17 — dovm  from  41  in  Aiu 
vestors  have  become  increasingly 
about  hastening  Forbes's  exit. 

Resolution  may  come  quickly.  A 
NESS  WEEK  went  to  press,  source, 
iar  with  discussions  said  talks  ha 
held  recently  between  represen 
for  Forbes  and  i-epresentat 
the  company  about  ten 
possible  departui'e.  R 
by  phone,  Forbes  i 
terse  "no  comma 
spokesman  for  For 
he  has  no  plans  to 
Certainly,  the  h 
I    been  turned  up  on  ie 


HENRY 
SILVERMAN 


if  " 


,  Silvei-man  has  been  telling  big 
Iders  who  want  Forbes  removed 
!  or  call  boai-d  membei-s.  Says  Di- 
fohn  U.  Snodgi-ass:  "I  do  receive 
•cm  large  shareholders  that  re- 
le  boai'd  to  take  action."  Even  if 
s  fall  thi'ough,  pressure  is  building 
board  to  act  before  a  report  or- 
y  the  Cendant  audit  committee  is 
6(1  in  August. 

ing  at  the  makeup  of  the  Cen- 
ard,  it's  easy  to  see  why  the  man- 
t  issue  hasn't  been  resolved  quick- 
wice  as  big  as  the  boai-ds  of  most 
iblic  companies,  says  Thomas  J. 
J.  S.  chairman  of  headhunter 
Stuart.  That  alone 
3  decisive  action, 
ore  than  half  of 
ctor-s  could  be  de- 
as  insiders,  ex-in- 
)r  business  associ- 
Cendant,  of  its 
sdecessors,  or  of 


NOWAY 
TO  RUN  A  BOARD 

Why  Cendant's 
board  is  un  der  fire 


n  of  the  dii'ectors 
ndant  executive.^; 
h  resigned  his  ex- 
post  just  before 
)unting  disclosures 
iain.s  as  a  director, 
ler  directors — in- 
two  on  the  four- 
f  audit  committee 
wereeeing  the  ac- 
g  probe — have 
or  recent  busi- 
lalings  with  Cen- 
rectly  or  through 
impanies  in  which 
involved.  And  the 
'  that  committee, 
ck  D.  Green,  has 
id  with  Forbes  in 
ng  golf  courses  in 
)ts  as  Nantucket, 


\P?  None  of  that 
11  with  big  in- 
some  of  whom 
Iready  dumped 
of  shares.  And 
ice  experts  say  the  boaixl's  make- 
i  questions  about  its  directoi's'  in- 
mce.  "Those  are  warning 
that  you  have  CE(  )s  [meaning  SO- 
and  Forbes]  who  have  appointed 
nth  conflicts,"  says  Sarah  A.B. 
xecutive  director  of  the  Council 
itional  Investor's.  "That  can  make 
t  difficult." 

executives  deny  problems  with 
i.  "I  think  that  is  ofi-base,"  says 
"The  former-  c^uc.  dir'ector's  now 
joai'd  are  decent  people  trying 
good  job  in  a  difficult  period." 
verman:  "If  the  boai'd  listens  to 
in  a  dispassionate  way,  I  would 
rem  to  do  the  right  thing." 


OVERCROWDING 


With  28  directors,  Cen- 
dant has  about  twice  the 
average  for  a  large  pub- 
licly held  company,  split 
between  the  CUC  and 
HFS  sides. 


FEW  OUTSIDERS 


Many  are  executives  or 
former  execs  of  the 
merged  company,  leaving 
few  strong  outsiders  to 
advocate  an  independent 
position. 


BUSINESS  LINKS 


Some  directors  appear  to 
have  had  conflicts  of 
interest,  including  con- 
tracts to  do  work  for  Cen- 
dant, and  private  ven- 
tures with  Cendant  or 
Walter  Forbes. 


For  now  though,  board  action  does 
not  appear-  imminent.  One  director  from 
the  ('uc  side  says  he  doesn't  think  the 
board  should  meet  until  the  auditors'  re- 
port comes  out.  He's  paying  little  atten- 
tion to  Cendant's  statements  about  rev- 
enue restatement.  "I've  known  Walter 
for . . .  years  and  never  caught  him  ly- 
ing," he  says.  But  Snodgrass,  from  the 
HFS  side,  says:  "If  all  that  has  been  writ- 
ten is  true,  I  think  he  should  go."  Other 
directors  didn't  r-etm-n  calls  or  would  not 
comment  on  the  record. 

Under  terms  of  the  merger-,  Forbes 
and  Silverman  were  to  swap  jobs  in 
January,  2000.  Many  investors  say  it 
is  inevitable  that  Forbes 
will  exit.  But  if  he  does 
not  go  voluntarily,  an 
80%  vote  of  the  board 
is  required  to  remove 
him.  To  avoid  paying 
Forbes  a  severance 
package  worth  at  least 
$50  million,  Cendant 
must  terminate  him  "for 
cause,"  according  to  the 
company's  pr-oxy.  Includ- 
ed in  that  definition:  "se- 
r-ious,  wailful  misconduct" 
such  as  fraud. 

That  doesn't  mean 
shareholders  are  sitting 
on  their  hands.  Hans 
Utsch,  pr-esident  of  the 
Kaufmann  Fund  and  a 
large  Cendant  investor, 
plans  to  write  a  letter 
ur-ging  the  board  to  re- 
move Forbes.  And  at  last 
count,  68  shar-eholder  law- 
suits had  been  filed 
against  the  company.  A 
spokesman  for  Cendant 
says  the  company  does 
not  comment  on  pending 
litigation. 

Silver-man,  meanwhile, 
is  facing  pressiu-es  of  his 
own  from  investors  to 
boost  the  stock.  Accord- 
ing to  sources  familiar 
with  the  position  of  veteran  Wall  Street 
investor  Leon  G.  Cooper-man,  he  wants 
the  Cendant  ceo  to  sell  off  some  non- 
core  operations,  including  cuf;'s  soft- 
ware businesses.  That  would  raise  mon- 
ey that  could  be  used  toward 
completing  the  planned  $3.1  billion  ac- 
quisition of  credit  insurer  Amer-ican 
Bankers  Insur-ance  Group  Inc.  using 
all  cash  instead  of  the  cash-and-stock 
deal  now  planned,  wliich  some  investors 
worr-y  will  be  dilutive.  And  another  big 
shareholder  has  been  pressing  Silver- 
man to  explore  a  complete  spin-off  of 
cue,  effectively  undoing  that  merger. 
Silverman  says  it  is  "pr-emature"  to 
talk  about  restr-ucturing  the  American 


Quality 
time 
is  not 

a  myth. 


GORDONS 

The  worldN  most  popular  gin 
\  Kiiiiple  ploaNiiro  since  1769 


Drink  smart  Be  responsible 

london  Dry  Gm,  40X  Ali/»ol,  100%  Groin  Neutrol  Spirits: 
©1998  Uniled  Distillers  USA.  Ini ,  Slamfoid,  n 


All  requests  are  graciously  attended  to  at  Renaissance  Hotels 

and  Resorts  (even  king-sized  requests).  Ttiat's  why  we  were  ranked  the  "Highest  Upscale 
Hotel  Cham  in  Guest  Satisfaction"  in  a  1998  Frequent  Flyer  Magazme/J.D.  Power  and 
Associates  study.**  You  see,  we  believe  catering  to  our  guests 
is  the  essence  of  Renaissance  Hospitality."  It  means  you  may  ask  our  staff  for  truly  anythg 
And  at  every  Renaissance  hotel,  you'll  enjoy  superb  dining,  comfortable 
accommodations  and  a  warm,  inviting  atmosphere.  There  are  over  70  Renaissance  Hotels  ; 
and  Resorts  in  23  countries  worldwide.  And  hospitality  reigns  in  each  and 
every  one  of  them.  Call  1-800-HOTELS-l  or  your  travel  agent,  or  visit  us  at  renaissancehotels.com. 

It's  time  for  a  Renaissance. 


RENAISSA>I 

HOTELS  AND  RES(r 


'Upscale  excludes  luxury,  mid-price,  economy  and  budget  chains.  "Frequent  Flyer  Magazine/J.D.  Power  and  Associates  1998  Upscale  Hotel  Chain  Guest  Satisfaction  Study."  Study  coni|fO| 
trequent  business  travelers  at  upscale  hotels  and  is  based  on  8,067  individual  evaluations.  11  upscale  hotel  chains  w/ere  ranked  in  the  study  ©1998  Renaissance  Hotels  International  « 
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•s  deal  and  that  a  cue  spin-off 
be  impi-actical.  "You  can't  un- 
ile  the  eggs,"  he  says, 
ainly,  no  investor  could  have 
ed  the  scope  of  the  problem. 
Cendant  announced  on  Apr.  15 

had  uncovered  accounting  ir- 
rities,  most  analysts  and  in- 
3  figured  the  company  had,  if 
ig,  overstated  the  problem  to 

management's  credibility.  But  it 
orse  than  expected.  Auditors 
Lrthur  Andersen  &  Co.,  which 
en  hired  to  comb  through  cue's 
rs,  uncovered  what  was  de- 

as  a  "widespread  and  systemic" 
e  of  overstating  or  fabricating 
.  Net  income  before  charges  for 
ould  have  to  be  reduced  by  $200 

to  $250  million,  the  company 
iced,  twice  the 
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il  estimate. 

igs   for  1996 

195  would  also 

:o  be  revised 

in  part  on  the 

!ry  of  fictitious 

venues. 

so  turned  out 

big  chunk  of  a 

arge  taken  at 

ime    of  the 

■,  about  $200 
after  taxes, 

have  to  be  re- 
That  occurred 
ry  Silverman's  watch.  "I  was  in 
;'hen  I  read  that,"  says  David  P. 
a  senior  portfolio  manager  at 
■loe  &  Farnham  Inc.,  a  large 
it  shareholder.  Silverman  says 
rtion  of  the  yearend  charge  was 
1  by  cue  execs  and  auditors, 
ing  a  quick  resolution  of  the 
ment  crisis,  the  ball  will  be  in 
ds  of  the  Cendant  board,  which 

j  >  several  du'ectors  who  go  back 

1  ith  Forbes  or  Silverman.  Three 

I 's  who  were  on  the  board  at 

\  artlett  Burnap,  T.  Barnes  Don- 
ind  Stanley  M.  Rumbough  Jr — 

;  Tiong  its  early  investors,  and 

:1  ade  substantial  money  in  the 

I  ler  Forbes's  leadership. 

i!  tors  from  the  hfs  side  of  the 

*j  so  have  connections.  Several 

'  Cendant  directors  bought  lim- 
;  :'tnership  interests  through  a 

•■I  placement  in  a  new  hfs  hotel 

■!  lied  Wingate.  Included:  Silver- 
'  odgrass,  who  was  the  hfs  pres- 
'  til  last  December,  Cendant  ex- 
hoard-members    James  E. 
n  and  Stephen  P.  Holmes,  and 
director  and  now  president  of 
1  Online  Robert  W.  Pittman. 


CENDANT  ON  THE  DESCENT 


Cendant  bought  out  those  interests  ear- 
lier this  year.  Silverman  says  the  five 
directors  did  not  vote  on  that  decision, 
and  that  it  was  made  by  disinterested 
dii'ectors.  In  addition,  Snodgi-ass  sei-ved 
as  a  consultant  this  year  for  Cendant 
after  it  purchased  Jackson  Hewitt  Inc., 
a  tax-preparation  company.  Snodgrass 
says  neither  deal  posed  a  conflict. 
MAGIC  MOMENT.  No  one  has  suggested 
these  deals  were  improperly  handled. 
Still,  says  governance  expert  Charles  M. 
Elson,  "If  you  ai'e  making  a  profit  aside 
from  other  shareholders,  that  certainly 
raises  a  question  about  independence 
fi;'om  management." 

Some  directors  are  also  taking  heat 
for  selHng  shares  soon  before  the  April 
disclosure.  According  to  cda  Invest- 
net,  which  tracks  insider  sales,  Silver- 
man sold  1.7  miUion 
shares  in  February 
at  about  $36,  while 
Forbes  sold  300,000 
shares  in  March.  Di- 
rectors Rumbough, 
Burnap,  and  Martin 
L.  Edelman  sold  in 
March,  and  Snod- 
gr-ass  sold  over  1  mil- 
lion shares  in  March 
and  April,  ending  the 
week  before  prob- 
lems were  announced. 
Says  Robert  M. 
Gabele,  president  of 
CDA  Investnet:  "These  were  among  the 
most  timely  sales  we've  ever  seen  at 
the  company." 

SOvennan  says  that  his  sale  was  pait 
of  a  pattern  of  selling  shai'es  each  quai- 
ter,  while  a  spokesman  for  Forbes  says 
he  sells  a  small  amount  of  shares  eveiy 
yeai'.  Snodgrass  says  he  was  diversifying 
his  holdings.  All  three  deny  any  knowl- 
edge of  the  accounting  problems  at  the 
time  of  the  sales.  The  other  directors 
wouldn't  comment  on  their  sales. 

Once  the  boardroom  battle  is  re- 
solved, investors  may  see  a  rebound 
in  Cendant  stock.  But  a  number  of  an- 
alysts warn  that  failure  to  resolve  that 
issue  quickly  could  result  in  deteriora- 
tion of  Cendant 's  underlying  businesses. 
Merrill  Lynch  &  Co.  analyst  Mark  R. 
Miller  reduced  his  Cendant  rating  last 
week  to  neutral,  citing  concerns  that 
the  battle  could  distract  management. 
Miller  also  noted  the  risk  of  manage- 
ment defections  now  that  Cendant's 
stock  options  are  less  attractive.  In- 
deed, if  the  Cendant  board  doesn't  take 
control  of  the  situation,  the  bad  news 
may  be  just  beginning. 

By  Amy  Barrett  in  Philadelphia  and 
Jennifer  Reingold  in  New  York 
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1\>  ^rnOftR  E  WARDS  " 

Now  earn  points  at  participating 
Renaissance  Hotels  &  Resorts. 

With  Marriott  Rewards,  it's  never 
been  easier  to  earn  free  vacations. 
You  can  earn  points  at  eight 
different  hotel  brands  and  over 

1,300  locations  worldwide. 
Call  1-800-249-0800  to  join. 


Renaissance  Locations 

North  America:  Arizona:  Scottsdale  '  California: 

Indian  Wells,  Long  Beach,  Los  Angeles,  San 
Francisco  (2)  ♦  Colorado:  Denver  •  Washington,  D.C. 
(2)  •  Florida:  Orlando  (2),  St.  Petersburg  • 
Georgia:  Atlanta  (3),  Lake  Lanier  *  Hawaii:  Maui 

•  Illinois:  Chicago,  Oak  Brook,  Springfield 

•  Maryland:  Baltimore  «  Massachusetts:  Boston  • 
Missouri:  St,  Louis  •  New  York:  New  York,  White 
Plains  •  Ohio:  Cleveland  •  Tennessee:  Nashville 

•  Texas:  Austin,  Dallas  (2),  Houston  • 
Washington:  Seattle  •  Canada:  British  Columbia: 
Vancouver  •  Ontario:  Niagara  Falls  '  South 
America:  Brazil:  Sao  Paulo  '  Caribbean: 
Dominican  Republic:  Santo  Domingo  •  Grenada: 
St.  George's  •  Jamaica:  Ocho  Rios  •  U.S.  Virgin 
Islands:  St.  Thomas  •  Europe:  Austria:  Vienna 
(2),  Salzburg  >  Czech  Republic:  Prague  ■  France: 
Pans  »  Germany:  Chemnitz,  Cologne,  Dusseldorf, 
Hamburg,  Heidelberg,  Karlsruhe,  Leipzig, 
Munich  *  Russia:  Moscow  •  Switzerland:  Zurich 

•  The  Netherlands:  Amsterdam  »  United  Kingdom: 
London  ••  Turkey:  Antalya,  Istanbul  <>  Asia- 
Pacific:  China:  Hong  Kong  (2)  ■  India:  Goa  • 
Japan:  Gifu,  Naruto,  Okinawa,  Sapporo,  Tokyo  • 
Korea:  Seoul  •  Malaysia:  Kuala  Lumpur  (2), 
Melaka,  Sandakan  ^  Myanmar:  Yangon  ' 
Philippines:  Manila  •  Australia:  Sydney  '  Middle 
East:  Egypt:  Alexandria  ♦  Israel:  Jerusalem  • 
United  Arab  Emirates:  Dubai 

Call  1-800-HOTELS-l 
or  visit  us  at  renaissancehotels.com. 


It's  time  for  a  Renaissance. 


Finance 


DEALS 


POOF!  AND  SMALL 
TURNS  INTO  BIG 


"Roll-ups"  combine  similar 
companies  and  profit  by 
economies  of  scale.  They 
can  be  lucrative-and  risky 

When  Steve  Harter  was  gi'ow- 
ing  up  in  a  poor  town  in  Iowa, 
his  family  hit  hard  times  and 
his  childhood  home  was  repos- 
sessed. Today,  Harter  is  a  successful 
Houston  venture-capital  investor  who 
sports  monogi'ammed  shuts  and  fancy 
silk  ties.  But  he  hasn't  abandoned  his 
roots. 

Over  the  past  several  years,  Harter, 
36,  has  popularized  an  unu.sual  and  in- 
novative method  of  bringing  gi-oups  of 
small  companies  in  similar  businesses, 
typically  with  tens  of  million  dollars  in 
revenues,  to  the  public  market.  Using 
the  funds  from  the  initial  public  offering, 
the  entrepreneurs  ai-e  able  to  buy  addi- 
tional companies  through  a  strategy 
known  as  a  "roll-up."  Harter  takes  par- 
ticular pleasiu'e  in  the  fact  that  many  of 
the  employees  and  the  management  of 
the  small-businesses  have  become  mil- 
lionaires through  stock  options. 

Harter's  offbeat  financing,  through 
his  firm  Notre  Capital  Ventures,  works 
this  way:  He  will  approach  several  pri- 
vate companies  in  the  same  industry, 
such  as  bus  companies  or  air  condition- 
ing contractors.  He  then  an-anges  an 
IPO  to  buy  the  companies  and  combine 
them  into  a  single  operating  unit.  The 
ovraers  receive  a  combination  of  equity 
and  cash.  Some  investors  describe  the 
maneuver  as  a  "poof  IPO,"  a  kind  of 
magic  act  where  several  companies  are 
transfomied,  poof,  into  one  comj^any. 

Harter  usually  ends  up  ovming  only 
12%  of  the  companies  he  takes  public — 
vs.  the  50%  to  75%  stake  most  venture- 
capital  funds  retain.  "We  are  able  to 
leave  founders  in  the  industry  a  sub- 
stantial piece  of  equity,"  he  says. 


Harter's  strategy  has  attracted  a  lot 
of  other  players.  These  deals  have  al- 
ready created  companies  with  some  $22 
billion  in  market  capitalization,  according 
to  Howard,  Lawson  &  Co.,  a  Philadel- 
phia investment  bank.  But  he  wonies 
that  promoters  are  taking  the  idea  to 
extremes.  One  investment  banker  re- 
cently raised  $527  million  for  a  blind 
"poof"  pool  designated  for  as  yet  un- 
named roll-ups,  now  called  Consolida- 
tion Capital  Corp.  "This  is  the  year  of 
excesses,"  Harter  says. 

Those  who  play  the  roll-up  game,  of- 
ten known  as  consolidators,  tend  to  seek 
fragmented  markets  with  no  clear  mar- 
ket leader  The  idea  is  to  buy  up  lots  of 
companies  to  boost  revenues  and  earn- 

i^gti— STILL  ROLLING 

So  far  in  1998,  there  have  Steve  Barter  took 
been  20  poof  IPOS,  with  a  Coach  USA  public, 
still-modest  average  price-  then  boosted 
earnmgs  ratio  of  15  to  17. 
It's  a  strategy  momentum  revenues  Dy 
investors  love,  since  earnings  cutting  its  buses' 
usually  blossom  quickly.        j^jjg  time 

But  roll-ups  have  their  de- 
tractors. Integi'ating  dozens  of  compa- 
nies can  be  a  challenge.  "They  work  for 
a  while,  but  investors  better  be  ready  to 
get  out  of  the  thing  before  it  collapses," 
says  Howard  Schilit,  president  of  the 
Center  for  Financial  Research  &  Analy- 
sis in  Rockville,  Md.  He  warns  investore 
to  look  out  for  red  flags  in  companies 
that  grow  too  quickly:  consistent  one- 
time charges,  declining  gi-ovvth  in  core 
companies,  or  ever  larger  accjuisitions 
used  to  mask  serious  problems.  Typi- 
cally, says  Schilit,  "these  stocks  spike 
up  and  then,  often  with  very  little  warn- 
ing, the  stock  starts  to  collapse." 

"It's  the  best  and  worst  of  capital- 
ism," admits  Harter.  "Capitalism  is  a 
herd  mentality. . . .  What  people  don't 
understand  is  what  happens  the  second, 
third,  or  fifth  year  out — how  to  posi- 
tion the  business  over  the  long  period  of 


time.  What  happens 
of  these  businesses 
to  blow  up." 

An  example  of  a 
failure    is  Telesf] 
Worldwide,  a  telemi 
roll-up  with  revenues 
million  last  year.  It' 
went  from  21%  in  19  ) 
last  March  after  iti 
lots  of  companies  at  high  multijj: 
then  lost  its  major  customer 

Haiter  has  scraped  his  kneests 
Take  Physicians  Resource  Grqp 
an  ophthalmology  roll-up  with '3 
$411  million,  whose  stock  at  t 
was  trading  at  33  in  1996  an(  i 
quoted  at  4.  While  Harter  ^y 
problems  stemmed  from  confutir 
national  health-care  strategies  ( 
say  PRO  grew  too  fast,  its  ecu 
weren't  integrated  properly,  ad 
agement  was  weak.  "None  of  tls 
cian  consolidations  are  doing  wl. 
Harter.  "Is  it  an  industiy  probr 
Steve  Harter  problem?  But  la) 
going  to  tell  you  that  this  come 
my  strongest  management  te^L 
were  replaced."  ^1 

Of  the  seven  other  poof  ipdS* 
has  taken  public  over  the  fBtij 


Melding  small  companies  can  boost  earnings  fast.  Bui 
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ill  are  now  trading  on  the  New 
:ock  Exchange.  He  has  had  such 
;nt  winners  as  Comfort  Systems 
c,  a  commercial  designer  and 
of  heating  and  air  conditioning, 
venues  last  year  of  $324  million, 
t  went  public  in  June,  1997,  of- 
j.l  million  shares  at  13.  Today, 
k  trades  at  24X.,.  Another  Haiter 
y  is  Coach  usa  Inc.,  a  bus  com- 
ken  public  in  March,  1996,  with 
lion  shares  at  14.  The  key  to 
1  revenues  at  Coach  was  pro- 
y:  Buses  that  had  been  idle  for 
the  day  were  given  new  routes 
)s  to  fill  up  time.  Coach  shares 
de  at  50;^. 

►S.  In  choosing  deals,  Harter 
I  believes  in  a  tight  focus:  He 
ries  to  add  on  any  unrelated 
ies  after  the  ipo.  Many  indus- 
}  says,  are  not  appropriate  for 
because  they  ai-e  either  too  de- 
on  one  major  customer,  or  con- 
m  wouldn't  provide  any  addi- 
value   to   a  customer  or  a 
-ion  channel.  Plus,  Harter  likes 
the  shares  offered  to  the  public 
the  IPO  as  small  as  possible 
s  the  company  grows,  more 
)i  ;an  be  offered  through  a  sec- 


4  ft 


i'lii  iii  iii  ii  TiiMii^ 


POOF  IPOs 


NAME 


PRICE* 


THE  GOOD...  1 

FYI 

(1/96) 

$13 

COACH  USA 

505^ 

14 

COMFORT  SYSTEMS  USA 

245<6 

m) 

13 

...AND  THE  NOT  SO  GOOD 

PHYSICIANS  RESOURCE  GROUP 

4K6 

mi) 

$13 

TELESPECTRUM  WORLDWIDE 

6% 

(8^6)  " 

AMERICAN  RESIDENTIAL  SERVICES 

9'^ 

(a^6) 

15 

FORTRESS  GROUP 

5'/ 

(S^6) 

9 
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ondary  offering  at  a  much  higher 
valuation. 

But  Harter  is  concerned  about  the 
cuiTent  flood  of  poof  ipos.  He  cites  the 
$527  million  pool,  raised  by  Jonathan  J. 
Ledecky,  the  founder  and  former  CEO 
of  U.  S.  Office  Products,  with  the  assis- 
tance of  Friedman,  Billings,  Ramsey,  & 
Co.,  a  Washington  (D.  C.)  investment 
bank.  The  fund,  called  Consolidation 
Capital  Corp.,  was  a  blind  pool:  In- 
vestors were  asked  to  contribute,  even 
though  the  promoters  did  not  identify 
what  industries  would  be  rolled  up. 


Ledecky's  previous  company,  an  of- 
fice supplies  distributor,  acquired  over 
200  companies  from  1994  to  1997  in 
seven  different  industries.  From  the 
stock's  split-adjusted  52-week  high  of 
25.67  last  October,  the  shares  dropped 
to  17  this  past  May.  "The  wisdom  of 
Wall  Street  was  that  there  were  too 
many  moving  pieces,"  says  Ledecky 
about  U.  S.  Office  Products.  "But  I  still 
think  that's  a  bunch  of  bull."  Ledecky 
did  add,  however,  that  integi'ation  was 
an  issue.  Four  U.  S.  Office  Products 
companies  were  later  spun  out  this 
past  spring. 

ACQUISITION  BLUES?  As  the  shares  be- 
gan plummeting  last  fall,  Ledecky  left 
his  CEO  post  at  U.S.  Office  Products  to 
start  other  new  ventures  like  Consoli- 
dation Capital.  Consolidation  has  since 
announced  it  is  buying  gi-oups  of  com- 
panies in  the  janitorial,  electrical,  se- 
curity, and  pest-control  industries,  to 
name  a  few.  "In  my  opinion  it's  another 
bunch  of  companies  that  don't  make 
sense  together  It  looks  like  U.  S.  Office 
Products  all  over  again,"  says  Harter 
With  30  million  shares  outstanding,  and 
lots  of  cash  to  deploy,  its  investment 
task  is  enormous.  Ledecky  will  need 
to  make  acquisitions  fast,  and  integra- 
tion could  still  be  a  problem  for  him, 
say  some  profession- 
al investors. 

But  Ledecky  is 
quick  to  defend  his 
roll-up  practices:  "I 
am  so  successful  at 
doing  this — the 
strategy  I  have 
works.  But  the  peo- 
ple who  don't  follow 
that  strategy  are  al- 
ways gunning  for 
me. . . .  Most  non- 
John  Ledecky  roll- 
ups  don't  work,"  he 
adds.  Last  October, 
Ledecky  also  started 
Unicapital,  which  raised  $532  million  in 
an  IPO  to  buy  equipment-leasing  and 
specialty-finance  companies. 

Harter  likens  today's  craze  of  poof 
IPOs  and  roll-ups  to  the  leveraged  buy- 
outs of  the  late  1980s.  "While  there 
were  good  deals  done  by  knowledge- 
able people,  a  lot  of  people  did  them 
who  didn't  understand  the  dynamics  of 
LBOs,"  he  says.  "They  got  into  a  lot  of 
trouble  and  bankinpted  companies.  The 
same  thing  is  happening  with  consolida- 
tions today."  In  a  word:  Poof. 

By  Debra  Sparks  in  New  York 


IPO  DATE/PRICE 


ption,  or  reliance  on  one  customer,  will  spark  trouble 
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COMMENTARY 


By  Gary  Weiss 

THE  SEC  SHOULD  KEEP  FUND  MANAGERS  HONEST 


After  weeks  of  embarrassment 
for  Dreyfus  Corp.,  the  Schon- 
berg  affair  is  finally  dying 
down.  Michael  L.  Schonberg  has 
been  put  on  paid  leave  while  at  least 
three  investigations — including  the 
FBI — probe  his  personal  ownership 
of  penny  stocks  purchased  by  his 
two  "aggressive  growth"  funds.  But 
no  amount  of  investigating  will 
resolve  the  thorniest  question 
raised  by  this  mess:  Should  the 
Securities  and  Exchange  Commis- 
sion require  that  personal  trading 
by  fund  managers  be  disclosed, 
restricted — or  banned  entirely? 

Well,  it  seems  that  this  issue  is 
about  to  be  dealt  with  by  the 
SEC.  In  the  next  month  or  so, 
the  agency  is  expected  to  act 
on  a  thi-ee-year-old  proposal  to 
change  Rule  17j-l,  which  gov- 
erns personal  trading  by  fund 
managers.  As  currently  writ- 
ten, the  inile  is  a  prime  exam- 
ple of  do-nothing  regu- 
lation. All  it  requires 
is  that  fund  compa- 
nies adopt  codes  of 
ethics  "reasonably 
necessary"  to  pre- 
vent "fraudulent, 
deceptive,  or  manip- 
ulative acts"  when 
fund  managers  trade 
stocks  held  by  their 
funds.  Yep — that's 
all.  Fund  managers 
are  allowed  to  buy 
and  sell  the  shares  of 
companies  held  by  their  funds,  even 
illiquid  shares  of  tiny  penny  stocks. 
Only  their  consciences — and  ethics 
codes — are  there  to  guide  them.  And 
as  the  Schonberg  affair  illustrates, 
both  can  fail  to  avert  questionable 
conduct. 

Don't  expect  a  regulatory  jugger- 
naut. The  SEC-proposed  nole  change, 
which  is  wending  its  way  through 
the  agency,  has  the  enthusiastic  sup- 
port of  the  mutual-fund  industry. 
And  for  good  reason — it  is  little 
more  than  a  ringing  endorsement  of 
the  status  quo.  Under  the  rule  being 
proposed,  fund  boards  would  be  giv- 
en responsibility  over  their  funds' 
ethics  rules  and  would  be  provided 
with  periodic  reports  on  personal 
trading  by  fund  managers.  The  ethics 
codes  would  be  filed  with  the  sec 


and  would  be  available  for  pemsal  by 
the  pubUc.  Prospectuses  would  have 
to  note  that  the  funds  have  ethics 
codes  and  disclose  whether  they  per- 
mit fund  managei-s  to  buy  stocks 
that  are  owned  by  theii'  funds.  Also, 
fund  managers  would  have  to  report 
their  holdings  when  they  join  a  fund. 

It  sounds  good  but  in  fact  would 
do  precious  little.  To  begin  with,  the 
SEC  expects  too  much  from  fund 
boards,  which  are  hardly  the  Ralph 
Naders  of  investing  and  don't  even 


A  proposed  rule 
change  does  little 
more  than  endorse 
the  status  quo 


approach  their  corporate  cousins  in 
activism.  And  no  wonder — fund  di- 
rectors often  don't  even  have  a  per- 
sonal stake  in  theu*  funds.  The  other 
"new"  proposal,  which  requires  fimd 
managers  to  report  their  holdings 
when  they  start  working,  is  really 
old  hat.  Most  funds  already  have 
that  requirement.  No,  the  status  quo 
needs  to  be  changed,  not  ratified. 
The  changes  that  should  be  made  by 


the  SEC  fall  into  a  couple  of  broad 
categories: 

■  Disclosure  The  SEC  proposal  is 
ridiculously  timid  on  this  subject. 
Fund  customers  have  a  right  to 
know  if  fund  managers  own  the  sa 
stocks  their  funds  buy.  Why  not  pi 
it  right  in  the  prospectuses,  semi-; 
nual  reports,  and  annual  reports? 
Why  not  publish  the  ethics  rules 
well?  Fund  customers  should  not 
have  to  go  to  the  sec  to  obtain  su  , 
vital  information. 

■  Personal  Trading  The  SEC  won't 
have  to  wony  about  disclosure  at 
if  it  simply  bites  the  bullet  and  se 
verely  restricts  personal  trading, 
total  ban  is  not  necessary — and  n  - 

not  even  be  permitted  by  law, 
says  Robert  E.  Plaze,  associa 
director  of  the  SEC's  investm 
management  division.  Indee 
there's  no  reason  money-m; 
ket  fund  managers  should  1 
prohibited  from  bujing  moi ; 
market  securities.  But  stric 
limits  are  needed  for  the  vt 
majority  of  fund  managers, 
the  SEC  should  set  them. 

If  fund  managers  want  tc 
play  the  market,  they  shouk; 
requir-ed  to  buy  their  own 
funds.  Buying  stocks  that  m}: 
be  considered  by  their  own 
funds  is  simply  too  prone  to  ■ 
conflicts  of  interest.  So  if  th( 
manager  of  a  gold  fund  wan 
play  the  gold  market,  he  or  ^ 
should  do  that  via  his  or  heif 
fund — and  not  some  gold-mining  I 
stock.  And  there  should  be  a  strn 
prohibition  against  fimd  manageJ 
obtaining  "cheap  stock"  in  privatl 
placements  of  any  company,  whei 
or  not  then-  fimds  can  buy  it — arj 
er  issue  that  is  raised  by  the  Sclj 
berg  affair. 

The  SEC's  Plaze  stresses  that 
ing  a  iixle  will  not,  by  itself,  pre'l 
improper  trading  by  fund  managl 
He  coiTectly  observes  that  enfoil 
ment  of  the  secuiities  laws  is  thi 
other  major  tool  in  the  SEC's  arsi 
But  in  reassessing  Rule  17j-l,  tllj 
SEC  has  a  golden  opportunity  to  J 
the  lead — and  not  pass  the  buckj 
the  fund  industi-y.  It  shouldn't  kf 
that  opportunity  slip  by. 

Senior  Writer  Weiss  covered  \i 
Schonberg  affair  for  business  Mfl 
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side  Wall  Street 


lENE  G.  MARCIAL 

LOOD  OF  BIDS  AT 

iw.sothebys.com? 

orks  of  art  auctioned  off  by  Sothe- 
by's Holdings  (BID)  often  fetch 
d  sums.  And  Sotheby's  own  stock, 
ssed  in  this  column  on  Apr.  21, 
at  15  a  share,  is  up  a  nifty  25% 
/^ear,  to  23.  Ron  Baron,  president 
iron  Capital  Management,  which 
oversees  more 
than  $8  billion, 
believes  the  stock 
is  still  underval- 
ued. When  in- 
vestor Perry 
Bass  unloaded  his 
large  position  in 
Sotheby's  shares 
last  month.  Baron 
_  ^  snapped  it  up, 
m  *^  raising  his  stake 
J[  y  from  22%  to  30%. 
flu  Baron  likes  the 

>N:  Sees  rich      glamour  of  the 
ons  on  the  Net  art  world.  And 
guess  where  he 
the  next  splash  for  Sotheby's: 
Internet  presents  lots  of  oppor- 
es,  and  Sotheby's  is  looking  at  all 
im."  The  Internet  could  expand 
iby's  markets  fast,  adds  Baron, 
las  an  impressive  track  record  in 
g  winners.  Since  its  start  in  1987, 
agship  $5.8  billion  Baron  Asset 
has  posted  an  average  yearly 
)f  19.1%,  vs.  14.8%  for  the  Stan- 
&  Poor's  500-stock  index, 
•on  reckons  Sotheby's  may  team 
i  th  Net  mainstays  such  as  Amer- 
;  Jine,  Time  Warner,  or  Walt  Dis- 
:  Executive  Vice-President  David 
j  in,  Sotheby's  Internet  point  man, 
^  Arledges  that  Sotheby's  is  in  talks 
L,  several  major  players  but  won't 
i]  hich  ones. 

'l  i  are  very  excited,"  says  Red- 
^  The  Internet  could  bring  in  new 
i  lers,  broaden  the  range  of  prop- 
yl we  offer,  and  augment  the  ser- 
.  we  provide  our  traditional  cus- 
,  i."  In  May,  Sotheby's  launched  a 
j  ite  detailing  the  more  than  500 
Ij  IS  in  80  collecting  categories  that 
■(  )y's  holds  every  year. 
Ij  Web  site  offers  the  catalog  of  all 
)y's  sales — in  Britain,  Switzer- 
Hong  Kong,  and  the  U.S.  On 
1,  Sotheby's  closed  its  fii-st  In- 
t;  auction  (books  and  manuscripts), 


: 


comprising  121  lots  of  American  and 
Enghsh  works,  including  a  first  edition 
of  Edgar  Rice  Burroughs'  Tarzan  of 
tlte  Apes.  The  sale  brought  in  $80,000. 

Baron  figures  that,  excluding  the 
Net  factor,  Sotheby's  stock  could  double 
in  three  years.  But  the  Internet,  he 
says,  could  speed  the  stock's  advance. 

PUniNG  A  LiniE 
HEAT  ON  PRESTO 

ational  Presto  Industries  (npk),  a 
maker  of  electrical  pressure  cookers 
and  frying  pans,  may  soon  see  its  stock 
start  to  sizzle.  One  reason:  There  are 
whispers  that  a  manufacturer  of  house- 
wares, home  furnishings,  and  office 
products  is  accumulating  shares  with  a 
view  to  making  an  offer  to  buy  Na- 
tional Presto.  Volume  in  the  stock  in 
the  past  few  days  has  been  well  above 
the  daily  average  of  22,000.  On  July 
22,  the  stock  jumped  VA,  to  iOVir.,  on 
volume  of  422,000  shares. 

Any  such  move  could  hardly  be  hos- 
tile, since  Chairman  Melvin  Cohen  and 
CEO  Maryjo  Cohen  control  30%  of  the 
7.3  million  shares.  Other  big  players 
have  been  buying,  too.  Among  them: 
Mario  Gabelli,  whose  Gabelli  mutual 
funds  own  1.5%  of  National  Presto. 

Gabelli  says  he's  buying  more  shares 
because  they're  way  undei-valued,  con- 
sidering the  company's  hefty  cash 
hoard  of  $222  milhon,  or  $30  a  share, 
with  no  long-term  debt  and  book  value 
of  $33.  And  there  is  every  indication, 
he    adds,  that 
Presto  will  come      IT'S  STARTING 
up  with  a  "new,         TO  COOK 
blockbuster  prod- 
uct    that    could  : 
put  a  shine  on 
earnings." 

Investment  ad- 
viser Charles  La- 
Loggia  says  that, 
buyout  or  not, 
National  Presto  is 
a  terrific  bargain, 
with  its  dividend 
yield  of  5%.  "Ei- 
ther the  company 
will  make  an  im- 
portant acquisition 
that  would  improve  earnings,  or  end  up 
being  acquired,"  says  the  editor  of 
LaLoggia's  Special  Situation  Report. 
He  notes  that  management  implied  it 
was  not  averse  to  selling  the  company 
when  it  rejected  a  shareholder  demand 
last  year  to  sell  the  company  at  a  pub- 
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lie  auction,  ceo  Maryjo  Cohen  says  the 
company  isn't  for  sale. 

VALLEY  SURVEYS 
A  LUSH  VISTA 

Is  the  banking  consolidation  about 
over?  Not  by  a  long  shot,  if  some  of 
the  pros  buying  into  the  banks  are 
right.  The  recent  $8.6  billion  buyout  of 
Crestar  Financial  by  SunTrust  Banks 
creates  the  lOth-largest  U.  S.  bank 
and  puts  pressure  on  some  other  mid- 
size banks  to  merge  to  compete. 

Among  those  feeling  the  pressure, 
accoz'ding  to  some  investment  strate- 
gists, is  Valley  National  Bancorp  (vly), 
a  Wayne  (N.J.)  holding  company,  with 
assets  of  $5.1  bilhon.  Rumors  are  that 
they  are  in  discussions  to  merge  with  a 
major  bank.  Valley,  at  30  a  share,  could 
receive  an  offer  of 


RUMORS  MAY  HAVE 
SPARKED  A  RISE 


JULY  22 
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45  a  share  in  a 
stock  deal,  accord- 
ing to  one  adviser 
at  a  New  York  in- 
vestment bank 
who  had  tagged 
Crestar  as  a 
takeover  target 
last  April.  That 
translates  into  a 
price-earnings  ra- 
tio of  18.7  times, 
based  on  estimat- 
ed 1999  earnings 
of  $2.40  a  share. 
Crestar  was  val- 
ued at  a  p-e  of  22. 

The  pro  says  Valley's  operations 
complement  the  potential  buyer's. 
Valley  provides  a  full  line  of  commer- 
cial and  retail  banking  services 
through  97  branches  in  northern  New 
Jersey.  It  also  runs  units  for  mort- 
gage sei-vicing  and  asset  management. 
The  suitor  operates  mainly  in  the 
Northeast,  Midwest,  and  southern 
states. 

According  to  s&p  analyst  Michael 
Schneider,  Valley  "continues  to  be  one 
of  the  industry's  top  performers  in 
profitability,  generating  returns  on  as- 
sets of  1.85%,  and  a  return  on  equity 
of  19.5%."  Valley  ceo  Gerald  Lipkin 
won't  confirm  any  talks  with  suitors 
but  comments:  "If  we  get  the  right 
offer,  they  will  own  us." 


For  more  coverage  of  the  markets, 
visit  our  Web  site  at  businessweek.com 
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LeT'S  just  say  you're  the  CEO  of  a  large  investment  firm. 
You've  got  one  eye  on  NASDAQ,  one  eye  on  Dow  Jones  and  four 
hundred  hands  trying  to  grab  the  best  stocks  in  both.  You  also  know  > 
you  have  to  face  two  hundred  employees  who  want  more  money,  better  ' 
coffee,  a  parking  place  and  notebooks  that  can  handle  a  volatile  market. 

is    oh.  a  y    in    my    line    of   work,    hut  I 

sure    ci  o  n  '  t    need    it   from    my  notalyooks,"\ 
is  your  motto.  And  who  can't  use  a  little  more  predictability?  That's  why  Fujitsu 
PC  Corporation  offers  qualified  customers  Lifeline,  our  Lifecycle  Management 
Program  for  select  LifeBook  "  notebooks.  This  unique  program  helps  you  control 
tomorrow's  technology  costs  today — with  options  like  technology  upgrades, 
aggressive  lease  rates  and  optional  warranties.*  So  no  matter  what  wild  ride 
your  investments  might  take,  you  can  be  certain  that  the  investment  you  made 
in  Fujitsu  notebooks  will  always  be  a  sound  one. 

o  w    we    all   get    something    we    can  use 

ore    or    a  r  o  u  n  A    here:    s  ecu  r  i  t  If , 


LlfeLine  Lifecycle  Management  Options 


Custom  Configuration  to  f/t  Each  User  Reijoiremem 
1 2-month  reciino/ogy  Refresh  and  Asset  Monage-rent 
Van.We  Levels  of  S.ppor,,/ncM.s2.(,o...». 

ond  Screen  Protection 


m 


you  might  announce.  And  this  is  one  "buy"  order 
everyone  can  appreciate.  Leading-edge  technology, 
reliability  and  technical  support.  Plus  the  peace  of 


p^.^pigpningond^orious  Levels  of  Deh  1  mind  helping  you  understand  your  cost  of  owner 

ship.  So  maybe  you'll  never  know  which  stocks  will  perform  well  in  the 
future.  But  now  you  definitely  know  which  notebook  computer  will. 
There  ore  millions  of  Fujitsu  notebooks  out  there — each  with  a  story  of  its  own 

Fujfrsu 

FUJITSU  PC  CORPORATION 
Built   for    H  u  m  a  n  s . 

For  more  info,  visit  www.fujitsu-pc.com/ce 
or  call  1-888-4-ON-THE-GO. 


Marketing 


SOFT  DRINKS 


COUWARSON 
THE  MEAN  STREETS 

The  battle  heats  up  in  Gotham-and  the  rest  of  the  country 


Until  recently,  the  northeni  edge  of 
Centi'al  Park  was  a  weai-y,  injn- 
(lown  spot.  But  in  the  past  few 
months,  the  look  of  the  place  has 
changed.  Suddenly,  five  convenience 
stores  sport  red  awnings  and  one  store 
features  a  new  mural  with  a  bright-yel- 
low sun.  The  latest  m-ban  beautification 
program?  Hardly.  It's  part  of  an  ag- 
gi'essive  new  push  by  Coke  into  New 
York,  long  a  Pepsi-Cola  stronghold.  Af- 
ter hanging  the  awning's  and  supervising 
the    mural   job.  Coke's 
forces  have  taken  to  pro- 
moting the  corner  as  a 
sign  of  their  victory.  Says 
Deborah  Stokes,  a  long- 
time resident:  "It  looks  like 
Coca-Cola  Land  now." 

Harlem,  a  four-square- 
mile  neighborhood,  may 
seem  like  small  potatoes. 
But  these  days,  as  Coke 
and  Pepsi  rev  up  their 
marketing  rivah-y,  no  fight 
is  too  small  and  no  mai'- 
ket  too  local  to  take  on. 
With  $30  billion  in  bever- 
age sales  between  them,  Coca-Cola  Co. 
and  PepsiCo  Inc.  have  long  battled  each 
other  with  multimillion  dollar  ad  cam- 
paigns and  countiy-by-counti-y  market- 
ing coups.  And  on  July  20,  Pepsi  tack- 
led Coke  on  a  new  turf,  paying  $3.3 


billion  for  Ti'opicana  Products  Inc.,  a 
rival  to  Coke's  Minute  Maid. 

But  to  make  sui"e  all  that  marketing 
money  translates  into  bottles  sold,  both 
Coke  and  Pepsi  are  intensifying  their 
efforts  at  the  local  level.  With  each  push- 
ing hard  to  improve  U.  S.  mai'ket  share, 
top  managers  are  calling  on  the  troops 
to  redouble  marketing  and  sales  efforts 
as  they  duke  it  out  in  a  storefront-by- 
storefront  battle  for  soda  supremacy. 
And  nowhere  is  the  fighting  more  heat- 

NEW  YORK,  NEW  YORK 

As  Coke  tries  to  snatch  Pepsi's  lead  in  this 
key  market,  the  two  are  fighting  it  out 


BUSINESS:  Pumps  millions  into 
trucks  and  infrastructure,  adds 
600  marketers 

IMAGE:  Pays  for  new  awnings 
and  new  coolers  at  stores 
featuring  its  logo 
PROMOTION:  Gives  away  2  mil- 
lion Coca-Cola  Cards  to  build 
up  its  teen  market 


BUSINESS:  Boosts  investment 
and  works  with  distributors  to 
sharpen  marketing 
IMAGE:  Refurbishes  landmark 
East  River  sign  and  launches 
an  in-store  campaign 
PROMOTION:  Gives  away  1  mil- 
lion Pepsis  in  one  day,  600 
Mets  tickets  every  Friday 


ed  than  in  the  intensely  competitive,  in- 
tensely difficult  New  York  market. 
"Many  soft-drink  executives  think  New 
York  is  the  toughest  mai'ket  in  the  coim- 
try,"  says  John  Sicher,  editor  of  industry 
newsletter  Beverage  Digest.  "The  traffic 


is  huge,  the  population  is  dens 
neighborhoods  are  complicated." 

But  it's  also  a  huge  prize — ai 
PepsiCo,  headquartered  in  Pun; 
N.  Y.,  would  be  loath  to  lose.  Pe|i 
always  spent  big  to  stay  ahead  i 
home  turf.  New  York  is  one  of  mi 
U.  S.  markets  where  Pepsi-Cola  i 
Coca-Cola  Classic.  Nationwide,  (. 
along  with  its  portfolio  of  other-  1 . 
such  as  Sprite  and  Diet  Coke — c 
44.1%  of  the  beverage  mar-ket,  ajj 
stagnant  30.1%  for  Pepsi  produc 
in  New  York,  Coke's  lead  in  tot; 
is  less  than  half  that  much. 
BEU-WETHER.  New  York  is  only  tli 
ing  point.  Both  cola  kingpins  kno' 
ar-e  plenty  of  undei"ex}3loited  opp<  >i 
in  other  big  ur"ban  markets,  mal<. 
battle  a  for'erimner  for  others  be 
to  unfold  across  the  country.  "Thi 
of  New  York  is  pretty  much  the  t 
what's  going  on  in  tire  U.  S.  rigl 
says  Philip  A.  Marineau,  pr-esi 
Pepsi-Cola  Co.  North  America. 
The  showdowm  over  the  Bij. 
began  a  year  ago 
Coke's  largest  bottle 
Cola  Enter]3rises  hv 
moved  into  the  Ne' 
market.  CCE  has  sine 
600  more  marketing 
and  60  new  trucks  t( 
livery  fleet,  in  addit 
multimillion  dollar-  irr\ 
in  infr-astr-uctur-e.  Th; 
two  years  after  a  bi 
trnick  routes  to  impi-^ 
trol  over  distributioi 
The  efforts  are  ev  - 
the  streets.  Each  m 
representative  visit 
120  small  stores  a  week,  pus : 
snazzier  displays,  better  placen 
moi'e  pr-omotions.  When  the  c 
the  10th  Avenue  Gourmet  store 
hattan's  Upper  West  Side  told  t 
old  sales  manager  Rebecca  Fk 


TROPICANA:  A  WAY 
FOR  PEPSI  TO 
SQUEEZE  COKE 


When  PepsiCo  Inc.  announced  on 
July  20  that  it  would  pay  $3.3 
billion  for-  juice  giant  Tropicana, 
there  were  plenty  of  reasons  to  wonder 
why.  Unlike  soda  pop,  juice  is  subject 
to  commodity  markets  and  vulnerable 
to  bad  weather  and  crop  failures.  Juice 


margins  of  1%  to  3%  are  far  lower  than 
Pepsi-Cola  Co.'s  16%  rate  for  soda. 
Even  delivering  the  product  is  tough. 
Perishable  fi-esh  juice  can  only  be 
transported  and  stored  using 
costly  refrigeration. 

But  for  all  its  headaches, 
the  juicemaker  offers  Pepsi 
the  possibihty  of  a  sweet 
payoff.  As  the  world's 
largest  juice  company,  ana- 
lysts say,  Tropicana  arms 
Pepsi — stymied  in  its  core 
soft-drink  market — with  a 
powerful  weapon  in  the  war- 


against  archrival  Coca-CoR 
cana  gives  Pepsi  a  chance  j 
at  something,"  says  Stand* 
Coi-p.  analyst  Richard  JoyI 
,  biUion  market  fol 

iM,,  juice,  Tropicana'fl 
^  blows  away  Cokl 

''^'^■^  Minute  Maid,  wl| 
Indeed,  Tropicar 
well  selling  its  tj 
fr-esh  juices  that 
Minute  Maid  pull 
$1.3  billion  slice  f 
O.J.  also  prorl 
Sales  of  Pepsi  b'  e 
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planning  a  promotion 
si's  Mountain  Dew  ^ 
'  days,  for  example," 
ailed  headqUcUlei-K 
up  a  giveaway  of 
Coke's  competing 
,  the  next  day. 
Surge  push  is  also 
XE's  effort  to  align 
keting  progr-ams 
ose  of  Coca-Cola 
For  Coke,  which 
[%  of  ccE,  going  lo- 
ins working  closely 
e  bottler,  since  theii-  de- 
)rce  is  in  the  stores  evei  .x 
e  can't  do  this  on  a  macrcj 
explains  Henry  A.  Schim 
liief  executive  of  cCE.  "We 
do  it  on  a  micro  basis." 
SAWY.  So  far,  the  results  of 
Harlem  push — and  of  redou- 
foits  in  all  of  New  York — are 
sive.  In  the  hotly  contested 
I  small-store  segment,  sales  of 
high-margin  20-ounce  bottles 
oubled.  Throughout  New  York 
ar,  they're  up  56%,  well  above 
30%  goal.  Harlem  supermarkets 
sen  a  boost  too,  with  sales  up 
Iven  William  W.  Wilson,  presi- 
'  Pepsi's  New  York  bottler,  de- 
the  Harlem  effort  as  "a  good 
t  at  tactical  marketing."  But,  he 
:hese  things  are  hard  to  sustain." 
in  case,  Pepsi  is  pushing  its  own 
'ork  campaign  to  the  hilt.  But 
than  send  out  fresh  new  troops, 
;  relying  heavily  on  its  bottler's  lo- 
ibution  force  to  boost  its  presence 
5S,  with  new  racks,  coolers,  and 
iys.  It  is  also  making  a  big  push 
he  most  from  its  sponsorships  of 
Center,  Radio  City  Music  Hall, 
Bronx  Zoo  with  ticket  giveaways 
'ertising  tie-ins.  Pepsi  executives 
tliat  Coke  will  regr-et  the  decision 
out  distributors.  By  hiiing  out 
(  fleet,  Pepsi  keeps  costs  low  and 
al  savvy.  Indeed,  after  the  buy- 
uiy  of  Coke's  old  distributors  de- 


fected to  Pepsi,  taking  their  connec- 
tions— and  crucial  knowledge  of  the 
city's  traffic  patterns — with  them.  The 
result:  Sales  of  pepsi's  20-ounce  bottles  in 
New  York  are  up  77%  over  the  past  18 
months,  thanks  largely  to  big  gains  in 
Mountain  Dew.  Patrick  J.  Mannelly, 
gi-oup  vice-president  of  cce's  New  York 
territory,  concedes  that  Coke 
is  still  fighting  to  recapture 
hundreds  of  small-store  accounts. 
MOXIE.  That's  not  the  only  way  Pepsi 
is  using  the  street  smarts  of  its  en- 
trenched distribution  force — and  its  own 
connections — to  trump  Coke's  efforts. 
When  Pepsi's  sports-marketing  office 
learned  that  Coke's  sponsorship 
agreement  for  Yankee  Stadium  was  filled 
with  loopholes,  for  example,  it  pounced. 
Now,  even  though  Coke  signs  festoon 
the  outfield  and  vendors  hawk  it  in  the 
stands,  Pepsi's  All  Sport  brand  is  in  the 
dugout,  where  yellow  coolers  stand  in 
full  view  of  fans  and  TV  cameras.  Coke- 
North  America  President  Jack  L.  Stahl 
can  do  little  but  sniff:  "If  you  wandered 
in  there,  not  a  lot  would  be  consumed." 

Pepsi's  renewed  push  reaches  all  the 
way  to  the  top.  Pepsi  ceo  Roger  A. 
Enrico  is  using  his  friendship  vdth  Yan- 
kees owner  George  Steinbrenner  to  lob- 
by for  a  switch  when  the  sponsorship 
comes  up  in  2002.  One  promising  sign: 
Steinbrenner  did  voice-over  narration 
for  a  claymation  ad  for  Pepsi's  new  Lip- 
ton  Brisk  tea  that  was  set — of  course — 
in  Yankee  Stadium. 

Elsewhere,  too,  Pepsi  has  kept  up 
the  heat.  It  snatched  the  Shea  Stadi- 
um contract  from  Coke  this  year,  and 
now  a  group  called  the  Pepsi  Party  Pa- 
trol uses  a  shoulder-mounted  aii"  can- 
non to  launch  T-shirts  as  high  as  the 
upper  deck  between  innings.  "Pepsi's 
interest  and  energy  about  this  is  palpa- 
ble," says  Mark  Bingham,  marketing 
chief  of  the  New  York  Mets.  In  this 
hard-fought  battle,  Coke  and  Pepsi  are 
doing  everything  they  can  to  come  out 
on  top. 

By  David  Oreising  in  New  York 


ear  in  the  U.  S.  But  orange 
e  expanding  at  a  much  bet- 
1  il  pace  thanks  to  0.  J.'s 
i  among  adults  and  a  fruit- 
I  ong  teenagers.  PepsiCo 
1  'ger  A.  Enrico  is  banking 
'  seas  opportunities. 
!j  )icana  has  boosted  inter- 
i|  3%  of  sales  in  1988  to  19% 
i  ing  advertising  dollars  and 
S  itribution — and  there's  still 
J '  room.  The  average  Amer- 
I  s  15  gallons  of  0.  J.  per 
I  !d  with  six  in  Eui-ope  and 
•!  gallon  in  Asia.  A  victory 


overseas  would  buoy  Pepsi,  which  has 
long  trailed  Coke  internationally. 

Still,  a  leg  up  in  what  will  now  be- 
come the  broader  beverage  wars  didn't 
come  cheap.  Although  Pepsi  anted  up 
$200  million  less  than  Tropicana  seller 
Seagram  Co.  initially  wanted,  analysts 
say  it  appears  to  have  paid  a  full  price. 
Seagram,  which  will  use  the  money  to 
fund  its  purchase  of  music  company 
Polygram,  first  tried  an  initial  public  of- 
fering but  abandoned  that  for  the  Pepsi 
offer. 

In  1997,  Tropicana  earned  $81  milKon 
on  $2  bilUon  in  sales.  Wall  Street  reck- 


ons that  with  Pepsi's  financial  and  mar- 
keting powerhouse  behind  it,  Tropicana 
has  good  long-term  prospects.  "It 
brings  great  brand-name  recognition," 
says  James  Fleischmann,  research  di- 
rector at  pension  fund  tiaa-cref,  which 
owns  20,000  Pepsi  shares.  An  acquirer's 
stock  often  falls  the  day  a  deal  is  an- 
nounced; Pepsi's  rose  Vi  point,  to  39%. 

Short  term,  though,  the  all-cash  deal 
may  call  on  Pepsi  to  sacrifice  $500  mil- 
lion of  its  ongoing  $3  billion  stock  buy- 
back.  Still,  if  Tropicana  helps  Pepsi  beat 
Coke,  that  may  be  a  small  price  to  pay. 

By  Larry  Light  in  New  York 
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America  has  witnessed  an  economic  revo- 
lution. The  resuh:  a  radically  different 
economy  in  which  the  '"digital  industries" 
set  the  pace  and  old  habits  of  business  are 
replaced  by  new  skills. 

In  September,  Business  Week  will  bring 
together  today's  most  prominent  business 
leaders  to  consider  the  challenges  executives 
face  in  this  transformed  business  world. 
These  economic  pioneers  wiU  relate  prac- 
tical and  hard-won  knowledge  as  they 
redefine  economic  theory  and  business 
practices  for  today's  chief  executive. 
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EHMOs 
YING  WOLF? 

ly  costs  will  soar  if  patients  can  sue  them 


3  battle  heats  up  in  Washing- 
over  various  versions  of  a  Pa- 
;s'  Bill  of  Rights,  one  idea  is 
ving  the  most  fire.  Managed- 
tiizations  are  apoplectic  over 
that  would  give  patients  the 
ae  them  for  malpractice.  Un- 
rs,  HMOS  and  other  managed- 
)anies  are  largely  protected 
suits  now. 

sual  alliance  of  the  American 
.ssn.,  trial  lawyers,  and  con- 
ups  says  hmos  should  be  held 
e  if  a  patient  suffers  wrongful 
death  because  a  doctor-pre- 
edical  treatment  was  denied. 
2:ed  -care  industry  has  sounded 
,  saying  such  a  right  could 
yrocketing  health-care  costs, 
us  studies  suggest  the  cost 

minimal.  And  such  suits 
)urage  hmos  to  make 
Ith-care  decisions. 
BRACE.  HMOs  can 
r  breach  of  con- 
heir  malpractice 

limited  by  the 
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Date  to  allow 
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ictice.  In  re- 

(as'  managed- 
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from  a  spate  of 

i-dollar  suits. 

5  later,  not  one 

is  materialized 

is,  Scott  &  White 

,  a  large  Texas  hmo,  is 

lictions  of  higher  fees  come 

ounced  a  15%  liike  in  pre- 
ieptember  and  blames  the 
?ely  on  costs  relat- 
i  'W  law. 


The  size  of  the  rate  hike  is  surpris- 
ing, given  that  patient  complaints  in 
Texas  have  been  far  below  expecta- 
tions. Before  filing  suit,  patients  must 
appeal  to  an  independent  review  board. 
Originally,  the  Texas  Insurance  Dept. 
predicted  4,400  complaints  would  be 
received  during  the  fii'st  year  of  the 
program,  which  started  last  Novem- 
ber. But  by  mid-June,  only  109  patients 
had  requested  review  of  treatment-de- 
nial decisions. 

HMOS  argue  that  it's  too  early  to  say 
how  many  patients  will  complain.  "Once 
enough  time  has  passed  by,  we  expect 
to  see  a  dramatic  pickup,"  says  Jeff 
Kloster,  general  counsel  for  the  Texas 


Association  of  Health  Plans.  But  three 
studies  done  since  1990  in  New  York, 
Colorado,  and  Utah  suggest  otherwise. 
Each  found  that  the  number  of  actual 
cases  of  medical  negligence  is  some  10 
times  higher  than  the  number  of  mal- 
practice suits  filed.  There's  also  a  1997 
study  by  Tulane  University  professor 
Dahlia  Remler,  which  looked  at  2,000 
doctors  treating  patients  enrolled  in 
managed  care.  It  found  that  the  hmos 
reversed  their  initial  denials  from  one- 
half  to  two-thirds  of  the  time.  The  final 
denial  rate  of  doctor  recommendations 
was  no  more  than  3%  overall,  and  as 
low  as  1%  for  hospitalization  and  surgi- 
cal requests. 

"DIFFERENT  DYNAMIC."  No  matter,  says 
the  American  Association  of  Health 
Plans,  a  Washington-based  hmo  trade 
gi'oup.  It  commissioned  a  study  this  year 
by  the  Bai-ents  Group  of  kpmo  Peat  Mai- 
wick  that  estimates  premiums  for  con- 
sumers will  rise  by  2.7%  to  8.6%  if  hmos 
lose  their  malpractice  exemption.  The  in- 
creases would  cover  the  hmo's  own  mal- 
practice insurance  premiums  as  well  as 
what  Barents  assumes  will  be  an  in- 
crease in  the  number  of  medical  proce- 
dures approved  by  hmos  to  avoid  law- 
suits. "A  different  dynamic  takes  effect  if 
all  of  a  sudden  we  ai"e  exposed  to  this 
dramatically  broadened  liability,"  says 
Richard  I.  Smith,  aahp's  vice-president 
for  policy. 

Indeed,  Scott  &  White  President 
David  Morehead  says  a  July  survey  of 
its  medical  directors  found  that 
to  avoid  suits,  they  are  ap- 
proving more  sei-vices  faster 
"A  lot  of  care  that  is  mar- 
ginal or  questionable  is 
being    approved  that 
wouldn't  have  been  ap- 
proved prior  to  that 
law,"  he  says.  But  Fort 
Worth  attorney  George 
P.  Young  says  Scott  & 
I  White  may  now  just 
be  "providing  cover- 
age that  they  were 
supposed  to  be  pro- 
viding anyway." 
Reports  commissioned 
by  non-HMO  groups  are 
far  less  alarmed  about 
malpractice  suits.  A  study 
by  Coopers  &  Lybi-and  for 
the  Hem-y  J.  Kaiser  Fam- 
ily Foundation,  released  on 
July  6,  looked  at  the  records 
of  three  large  government 
health-care  gi'oups  not  exempt 
from  lawsuits.  All  three  had 
negligible  rates  of  litigation, 
ranging  from  0.3  to  1.4 
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US  internetworking,  Inc. 

is  pleased  to  announce  the  sale  of  a  mnionty 
interest  m  our  company  to: 

LIJ^rWESr 

ENTERPRISE  NETWORKING 

USi  welcomes 

JOSEPH  R.  ZELL 

President  of  U  S  WEST  !NTERPRISE  Networlving 
to  our  Board  of  Directors. 


Delivering  Internet  Computing  Sen'ices" 
to  enterprise  customers  worldwide. 


One  USi  Plaza,  Annapolis,  Maryland  21401-7478 
www. \J  Sin  ternetworking.com 


Child-proof  caps  protect; 
those  who  can't  read.  | 

Medicine  labels  protect  I 
those  who  can. 


The  Outsourcing 
Leadership  Forum 

A  critical  event  for  those  tasked  with  managing 
Litsourcing  relationships  or  leveraging  new  sourcing  strategies. 
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OUTSOURCING  INSTITUTE   in  associotion  with  WORLDWIDE 

SPECIAL  SECTIONS 


>n  September  17,  The 
Outsourcing  Institute 
in  association  with 
ess  Week  presents  The 
urcing  Leadership  Forum, 
prehensive  combination  of 
il  sessions,  roundtables  and 
ives  to  exchange  informa- 
i.etwork  with  their  peers, 
Idress  the  opportunities  and 
"iges  outsourcing  presents. 

Special  Feature 

50urcing  has  brought  new 
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ny  executives.  Often,  they 
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FORUAA  HIGHLIGHTS: 

The  emerging  role  of  the 
"Chief  Resource  Officer" 

Focus  on  individual 
problem  solving 

Managing  the  outsourcing 
relationship  successfully 

Candid  practitioner  panel 
discussions 

Participant  driven  special 
issues  sessions 

Peer  to  peer  netv\/orking 
opportunities 


Sponsoring  Corporations 


James  Brian 
Quinn,  award- 
winning 
author  of 
Innovation 
Explosion  and 
a  leading 
authority  on 
management 
trends, 

will  discuss  this  emerging  role 
and  the  many  opportunities 
outsourcing  presents. 

For  a  complete  program  and 
other  event  information,  please 
call  800-421-6767  ext  304  or 
visit  www.outsourcing.com 


James  Brian  Quinn 
keynote  speaker 


Participation  is  limited  to  senior 
executives  and  subject  to  the  approval 
of  The  Outsourcing  Institute. 
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SOFTWARE 


IS  ORACLE  FINALLY 
SEEING  CLEARLY? 

Missteps  and  market  shifts  leave  Larry  Ellison  and  Ray  Lane  scrambling  to  halt  a  sli 


Raymond  J.  Lane  should  have  been 
kicking  back  during  his  June  get- 
away to  the  ritzy  Caribbean  is- 
land of  St.  Bart's.  But  instead  of 
deciding  between  mai  tais  and  daiquiiis, 
the  president  of  Oracle  Coip.  found  him- 
self pondering  a  much  bigger  problem: 
how  to  revive  Oracle's  sagging  business. 
The  software  maker's  product-revenue 
growth  had  dropped  into  the  single  dig- 
its, profit  margins  were  naiTowing,  and 
the  stock  price  had  stalled.  Lane  knew 
sometliing  ch-amatic  had  to  be  done.  The 
conclusion  he  reached  while  sunbathing: 
"I  had  to  get  closer  to  the  action." 

Closer  he  got.  Within  days  of  return- 
ing home.  Lane  split  Oracle's  10,000- 
person  sales  force  into  two  teams.  One 
team  would  focus  on  selling  database 
software — the  progi-ams  that  store  and 
retrieve  corporate  data  and  make  up 
the  bulk  of  Oracle's  sales.  The  other 
would  sell  Oracle's  appUcations,  pro- 
gi-ams  designed  to  help  companies  track 
inventoiy,  schedule  manufacturing  i-uns, 
and  balance  the  books.  Lane  also  cut 
out  two  levels  of  management  and 
placed  liimself  directly  in  charge  of  U.  S. 
sales  operations. 

Startling  moves?  Not  at  Oracle.  Lane 
was  just  following  the  lead  of  his  boss, 
Oracle  ChaiiTnan  Lawi-ence  J.  Ellison, 
who  in  Febniaiy  assumed  command  of 
the  company's  troubled  applications  di- 
vision. Now,  both  of  Oracle's  top  execu- 
tives have  their  sleeves  rolled  up  and 
are  elbow-deep  in  operations.  "I  real- 
ized it's  going  to  take  both  of  us  to  fix 
this — Larry  in  products  and  me  in 
sales,"  says  Lane. 

Lane  and  Ellison  are  among  Silicon 
Valley's  shai-pest  executives.  Yet  even 
this  dynamic  duo  will  have  its  hands 
full  putting  Oracle  back  on  the  fast- 
gi-owth  track.  For  years,  the  company 
has  dominated  the  database  business, 
commanding  nearly  a  third  of  the  $6.6 
billion  market  and  chalking  up  30%-plus 
gi'owth  nearly  eveiy  quarter. 

But  a  series  of  missteps  and  mar- 
ket shifts  has  left  Oracle  stnaggling.  A 
sweeping  reorganization  of  the  sales 


force  last  fall  backfired,  disrupting  op- 
erations and  contributing  to  anemic, 
3%  growth  in  database  sales  during 
the  quarter  ended  last  November.  Then 
came  the  downturn  in  Asia,  which  ac- 
counted for  14%  of  Oracle's 
1997  sales  but  fell  to  11% 
of  sales  last  year.  And 
while  Ellison  was  distract- 
ed by  pet  projects  such  as 
network  computers  and 
week-long  sailing  trips  on 
his  yacht,  seismic  shifts 
were  occurring  in  the  soft- 
ware industry — especially  in 
Oracle's  bread-and-butter 
database  business. 
GERMAN  BEHEMOTH.  The 
market  for  these  programs 
began  to  mature,  slowing  to 
just  7%.  gi-owth  in  1997.  At 
the  same  time,  corporate 
customers  began  aiming 
more  of  their  spending  at 
Internet  software  and  appli- 
cations. Oracle  began  ex- 
panding into  hot-selling  ap- 
plications years  ago,  but  it 
still  hasn't  been  able  to  catch 
up  with  Germany's  SAP,  the 
industry  leader.  SAP  has 
$2.25  billion  in  applications 
revenue,  or  three  times  as 
much  as  Oracle's  applications 
sales. 

Now,  the  red  flags  are  fly- 
ing. Wlien  the  company  re- 
ported its  yearend  numbers 
in  June,  it  became  clear  that 
earlier  signs  of  a  slowdowji 
were  no  fluke.  Even  though 
Oracle's  net  income  was  up 
13%,  to  $955  million  (exclud- 
ing acquisition  costs),  on  a 
26%  gain  in  revenues — to 
$7.1  billion — most  of  that  was 
buoyed  by  Oracle's  service 
business.  Growth  of  the  com- 
pany's crucial  software  sales 
had"  skidded  to  9%  from  26% 
a  year  earlier.  Oracle's  stock 
is  flagging,  too:  in  the  mid- 


20s,  far  from  its  peak  of  42  la 
Ellison  is  by  turns  apologeti 
the  mistakes  of  the  past  and  1 
about  Oracle's  prospects  for  the 
He  concedes  that  he  should  hav( 
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n  the  applications  business  ear- 
saw  the  problems  last  fall  but 
thought  I  could  delegate."  And 
zes  that  focusing  so  much  on 
:  computers  hurt  his  company. 
Jd  have  been  talking  about  how 
es  are  essential  for  Internet 
ng.  "It  was  a  huge  communica- 
ffe,  and  I  blame  myself  for  it," 
owledges. 

a  chastened  Ellison  is  embark- 
a  plan  that  includes  a  reorga- 
les  force  and  a  laser  focus  on  In- 
:omputing.  Rather  than  taking 
osoft  Coi-p.'s  Windows  software 
(  network  computer,  he's  laimch- 
lizzard  of  Internet-ready  soft- 
lat  can  be  accessed  from  any 
computer  What's  more,  he's  de- 
on  the  Net-savvy  software  he's 
omising  for  three  years, 
up  is  a  new  version  of  the  com- 
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pany's  applications,  Oracle  Applications 
Release  11.  The  software  relies  on  Net 
communications  and  uses  Web  browsers 
for  vievdng  information  stored  in  cor- 
porate databases — the  first  enterprise 

  application  suite  to  do  so. 

ONE  LANGUAGE  FOR  ALL.  The 
big  bang,  though,  is  sched- 
uled for  the  fall,  when  Oracle 
will  release  OracleSi,  the 
most  massive  overhaul  yet  of 
its  database.  OracleSi  is 
equipped  with  the  popular 
Java  progi'amming  language, 
so  companies  can  easily  build 
applications  that  fetch  data 
with  a  simple  mouse  click 
and  run  on  any  type  of  com- 
puter through  a  browser. 
That  offers  potentially  huge 
savings  on  progi'amming  and 
training.  "It's  the  biggest 
change  we've  made  to  the 
database  since  we  created  it 
20  years  ago,"  says  Ellison. 

Together,  the  products  ush- 
er Oracle  into  the  Internet 
Age,  but  will  they  return  the 
company  to  its  former  go-go 
gi'owth?  Chances  of  30%-plus 
spurts  are  unlikely,  say  ana- 
lysts, but  they  figm-e  that  the 
Net  products,  coupled  with 
the  sales  revamp,  could  de- 
liver healthy  growth  rates 
again.  Up  until  now,  the  In- 
ternet has  not  driven  a  lot 
of  extra  demand  for  databas- 
es. But  that  could  be  chang- 
ing with  the  rush  to  elec- 
tronic commerce.  "There's  a 
latent  bubble  of  database  de- 
mand," says  analyst  Charles 
Phillips  of  Morgan  Stanley 
Dean  Witter,  who  forecasts 
1999  revenue  gi'owth  of  23% 
for  Oracle. 

Ellison  is  betting  that  the 
Internet  focus  will  boost  ap- 
l)lications  sales  and  help  Ora- 
cle catch  up  with  SAP.  The 
undisputed  leader,  sap  had 


15.6%  market  share  last  year,  compared 
with  4.9%  for  PeopleSoft  and  4.8%  for 
Oracle,  according  to  International  Data 
Coi-p.  What's  more,  in  spite  of  the  slow- 
down in  Asia,  the  German  juggernaut's 
revenues  gi-ew  60%  in  the  first  half  of 
this  year.  To  accelerate  gi-owth,  it  has 
doubled  its  field-sales  organization,  to 
2,000  in  the  past  two  yeai's,  vs.  1,500  ap- 
plications reps  for  Oracle.  And  its  focus 
is  unwavering.  "Oracle  does  so  many 
things,"  says  Paul  Wahl,  ceo  of  sap 
America.  "For  us,  it's  business  applica- 
tions, business  applications,  business  ap- 
plications. Nothing  else." 

Even  hotter  than  sap  right  now  is 
PeopleSoft  Inc.  Its  product  revenues 
gi-ew  76%  last  year,  to  $705  million.  Peo- 
pleSoft sells  a  naiTower  range  of  appli- 
cations, but  it  makes  up  for  that  with  a 
single-minded  dedication  to  customer 
satisfaction.  That  philosophy  was  key 
to  CoiTung  Inc.'s  decision  to  choose  Peo- 
pleSoft applications  over  Oracle's,  even 
though  Corning  had  already  standard- 
ized on  Oracle  databases. 

Oracle  doesn't  have  to  play  catch-up 
in  databases.  In  the  market  for  high- 
powered  ones,  IBM  and  Oracle  duke  it 
out.  But  it's  Microsoft  that  might  end  up 
giving  Oracle  fits.  Microsoft  has  been 
in  the  database  market  in  earnest  for 
just  three  years,  but  it  has  amassed 
15%'  of  the  market. 

So  far,  Oracle  has  been  more  than 
Microsoft's  match,  beating  it  even  in 
the  mai'ket  for  databases  built  on  top  of 
Mici'osoft's  Windows  NT  operating  sys- 
tem. But  since  Microsoft  can  design  its 
SQL  Server  database  to  work  tightly 
with  NT — the  fastest-growing  platform 
for  database  sales — it  could  gain  an 
edge.  And  the  sql  Server  database  is 
about  half  as  expensive  as  Oracle's  in 
price/performance  comparisons.  Soon, 
analysts  say,  Microsoft  could  start  gi-ind- 
ing  away  at  the  underside  of  Oracle's 
database  empii-e. 

That's  another  reason  it's  cracial  for 
Ellison  and  Lane  to  get  Oracle  running 
like  a  well-oiled  machine.  Arialysts  agi-ee 
that  the  company's  products  aren't  the 
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A  chastened 
Ellison  is 
embarking  on  a 
plan  that  includes 
a  reorganized 
sales  force 
and  new  Internet 
products 


Information  Technology 


only  problem:  Ellison  and  Lane  must 
also  fix  sales  and  marketing.  And  that's 
not  just  a  matter  of  redrawing  the  or- 
ganization chart.  It  will  require  big 
changes  in  Oracle's  notoriously  combat- 
ive culture  so  that  database  sales  rep- 
resentatives are  not  at  war  with  the 
applications  staff.  "They've  got  too  many 
cooks  trying  to  stir  the  broth  and  stab 
each  other  in  the  back  at  the  same 


time,"  says  analyst  Josh  Greenbaum  of 
Hurwitz  Consulting. 

No  wonder  Lane's  key  move  on  July 
8  was  to  sepai-ate  the  combatants.  He  di- 
vided the  sales  force  into  database  .and 
applications  organizations.  Now,  he  plans 
on  doubling  the  size  of  the  application 
sales  force,  to  3,000,  by  next  May.  He's 
also  training  them  to  sell  apphcations 
that  address  business  needs,  such  as 


helping  a  manufacturer  stock  ji 
enough  paits  in  a  fast-changing  njrk 
StOl,  Lane  cautions  that  it  coul^ti 
two  more  years  before  customes  i 
gin  to  see  Oracle  as  not  just  a  tthj; 
ogy  supplier  but  a  trusted  partsi 
well.  Guess  he'd  better  not  plan  i 
ting  the  beach  anytime  soon. 

By  Steve 
in  Redwood  Shore.^ 


BEHIND  THE  LARRY  &  RAY  SHOW 


Fred  and  Ginger.  Orville 
and  Wilbur.  Larry  and 
Ray?  When  it  comes  to 
famous  partners,  in  Silicon 
Valley  at  least,  Larry  Ellison 
and  Ray  Lane  certainly  quali- 
fy. The  duo  run  Oracle  Corp., 
the  world's  second-largest 
software  maker.  Ellison,  the 
flamboyant  founder  and 
visionary,  is  the  company's 
pubhc  face.  When  he's  not 
sailing  his  yacht  or  flying  one 
of  his  private  jets,  Ellison,  53, 
is  often  out  promoting  grand 
new  strategies — be  it  net- 
work computing  or  interac- 
tive TV. 

Lane's  hobbies  are  more 
down  to  earth — golf  and  duck- 
hunting.  And  he  spends  his 
time  with  customers  and  col- 
leagues rather  than  taking 
center  stage.  The  52-year-old 
Lane  looks  after  sales  and 
day-to-day  opei'ations  while  he 
painstakingly  builds  the  orga- 
nization. He  is  Mr.  Process. 
While  Elhson  has  been  trying 
to  change  the  computing 
world.  Lane  has  been  busy 
changing  Oracle.  "As  a  combi- 
nation, they're  much  stronger  than 
they  are  as  individuals,"  explains 
Bill  Marshall,  an  Oracle  Consulting 
manager. 

Elhson  credits  Lane  with  fixing 
Oracle's  sales  force  and  building  its 
14,000-person  consulting  division.  He 
hired  him  from  Booz,  Allen  &  Hamil- 
ton Inc.  in  1992  to  run  sales,  and 
soon  promoted  him  to  president.  Be- 
fore Lane  amved,  Oracle's  hyperag- 
gressive  salespeople  would  sell  large 
quantities  of  software  at  huge  dis- 
counts—then ignore  the  new  cus- 
tomer as  they  ran  off  to  make  the 
next  sale. 

Lane  made  the  sales  representa- 


MR.  PROCESS 
While  Ellison 
has  been  trying 
to  change  the 
world,  Lane 
has  been  busy 
changing  Oracle 


fives  accountable  to 
the  company  rather 
than  to  their  own 
bank  accounts  by  dol- 
ing out  sales  commis- 
sions over  time.  Now, 
his  goal  is  to  trans- 
form a  sales  force 
that  is  used  to  hawk- 
ing database  technol- 
ogy based  on  a  features  checklist 
into  one  that  sells  sophisticated  infor- 
mation systems — then  stays  around 
to  hold  the  customer's  hand  while 
the  software  is  installed.  "The  old 
Oracle  is  dead  and  gone,"  says  Lane. 
"We're  burying  it." 

The  plan  seems  to  be  working — 
though  it  sometimes  requires  top- 
level  intervention.  A  year  ago,  disk- 
drive  maker  Quantum  Corp.  was  try- 
ing to  negotiate  a  new  maintenance 
contract.  Fi-ustrated  that  he  was  get- 
ting nowhere  with  underlings.  Quan- 
tum Chief  Information  Officer  Hank 
Delevati  left  a  message  for  Lane  late 
one  day  and  got  a  call  back  from  him 


at  7  a.m.  the  next  day. 
then  personally  negotiatd 
new  three-year  deal.  "In  I 
past,  if  Oracle  had  an  adi 
tage,  they  wouldn't  give  j 
a  break,"  says  Delevati. 
changed  that.  Now,  thej 
truly  a  partner." 
SEPARATE  TERRITORY, 
how  does  Lane  get  alonf| 
with  his  famously  mercu 
boss?  Unlike  some  other 
cle  execs.  Lane  is  not  afj 
to  disagree  with  the  cha| 
man.  "People  say,  'Isn't 
tyrant  bastard?'  But  I'vl 
never  had  a  bad  day  wii 
Lany,"  says  Lane,  Ellisf 
doesn't  try  to  tell  Lane  j 
to  do  with  the  sales  forq 
And  Ellison  respects  LjI 
opinion  on  other  matter 
Says  Elhson:  "We  each  have  oua 
eas  where  we're  the  expert." 

Some  of  Lane's  leverage  coml 
from  the  fact  that  a  good  chief  f 
ating  officer  is  hard  to  find.  An| 
Silicon  Valley,  where  talent  is  iJ 
highly  competitive  demand,  Lai[ 
on  every  executive  recruiter's 

"The  CEO  doesn't  have  all  thi0(ffi 
er  in  these  matchups,"  says  Sc(t 
McNealy,  chairman  of  Sun  Mio?' 
tems  Inc.  "They're  afraid  the  ou 
one  will  leave.  You  see  it  in  thiw 
Larry  compensates  Ray."  Lanei2 
$40  million  worth  of  stock  optiii^  | 
and  was  paid  $2.3  million  in  saWi ' 
and  bonuses  last  year  after  hep^ 
wooed  for  the  chief  executive'swsi' 
tion  at  Novell  Inc. 

This  partnership  of  near  eqil^ 
has  worked  fairly  well  so  far— it 
by  both  cash  and  a  spirit  of  ae)i 
modation.  Now  we'll  see  if  it  H( 
up  as  Ellison  and  Lane  face  thir 
first  real  crisis  together. 

By  Stevei 
in  Redwood  Shore] 
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BY  OTIS  PORT 


rONS  THAT  COULD  JUICE  UP  JUICE 

/INES  AND  BRANDIES  GET  BETTER  AS  TIME  GOES  BY, 

e  same  might  soon  be  true  of  gi'apefruit  juice.  In 
36  of  grapefruit,  the  secret  is  in  the  packaging. 
1  H.  Hotchkiss,  a  professor  of  food  science  at  Cor- 
niversity,  has  devoted  years  of  research  to  so- 
active  packaging.  He  dreams  of  packages  that 
ly  hold  products  but  also  improve  them. 

One  packaging  supplier  is 
evaluating  a  carton  that  might 
make  grapefruit  juice 
as  popular  as  or- 
ange juice.  The  pa- 
perboard  carton  is 
lined  with  a  cellu- 
lose polymer  impreg- 
nated with  naringi- 
nase,  an  enzyme. 
Developed  with  the 
help  of  grad  student  Nelda 
de  Fatima  Soares,  the  coating 
breaks  down  the  two  ingredients 
sible  for  the  tartness  of  grapefruit  juice:  naringin, 
ral  component  of  citrus  fruits,  and  limonin  acid,  a 
luct  of  pasteurization.  The  cellulose  absorbs  the 
1,  while  the  enzyme  "detarts"  the  naringin.  In 
few  days,  the  packaged  juice  tastes  sweeter  than 
sh-squeezed  kind,  says  Hotchkiss. 
t,  Hotchkiss  hopes  to  find  a  sponsor  for  his 
e-killing  packages.  These  shrink-wrap  films  and 
bags  would  contain  antimicrobial  agents  to  deter 
e  of  meats,  cheese,  and  produce.    Nellie  Andreeva 


OVATIONS 


iking  plants  may  be 
;  pristine  factories 
t,  but  they  produce 
toxic  waste.  Re- 
at  Los  Alamos  Na- 
boratory  are  work- 
substitute  for  the 
acids  now  utilized 
licon.  It's  based  on 
supercritical  carbon 
a  strange  fluid  with 
lies  of  both  a  liquid 
.  Mixed  with  propy- 
)nate,  a  benign  sol- 
)pears  to  etch  chips 
■er  than  the  acids 

fans  may  be  sur- 
hear  that  the  U.  S. 
'orld  cup  in  Paris — 
'up  for  soccer-play- 
s,  that  is.  In  the 
it  league,  the  five 
members  of  the 


CMUnited  team  fi-om  Carnegie 
Mellon  University  beat  Aus- 
traha  in  the  final  match,  3-1. 
CMU  also  won  the  competition 
of  computer  simulations, 
trouncing  last  year's  champ, 
GeiTnany's  Humboldt  Univer- 
sity, 3-0.  In  the  matches 
among  larger  robots,  which 
CMU  didn't  enter,  Germany's 
University  of  Freiburg  came 
out  on  top.  Next  year's 
RoboCup  will  be  held  in 
Stockholm. 

■  When  the  screen  goes 
blank,  TV  sets  go  into  a 
standby  mode  that  saves 
electricity.  Even  so,  they  still 
use  quite  a  bit  of  juice. 
Philips  Electronics  figures  the 
total  tab  for  U.  S.  homes  is 
around  .$1  billion.  So  Pliilips 
has  come  up  with  a  Green- 
Chip  that  puts  standby  on 
standby,  slashing  power  us- 
age by  99%. 


ARE  THESE  CHIPS 
ON  THE  BALL? 

HAVE   THE   FOLKS  AT  BALL 

Semiconductor  Inc.  lost  their 
marbles?  That  was  the  reac- 
tion in  1996  when  the  Allen 
(Tex.)  startup  announced  it 
planned  to  cover  sihcon  balls 
with  computer  circuits. 
There's  less  snickering  now. 

In  mid-July,  Ball  Semicon- 
ductor revealed  it  has  print- 
ed crude  semiconductor  de- 
vices on  balls  1  millimeter  in 
diameter.  "And  we'll  be  mak- 
ing integi'ated  circuits  in  a 
month  or  two,"  asserts  Ram 
K.  Ramamurthi,  vice-presi- 
dent for  research  and  devel- 
opment. "They  seem  to  be 
getting  on  with  it,"  says  Jack 
S.  Kilby,  co-inventor  of  the 
integrated  circuit. 

Ball  chips  are  the  brain- 
child of  Akira  Ishikawa,  a 
former  senior  manager  at 
Texas  Instruments  Inc.  He 
believes  drastically  cheaper 
ways  of  making  chips  are  es- 


sential to  sustain  the  march 
of  semiconductor  innovation. 
And  the  time  is  ripe,  because 
the  next  generation  of  chip 
plants  may  cost  up  to  .$10  bil- 
lion, pricing  many  companies 
out  of  the  business. 

To  avoid  the  need  for  big, 
superimmaculate  factories, 
Ishikawa  dreamed  of  balls 
rolling  thi'ough  naiTow  tubes, 
so  only  the  insides  of  the 
tubes  would  need  to  be  clean- 
er than  hospital  operating 
rooms.  The  equipment  for  pro- 
cessing stui'dy  balls  also  would 
be  cheaper  than  that  for  han- 
dling fragile  dish-size  wafei's. 
As  a  result,  the  cost  of  a  chip 
factoiy  could  be  slashed  90%. 

Since  leaving  ti,  Ishikawa 
has  raised  $52  million — and 
expects  to  begin  volume  pro- 
duction in  2000.  Whether 
customers  will  buy  is  the  big 
unknown.  But  Ball  figures  it 
holds  a  trump:  Its  chips  will 
be  smaller  than  flat  chips,  so 
cell  phones  and  other  small 
gadgets  could  shed  more 
inches.  □ 


A  SIX-LEGGED  CHEMISTRY  LAB  

DRUG  COMPANIES  UTILIZE  SO-CALLED  COMBINATORIAL 

chemistry  to  create  millions  of  compounds  Mother 
Nature  never  dreamed  of.  But  nature  also  has  a  few 
secrets  up  her  sleeve,  which  could  aid  scientists. 
In  the  July  17  issue  of  Science,  a  research  team  led  by 
Cornell  University  chemist 
9    Frank  C.  Schroeder  describes 
how  the  immatui'e  pupal 
forms  of  the  squash  beetle, 
E.  barealis,  secrete  di-oplets 
that  contain  a  rich  brew  of 
chemicals  from  glandular 
bail's  along  their  bodies. 
Like  chemists,  the  beetles 
work  with  a  small  "library" 
of  molecular  building  blocks — 
just  three  closely  related  com- 
pounds of  vaiying  lengths. 
To  create  the  brew,  cells  in 
the  bugs'  glands  continuously  and  randomly  mix  up  dif- 
ferent combinations  of  the  molecules,  then  spin  them  into 
large  polymer  rings.  "We  don't  know  another  biological 
system  that  achieves  that  sort  of  chemical  production," 
says  chemistry  professor  JeiTold  Meinwald.  He  specu- 
lates that  the  bugs  may  require  tliis  complex  mixture  to 
hold  a  variety  of  enemies  at  bay.  Neil  Gross 
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BONDS:  THESE  WATERS 
ONLY  LOOK  CALM 


No  doubt  about  it — 
U.  S.  government 
bonds  are  looking 
good  these  days.  With  infla- 
tion quiescent,  the  30-year 
Treasuiy  bond  is  at  just  5.7%, 
near  its  historic  low.  Many 
market  mavens  expect  long 
bond  rates  to  fall  to  5%  or 
below,  producing  tidy  capital 
gains. 

But  if  you  think  bonds  ai'e 
a  safe  haven  against  econom- 
ic troubles  in  Asia  or  a  dovm- 
turn  in  the  stock  market  in 
the  U.  S.,  you  may  be  in  for  a 
surprise,  according  to  a  re- 
cent repoil  by  Leah 
Modigliani,  an  investment 
strategist  at  Morgan  Stanley 
Dean  Witter.  In  the  past  20- 
yeai'  period,  volatility  in  long- 
term  U.  S.  goveniment  debt 
has  steadily  increased  be- 
cause of  liigh  inflation  (chait). 
Bond  volatility  even  sur- 
passed that  of  the  Standard 
&  Poor's  500-stock  index  for 
the  20-year  periods  ended  in 
1996  and  '97. 

This  is  of  particular  con- 
cern if  you're  thinking  of  buy- 
ing a  long-term  bond  fimd  to 
diversify  your  portfolio  and 


gain  maximum  yield.  Many 
investors  regard  long-term 
bond  funds  as  parking  places 
for  cash — even  if  the  invest- 
ment hoiizon  is  just  one  year. 
Morningstar  estimates  that 
long-term  funds  returned 
7.5%  over  the  five  years  end- 
ed on  June  30,  compai-ed  with 
6.2%  for  intermediate  fimds. 
But  the  long-teiTn  fimds  were 
38%  more  volatile.  "If  you're 
an  investor  with  a  one-year 
outlook,  some  long-tenn  bond 
funds  ai'e  much  more  volatile 
and  risky  than  you  might 
think,"  says  Modigliani. 
SHARPE  SHOOTING.  Volatility 
isn't  necessarily  bad,  as  long 
as  you're  compensated  for  the 
risk  you  take.  But  how  do  you 
assess  the  lisks  in  bonds?  One 
way  to  get  risk-adjusted  re- 
turns is  to  look  at  a  fund's 
Sharpe  Ratio,  a  commonly 
used  measiu"e  of  risk- 
adjusted  returns.  You 
want  a  high  Shaipe  Ratio  be- 
cause it  denotes  a  liigher  risk- 
adjusted  retimi.  Unfortimate- 
ly,  the  Shaipe  Ratio  is  difficult 
to  interpret.  So,  Modigliani 
and  her  gTandfather, 
Franco  Modigliani,  fi 


nance  professor  at  Massachu- 
setts Institute  of  Teclinology 
and  Nobel  laureate,  developed 
another  measure  of  risk- 
adjusted  performance.  Called 
Modigliani- 
Modigliani,  or 
M-,  it  is  a  re- 
turn adjusted  for  volatility 
that  is  measured  in  basis 
points  and  allows  for  a  com- 
parison of  returns  between 
portfolios. 

M-'s  aim  is  to  be  more 
precise  than  the  risk-adjust- 
ed performance  ratings  used 
by  Morningstar  or  BUSINESS 


INVESTINd 


WEEK  but  easier  to 
stand  than  a  Sharpe 
Nonetheless,  funds  wi 
highest  Sharpe  Ratio; 
the  highest  M-  anc 
versa. 

We  asked  Modigliani 
M-  to  work  on  long 
funds  with  the  highes 
returns  over  the  pai 
years,  as  measiu'ed  by 
ingstar's  Principia  d? 
(table).  Tlie  one  with  t 
total  retui'n,  before  ac 
for  risk,  was  An 
Century-Benham  Tarj 
turitie; 
2020. 
came  t 

ond-best  perfoiTner  or 
adjusted  basis.  But 
the  risks  the  fund 
American  Century 
acWeved  its  results  w 
times  more  volatili 
the  Lehman  Brothe 
ernment  Bond  Indp^^i 
three  times  more  tl 
best  risk-adjusted  pe 


How  Fickle 
Is  Your 
Fund? 


Bond  funds  can  be  just  as  vo 
as  equity  funds.  Here's  how  t. 
top-performing  long-term  gove 
ment  bond  funds  look  after  adjus 
for  the  risks  their  managers  took 


5-YR  ANNUAL    RISK-ADJUSTED    5-YR  STD 


RETURN 

RETURN 

DEVIATION* 

AMERICAN  CENTURY-BEN.  TARMAT.  2020 

16.4% 

7.6% 

20.3% 

WASATCH-H0ISIN6T0N  U.S.  TREASURIES 

8.9 

7.9 

5.8 

VANGUARD  F/l  L/T  U.S.  TREASURIES 

8.5 

6.9 

8.1 

T.  ROWE  PRICE  U.S.  TREAS.  LONG-TERM 

8.2 

6.8 

7.8 

PACIFIC  ADVISORS  GOVT.  SECURITIES  A 

7.4 

7.1 

4.9 

LEHMAN  BROS.  GOVT.  BUND  INDEX 

6.7 

6.7 

4.2 

*  A  measure  of  how  much  a  fund's  returns  fluctuate  from  their  average. 

DATA,  MORGAN  STANLEY  DEAN  WITTER  &  CO.;  MORNINGSTAR  INC 
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-Hoisington    U.  S. 

if  look  at  the  funds' 
s  explains  why 
1  Century-Benham  is 
le  riskiest  long-temi 
ds.  The  fund  invests 
3upon  U.  S.  Ti'easury 
5  and  U.  S.  Treasui'y 
;es,  and  bonds  that 
;ure  in  2020.  This 
an  extremely  long 
,  a  measure  of  how 
a  bond's  price  is  to 
n  interest  rates.  The 
e  duration,  the  more 
will  be  affected  by  a 
1  interest  rates  and, 
5  more  volatile  the 
r  example,  when  in- 
ites  went  up  in  the 
rter  of  1996,  the  av- 
ig-term  government 
nd  lost  5.6%.  But 
n  Century-Benham 
ep  16.6%,  according 
agstar. 

now,  however, 
1  Century-Benham's 


long  duration  is  a  plus  be- 
cause long-term  rates  have 
been  falling.  In  the  past  yeai-, 
the  fund  is  up  61%,  putting  it 
in  the  top  third  of  the  entire 
mutual-fund  universe — debt 
and  equity. 

RIDING  THE  CURVE.  Another 
fund  benefiting  from  a  long 
duration  is  Wasatch- Hoising- 
ton U.  S.  Treasmy,  which  pro- 
duced its  returns  with  a  lot 
less  risk.  It  was  up  21.4%  in 
the  past  12  months  with  a 
volatility  measure  of  5.8,  vs. 
20.3  for  American  Centuiy- 
Benham.  Unlike  the  Ameri- 
can Century-Benham  man- 
agement team,  Wasatch- 
Hoisington  co-manager  V.  R. 
Hoisington  can  invest  in  any 
maturity  of  U.  S.  Ti'easury, 
ft'om  six  months  to  30-year 
zeros.  Since  June,  1996,  Hois- 
ington has  been  100%  in  long 
bonds  with  matuiities  of  26 
to  30  years.  "As  long  as  in- 
flation continues  to  head 
down  and  monetary  policy  re- 


BONDS  HAVE 
GOnEN  RISKIER 


ROLLING  20-YEAR 
STANDARD  DEVIATION* 


'90     '94  '97 


"'78  '82 

A  PERCENT 
•HOW  MUCH  AN  INVESTMENT'S  RETURN  DEVIATES 

FROM  ITS  AVERAGE  RETURNS 

DATA;  IBBOTSON  ASSOCIATES, 
MORGAN  STANLEY  DEAN  WIHER 

mains  as  it  is,  we  see  little 
risk  in  the  long  bond,"  says 
Hoisington.  How  does  he 
manage  risk?  He  doesn't. 
Hoisington  says  he  doesn't 
try  to  damp  the  volatility  of 
his  fund  by  hedging.  "Any 
low  risk  we've  had  has  been 
cu'cumstantial,"  he  says. 

Another  top  risk-adjusted 
performer.  Pacific  Advisors 
Government  Seciu-ities  A  (up 
19.7%  in  the  past  12  months), 
actively  manages  risk,  how- 
ever. Its  risk-adjusted  7.1% 
return  came  with  four  times 
less  volatihty  than  American 
Century-Benham's.  Pacific 
Advisors  is  a  total-return 
bond  fund  that  uses  a  pro- 
prietai-y  interest-rate  timing 
model  to  bet  on  the  dii^ection 
of  rates.  "We  tiy  to  navigate 
the  yield  cui-ve  to  figure  out 
where  we  can  get  the  most 
money  for  the  least  risk  at 
any  point 
n  time," 
says  Marc 
Kelly,  co-man- 
ager of  the  $4.5 
million  fund.  Kelly 
shortens  the  fund's 
duration  when  he 
thinks  rates  will  rise 
and  lengthens  when  he 
thinks  they  will  fall.  Now, 
he's  buying  bonds  with  an 
average  maturity  of  26  years 
because  he  sees  rates  heading 
lower. 

The  fund's  success  in  man- 
aging duration  helps  explain 
why  this  fund  has  the  lowest 
standard  deviation — a  mea- 
sure of  how  much  its  returns 
vary  from  its  long-term  av- 
erage— among  the  group  of 
top  performers.  But  there's 


another  reason  Pacific  Advi- 
sors has  done  well.  Kelly  is 
permitted  to  invest  up  to 
35%  of  the  fund  in  the  stocks 
of  domestic  and  foreign  util- 
ities that  have  good  funda- 
mentals— and  above-average 
dividends  that  have  been 
growing.  About  16.5%  of 
Kelly's  fund  is  in  such  utili- 
ties as  CMS  Energy,  Ipalco 
Enterprises,  and  Nipsco  In- 
dustries. The  average  yield 
of  his  domestic  stock  hold- 
ings is  3.3%,  vs.  1.5%  for  the 
s&P  500. 

EXTRA  POINTS.  The  T.  Rowe 
Price  U.  S.  Treasury  Long- 
Term  and  Vanguard  Fixed 
Income  Long-Term  U.  S. 
Treasury  funds  are  other  sol- 
id performers  on  a  risk-ad- 
justed basis — up  19.2%  and 
18.4%,  respectively,  in  the 
past  12  months.  Both  are 
managed  similarly,  giving 
them  comparable  volatility 
and  risk-adjusted  returns. 
Neither  manages  duration, 
and  their  volatility  is  nearly 
twice  that  of  the  Lehman 
Brothers  Index.  But  they  do 
try  to  add  value  through 
yield  enhancement.  T.  Rowe 
Price  Manager  Peter  Van 
Dyke  has  invested  15%'  of 
the  fund  in  Ginnie  Mae- 
backed  long  collateralized 
mortgage  obligations.  These 
give  liim  60  to  80  extra  basis 
points  of  yield  over  the  long 
bonds.  Van  Dyke  and  Robert 
Auwaerter,  manager  of  the 
Vanguard  Fund,  avoid  buy- 
ing the  newest  30-year  Trea- 
suries; their  yields  tend  to 
run  about  six  to  eight  basis 
points  less  than  more  sea- 
soned bonds  because  new  pa- 
per is  in  strong  demand. 
Like  many  of  his  bullish 
peers,  Auwaerter  is  buying 
Ti-easmies  with  maturities  of 
26  to  28  years. 

When  you're  looking  at 
bond  funds,  it's  critical  to  look 
beyond  their  total  returns.  M^ 
isn't  in  wide  use  yet,  but  you 
can  get  hold  of  Shai*pe  ratios 
and  volatility  measurements 
for  funds  fi-om  Morningstar, 
Value  Line,  and  many  fund 
gi'oups  themselves.  Use  the 
tools  to  make  sure  you're 
paid  for  the  risks  you're 
about  to  take.  Toddi  Gutner 
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COMiViENTARY 

By  Mike  McNamee 


401  (k)  DO-IT-YOURSELFERS  COULD  USE  SOME  HELP 


Now  that  they've  unloaded  the 
burden  of  pension  investment 
onto  the  workforce,  employers 
are  discovering  most  employees  don't 
want  to  be  portfolio  managers.  In- 
deed, the  two  key  401(k)  trends  of 
the  '90s — more  funds  and  more  semi- 
nars to  explain  them — may  be 
leaving  workers  more  dazed 
than  empowered.  That  has 
employers  wondering 
what  to  do  if  workers 
blame  the  boss  after 
poor  401(k)  choices 
leave  them  short  of  a 
comfortable  retirement. 

This  fear  of  recrimina- 
tion has  employers 
scrambling.  Now,  instead 
of  just  offering  financial 
education,  they're  hiring 
people  to  provide  actual 
advice.  Telling  employ- 
ees to  put  40%  of  a 
401(k)  into  Vanguard 
Index  500  is  a  big  im- 
provement on  educating 
folks  on  the  trade-off  between 
risk  and  return.  But  this  still  leaves 
workers  on  their  own  to  cany  out 
the  advice — and  to  adjust  for  shifting 
markets,  which  can  distort  even  the 
most  carefully  built  portfolio  (table). 
SAFE  HAVEN.  There's  another  alterna- 
tive, and  it  ought  to  be  a  core  option 
in  every  401(k)  plan.  It  goes  by  sev- 
eral names:  lifestyle  fund,  multifund, 
or  fund  of  funds.  But  it  represents  a 
partial  return  to  the  days  when  com- 


Is  Your  Portfolio 
Out  of  Shape? 

If  you  allocated  your  assets  back  in  1993 
and  then  did  nothing,  the  bull  market  has 
changed  the  composition  of  your 
portfolio — and  its  riskiness. 

ASSET  ALLOCATION 
1993  1998 


panies  provided  professional  pension 
management.  For  the  millions  of 
workers  too  scared,  lazy,  or  busy  to 
run  their  own  investments,  a  multi- 
fund  can  offer  a  safe  haven.  Choose 
such  a  fund — keyed  to  your  age  or 
risk  tolerance — and  you'll  know  a  pro 


LARGE-CAP  STOCKS 

45% 

60% 

SMALL-CAP  STOCKS 

15% 

15% 

INTERMEDIATE-TERM  BONDS 

25% 

16% 

CASH 

15% 

9% 

RISK  OF  LOSING  MONEY 

22% 

25% 

DATA;  IBBOTSON  ASSOCIATES 


is  maintaining  a  balanced  portfolio  of 
U.  S.  and  global  stocks,  corporate 
and  government  bonds,  and  cash. 

How  might  you  benefit  from  a 
multifund?  Looking  at  the  1997  re- 
turns earned  by  296  participants  in 
four  employers'  401(k)  plans,  Robert 
Markman,  president  of  Markman 
Capital  in  Minneapolis,  found  55% 
could  have  done  better  with  the  aver- 
age conservative  multifund,  which 

earned  13.4%.  Aggressive  multi- 
funds,  at  18.4%,  outperformed 
78%  of  the  do-it-yourself  ac- 
counts. Some  of  the  worst  per- 
formers? Software  engineers 
and  doctors  who  actively  man- 
aged their  accounts,  timing  the 
market  and  chasing  hot  funds. 
Both  winners  and  losers  were 
less  diversified,  and  thus  ex- 
posed to  more  risk,  than  they 
would  have  been  in  multifunds. 

Markman  is  hardly  a  neutral 
observer:  He  manages  Mark- 
man  MultiFunds,  which  builds 
pori.folios  using  stock,  bond, 
and  money-market  funds  from 
several  families.  But  other  re- 
search seems  to  back  his  con- 


tention that  a  401(k)  education  pj 
gram  doesn't  turn  you  into  Warrj 
Buffett.  For  example,  workers  ir 
a  third  of  401(k)  assets  in  their 
companies'  shares,  meaning  thej 
betting  their  jobs  and  retiremenj 
the  fate  of  a  single  stock. 

Ignorance  hasn't  hurt 
booming  stock  market, 
median  401(k)  portfol^ 
earned  117%  from 
'96,  meaning  the  col]| 
tive  wisdom  of  401(1 
amateurs  nearly  matq 
that  of  pension  manae 
who  earned  119%.  Bui 
median  portfolio  is  nov 
heavy  with  stocks.  "ThJ 
evitable  market  coiTeci 
will  be  the  Waterloo 
whole  401(k)  industry 
says  Peter  Starr  of  i 
tants  Cerulli  Associa 
The  emerging  40l| 
advice  industry  argu^ 
that  multifunds  are  a 
end  because  they  tend  tc 
limited  to  options  for  conser 
moderate,  and  aggressive  inves 
"Would  you  shop  at  a  shoe  stoij 
only  offers  size  3,  7,  and  11?" 
Scott  Lummer,  chief  investmer 
cer  for  401k  Forum,  a  Net-basd 
vestment  counselor  in  San  Frai 
But  even  custom-tailored  adi 
may  not  be  the  answer.  Survej 
Boston  researchers  Dalbar  Incl 
many  workers  are  challenged  jj 
decode  their  401  (k)  statements  J 
well-run  401(k)  will  have  to  req 
these  Umitations.  Already,  somj 
such  as  Fuji  Film's  feature  "tie 
ing" — brokerage  accounts  to  sa 
the  stock-pickers,  eight  or  nin^ 
funds  for  the  mix-and-match 
and  funds  of  funds  for  the  thir 
employees  who  don't  want  to 
bothered. 

The  rise  of  401(k)s  requires 
ers  to  pony  up  not  only  the  mc 
they'll  need  for  retirement  but 
time  and  effort  to  fathom  Wall 
Street's  mysteries.  For  vast  ni 
that's  one  burden  too  many.  Gi 
them  the  simple  multifund  soh 


McNamee  covers  econom 
investing  issues  in  Washingt 
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A  BUZZARD  OF 
WEATHER  SITES 


Think  of  the  trouble 
Dorothy  could  have 
avoided  if  only  she 
had  access  to  the 

World  Wide  Web.  With  a 
click  of  her  mouse,  she  would 
have  gotten  wind  of  any  im- 
pending twisters  and  skipped 
an  unplanned  flight  to  Oz. 

Today,  you  can  use  your 
personal  computer  to  track 
tornadoes,  inspect  Doppler 
radar,  and  pore  over  histori- 
cal weather  data.  If  you're  a 
true  weather  buff,  you  can 
visit  Web  sites  to  buy  every- 
thing from  digital  weather 
stations  to  maps  that  chart 
the  path  of  hurricanes. 

Fortunately,  getting  the 
current  weather  just  about 
anywhere  on  earth  is  a 
breeze.  Most  major  Web 
sites,  including  AccuWeath- 
er,  USA  Today  Weather, 
Weather  Undergroimd  (www. 
wunderground.com),  and 
weathercom,  supply  local  and 
international  climate  condi- 
tions and  two-  to  five-day 
forecasts  (table). 
DETAILS,  DETAILS.  The  best 
sites  I've  sampled  go  beyond 
telling  you  whether  you'll 
need  a  sweater  or  galoshes. 
At  weathercom,  mn  by  ca- 
ble TV's  Weather  Channel,  ar- 
eas are  divided  into  boat  and 
beach,  gardening,  and  avia- 
tion, to  name  a  few.  In  the 
golfer's  guide  area, 
meteorologist  Bruce 
Edwards  selects 
places  that  promise 
great  golfing  condi- 
tions this  time  of 
yeai'.  Bend,  Ore.,  and 
Cape  Cod,  Mass., 
were  two  locales  that 
made  the  cut.  You 
can  also  find  fore- 
casts for  commimities 
holding  P(;a  and  lpoa 
tournaments. 

Weather.com's  trav- 
el section,  meanwhile, 


lets  you  check  de- 
lays at  the  nation's 
40  busiest  airports 
and  gives  you  the 
current  weather 
along  major  U.  S. 
highways.  By  click- 
ing on  Interstate 
80,  for  example,  I 
was  able  to  peek  at 
conditions  at  two 
dozen  towns  listed 
between  San  Fran- 
cisco and  Caldwell, 
N.J.  You  can  get 
five-day  forecasts  by 
clicking  on  any  of 
the  cities  along  the 
route. 

I  liked  the  simple 
design  of  USA  Today's  weath- 
er site.  A  colorful  U.  S. 
weather  map  is  prominently 
displayed,  resembling  the  pa- 
per's weather  page.  On  the 
left  side  of  the  screen,  you 
can  click  on  beach  guides,  ski 
reports,  uv  forecasts,  and 
other  topics.  One 
useful  feature 
was  a  mosquito-infestation 
forecast.  And  if  you're  puz- 
zled by  such  terms  as  heat 
index  or  Northern  Lights,  the 
Ask  Jack  section  allows  you 
to  fire  off  a  message  to  Jack 
Williams,  USA  Today's  weath- 
er editor.  On  the  downside, 
my  local  New  York  City  fore- 
cast was  not  as  current  as 
data  presented  elsewhere. 

That  wasn't  the  only  ghtch 


TECHNOLOGY 


I  encountered.  Intellicast 
(www.intellicast.com)  displays 
the  temperature  of  foreign 
cities  in  degrees  Celsius — 
confusing  unless  you  remem- 
ber conversion  formulas  from 
high  school.  Most  other  sites 
use   Fahrenheit,   or  both. 

Moreover,  it  may 
be  steamy  across 
the  country  this  summer — 
but  it's  not  999  degrees  in 
Atlanta  or  Pittsbiu'gh,  as  in- 
dicated in  one  area  of  the 
Intellicast  site  I  landed  on. 

If  timeliness  counts,  you 
may  want  to  subscribe  to  the 
premium  services  at  the 
Accu Weather  Web  site.  The 
Personal  AccuWeather  ser- 
vice costs  $39.95  a  year  or 
$4.95  a  month  and  includes 


The  Climate  on  the  Web 

SITE  WUPJI) 

COMMENTS 

AOCUWEATHER 

www.accuweather.com 

Free  E-maii  of  local  forecasts.  Premium  subscription 
service  provides  hour-by-hour  and  10-day  forecasts 

NAT'L  WEATHER  SERVICE 

www.nws.noaa.gov 

Current  conditions,  severe  storm  warnings,  links  to 
historical  data 

USA  TODAY  WEATHER 

www.usatoday.com 

Site  includes  beach  weather  guide,  ultraviolet  forecasts, 
and  questions  for  weather  editor  Jack  Williams 

WEATHER.COM 

www.weather.com 

Weather  Channel  service  features  sections  on  business  and 
leisure  travel,  health  and  allergies,  and  a  glossary 

real-time  loc  T 
pier  radiu 
suring  the  t 
ty  and  sp?( 
moving  cjc 
such  as  pt-'V 
tion),  satel 
formation,  : 
tailed  hour-1 
forecasts.  1 
thing  to  d 
that  there's 
chance  of  )■ 
another  tn 
that  showc 
likely  to  h 
p.m.  Premiii 
scribers  al^ 
access  to  e> 
10-day  loc; 
casts,  althouj 
Weather  Pi 
Joel  Myers 
teorologist, 
that  Ion 
forecasting 
spotty. 
If  you're  U 
who  likes  to  figure 
weather  yom-self,  yoi; 
weather  stations  that 
temperature,  humi( 
wind  chill  at  AccuV 
online  store.  But  a  n : 
plete  selection  of  we 
lated  gizmos  can  be 
the   Weather  Affe: 
(www.weatheraffect  ■ 
800  317-3666).  Prddu 
from  $60  emergen  c\  ' 
radios  and  $100  ; 
anemometers  for  rem 
speeds  to  $75  sum^ 
$319  rooftop  weath* 
You  can  also  downki 
ry  of  weather-orient  ■ 
ware  programs  at 
Net    (cirrus.spri.u : 
wxnet).  These  int^lj^gyiJi 
tal  Atmosphere  foiMP*' 
ing  weath(H|j| 
and  Trac]|iF~~ 
Eye,  whicHe 
follow  seve 
Between  alt' 
sites  and  h 
gets  and  )i 
you'll  be  a* 
a  decent  !j 
whethei'  tl-s 
clouds  on  h 
zon  are  ie 
dangerous 
a     mere  t 
shower. 
Edwa  I 
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linessWeek  Index 


ICTION  INDEX 


PRODUCTION  INDICATORS 


:  3.7% 


PRODUCTION  INDEX  . 

July  1 1  =  130,8 
1 992-- 100 


Nov,  Mar  July 

1997  1998  1998 

ex  IS  a  4-week  moving  average 

ctlon  index  continued  to  fall  in  the  week  ended  July  11,  Before 

of  the  four-week  moving  average,  the  index  climbed  to  131,  from 
;  previous  week.  After  seasonal  adjustment,  truck  production  was 
1%.  as  the  strike  affecting  General  Motors  continues.  Electric  power 
lown,  but  with  the  heat  wave  hovering  across  most  of  the  U.S.,  it's 
unce  back  up.  Output  of  steel,  autos,  oil,  coal,  lumber,  and  rail 
ited  gams. 

index  copyfigfit  1998  by  The  McGraw.Hill  Companies 


VINDICATORS  1 

LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

(ICES  (7/17)  S&P  500 

1186.75 

1164.33 

29.7 

IE  BOND  YIELD.  Aaa  (7/17) 

6.58% 

6.49% 

-8.0 

UPPLY,  M2  (7/6)  billions 

$4,213.7  5 

>4,192,7r 

7.5 

LilMS.  UNEMPLOYMENT  (7/1 1)  thous 

336 

394r 

-2.3 

E  APPLICATIONS.  PURCHASE  (7/17) 

255.0 

262.6 

22.4 

E  APPLICATIONS.  REFINANCE  (7/17) 

1,292.2 

1,305.5 

138.1 

jtandard  &  Poor's,  Ivloody's,  Federal  Reserve,  Labor  Dept..  Mortgage 
in.  (Index:  March  16.  1990=100) 


i 


T RATES 


FUNDS  (7/21) 

LATEST 
WEEK 

5.51% 

WEEK 
AGO 

5.45% 

YEAR 
AGO 

5.44% 

lAL  PAPER  (7/21)  3-month 

5.50 

5.49 

5.54 

ITES  OF  DEPOSIT  (7/22)  3-month 

5.60 

5.59 

5.57 

U6AGE  (7/17)  30-year 

7,07 

7.03 

7.65 

LE  MORTGAGE  (7/17)  one-year 

5.82 

5.78 

5.81 

7) 

8.50 

8.50 

8.50 

5deral  Reserve,   HSH   Associates,   Bloomberg  Financial  Markets 


STEEL  (7/18)  tfious.  of  net  tons 

LATEST 

UfEEV 

1,962 

WEEK 

AUU 

2,010# 

YEARLY 
°/  run 

/o  villi 

-4.2 

AUTOS  (7/18)  units 

74,416 

33,073r# 

-28.2 

TRUCKS  (7/18)  units 

68,974 

22,707r# 

-16.7 

ELECTRIC  POWER  (7/18)  millions  of  kilowatt-hrs 

77.565 

73,856# 

0.1 

CRUDE-OIL  REFINING  (7/18)  thous  of  bbl  /day 

15,675 

15,601# 

5.1 

uUmL  {//LI}  thous.  01  net  tons 

19,270# 

18,122 

0.6 

LUMBER  (7/11)  millions  of  ft. 

464. 2# 

391.3 

-3.3 

RAIL  FREIGHT  (7/1 1)  billions  of  ton-miles  " 

24. 3# 

23.5 

0.0 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Ai 
Institute,  American  Petroleum  Institute,  Energy  Dept  . 
American  Railroads 

ilomotive  Reports.  Edison  Electric 
W/WPAl.  SFPA2.  Association  of 

PRICES 

GOLD  (7/22)  $/troy  oz. 

LATEST 
WEEK 

293.950 

WEEK 
AGO 

293.150 

YEARLY 
%  CHG 

-9.5 

STEEL  SCRAP  (7/21)  #1  heavy,  $/ton 

130.50 

130.50 

-3.0 

COPPER  (7/17)  e/ib. 

79.0 

75.4 

-29.5 

ALUMINUM  (7/17)  e/ib 

63.0 

62.0 

-16.0 

COTTON  (7/18)  strict  low  middling  1-1/16  in,,  e/lb,  73.66 

77.01 

2.8 

OIL  (7/21)  $/bbl. 

13.53 

14.43 

-27.9 

CRB  FOODSTUFFS  (7/21)  1967=100 

229.16 

227.69 

-4.0 

CRB  RAW  INDUSTRIALS  (7/21)  1967=100 

296.90 

294.45 

-10.8 

Sources:  London  W/ednesday  final  setting.  Chicago  market.  Melals 
market,  NYMEX,  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (7/22) 

LATEST 
WEEK 

140.98 

WEEK 
AGO 

140.67 

YEAR 
AGO 

115.76 

GERMAN  MARK  (7/22) 

1.79 

1.80 

1.82 

BRITISH  POUND  (7/22) 

1.64 

1.63 

1.68 

FRENCH  FRANC  (7/22) 

6,00 

6.04 

6.14 

ITALIAN  LIRA  (7/22) 

1766.0 

1776.2 

1773.0 

CANADIAN  DOLLAR  (7/22) 

1.50 

1.49 

1.38 

MEXICAN  PESO  (7/22) 

8.865 

8.850 

7.834 

TRADE-WEIGHTED  DOLLAR  INDEX  (7/22) 

114.0 

114.0 

105.3 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  British  pound  in  dollars    Trade-weighted  dollar  via  J.P  Morgan 


1  n  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
i  ^Western  Wood  Products  Assn,       2=Soulhern  Forest  Products  Assn.         3=Free  market  value       NA=:Not  available       r-revised       NM=Not  meaningful 


WEEK  AHEAD 


I  mi  SALES 

ly  27,  10  a.m. EOT  >■  Existing 
I  ably  sold  at  an  annual  rate  of  4.8 

-ine,  says  the  median  forecast  of 
1  surveyed  by  Standard  &  Poor's 

ion  of  The  McGraw-Hill  Compa- 

s  totaled  4.82  million  in  May. 

i  CONFIDENCE 

>  'y-?8,  iO  a. /77. for  ►  The  Confer- 
5  index  of  consumer  confidence 
d  to  136  in  July,  down  from  a 
37.6  in  June. 

I  OOPS  ORDERS 

'  My  29,  8:30  a.m.EDT*- ne^ 
by  durable-goods  manufacturers 


probably  fell  0.3%  in  June,  after  falling  2.6% 
in  May.  Weak  exports  are  offsetting  gains  in 
domestic  demand. 

EMPLOYMENT  COST  INDEX 

Thursday,  July  30,  8:30  a.m.EDT^  The  s&p 
MMS  forecast  calls  for  a  0.8%  advance  in 
employment  costs  in  the  second  quarter,  a  bit 
faster  than  the  0.7%  increase  in  the  first 
quarter.  The  projection  implies  that  the  total 
costs  of  wages  and  benefits  grew  3.4%  in  the 
second  quarter  from  a  year  ago. 

GROSS  DOMESTIC  PRODUCT 

Friday,  July  31,  8:30  a.m.EDT>-  The  econo- 
my grew  at  an  annual  rate  of  just  1%  in  the 
second  quarter,  says  the  median  forecast  of 


s&p  MMS  economists.  But  the  lowest  forecast 
expects  that  real  gdp  shrank  at  a  2%  annual 
rate,  with  the  economy  no  doubt  brought 
down  by  a  wider  foreign-trade  deficit  and 
slower  inventory  growth.  Consumer  spending 
probably  surged  at  about  a  5%  pace  last 
quarter.  Real  gdp  grew  at  a  torrid  5.4%  clip 
in  the  first  quarter.  However,  this  release 
will  contain  benchmark  revisions  to  histori- 
cal gdp  data,  so  the  5.4%  surge  may  be 
revised  lower. 

NEW  HOME  SALES 

Friday,  July  31,  10  a.m.EDT^  New  single- 
family  homes  probably  sold  at  an  annual  rate 
of  880,000  in  June,  down  from  a  record 
sales  pace  of  890,000  in  May. 
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This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 


Sunday  <- 

How  did  Kendle  International 
hit  the  top  of  BW's  Hot 
Growth  Companies  list?  Ask 
CEO  Candace  Kendle  Bryan 
in  this  BW  Enterprise  chat. 
July  26 
9  p.m.  EDT 

Tuesday 

standard  &  Poor's  analyst 
Robert  M.  Gold  will  diagnose 
the  outlook  for  health-care 
stocks,  as  part  of  the  new 
BW-S&P  chat  series.  July  28 
4:30  p.m.  EDT 

Thursday 

How  to  pick  stocks:  S&P 
sector  strategist  Sam  Stovall 
comes  back  for  more  of  your 
questions  in  BW  Online's 
weekly  investment 
conference.  July  30 
9  p.m.  EDT 

AOL  keyword:  BWTalk 


Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  each  evenf 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Adam  Opel  (GM)  54 
Adobe  Systems  (ADBE)  16 
Advanced  Micro  Devices 
(AMD)  20,42 
Alamar  Associates  45 
Alfa  37 

Allergan  (AGN)  45 
American  Axle  37 
American  Bankers  Insurance 
(ABI)  68 

American  Century-Benham 
Target  Maturities  Trust  92 

America  Online  (AOL)  14, 42, 
62, 68, 75 

Ameritecti  (AIT)  14,32 
AMP  (AMP)  30 
AMR  (AMR)  39 
Andersen  (Arthur)  68 
Apple  Computer  (AAPL)  4,20 
Applied  Power  Concepts  38 
Argentaria  54 

B 


BACK  Associates  39 
Ball  Semiconductor  91 
Banco  Banesto  54 
Banco  Bilbao  Vizcaya  54 
Banco  Santander  54 
BanquePanbas  54 
Baron  Capital 

Management  75 
Battle  Fowler  68 
Bell  Atlantic  (BEL)  10 
Booz  Allen  &  Hamilton  88 
Bristol-Myers  Squibb 

(BMY)  45 


Cadence  Designs  Systems  56 
Caterpillar  (CAT)  45 
CDAInvestnet  68 
Cendant  (CD)  68 
Center  for  Financial  Research 
&  Analysis  72 
Cerulli  Associates  94 
Chase  Securities  (CMB)  30 
Chrysler  (C)  30,  32,  36 
Citicorp  (CCD  10 
Clifton  Gunderson  56 
CMP  14 

CMS  Energy  (CMS)  92 
Coach  USA  (CUD  72 
Coca-Cola  (KO)  42, 78 
Coca-Cola  Enterpnses 
(CCE)  78 

Comfort  Systems  USA 
(FIX)  72 

Compaq  Computer  (CPQ)  20, 
30,32 

Computer  Associates  (CA)  30, 
34 

Conference  Board  97 
Conner  Penpherals  (SEG)  42 


Consolidation  Capital 
(BUYR)  72 

Continental  (CAI.A)  39  ' 
Continental  Gram  45 
Coming  (GLW)  86 
Crestar  Financial  (CF)  42,  75 
Cyrix  20 

D 


Dalbar  94 
Dana (DCN)  37 
Datacom  48 
Data  General  (DGN)  56 
Desc  37 

Deutsche  Bank  Securities  48 
Dreyfus  (MEL)  74 

E 


Ernst  &  Young  68 
ESC  30 

Excite  (XCIT)  42 
F 


Feld  Entertainment  6 

FinkKA)  30 

First  Call  34 

First  Union  (FTU)  56 

Fleming  (FLM)  42 

Ford(n  30,36,37 

401k  Forum  94 

Fnedman  Billings  Ramsey  72 

G 


Gannett  (CCD  64 
Gap  (GPS)  10 
Gateway  (GTW)  20 
GE  Capital  (GE)  10,56,62 
Gemala  Group  48 
General  Electric  (GE)  36 
General  Motors  (GM)  6, 27, 
30,  32, 36, 37 
Goldman  Sachs  34 

H 


Harns  (Louis)  62 
Hess  Holding  56, 61 
Hewlett-Packard  (HWP)  10, 
30 

Hollinger  64 
Howard  Lawson  72 
Huffy  (HUE)  36 
Hurwitz  Consulting  86 


IBM  (IBM)  42, 86 
Indofood  48 
Intel  (INTO  30, 34, 42 
International  Data  86 
Intemational  Speedway  6 
Ipaico  Enterpnses  (IPL)  92 


Jackson  Hewitt  68 
John  Paul  Mitchell 
Systems  45 


Kaufmann  Fund  68 
KPMG  Peat  Manfl/ick  83 


Lehman  Brothers  (LEH)  34, 
42 

Lockheed  Martin  (LMT)  4, 
IVI 


Macroeconomic  Advisers  30 
Manpower  30 
Markman  Capital  94 
McDonald's  (MCD)  6 
McGraw-Hill  (MHP)  26,97 
Mercapital  Financial 
Services  54 

Memll  Lynch  (MER)  10,68 
Meta4  54 
Meyer  (Pearl)  56 
Microsoft  (MSFT)  16,42,86 
Minute  Maid  (KO)  78 
Mobil  (MOB)  45 
Morgan  Stanley  Dean  Witter 

(MWD)  26,  34,  86, 92 
Momingstar  (MSTR)  92 
Motorola  (MOT)  32 
Motorsports  Associated 

Growth  &  Income  Fund  6 
Muse  &  Associates  83 

N 


Nabor  Industries  30 
National  Presto  Industries 
(NPK)  75 

National  Semiconductor 
(NSM)  42 

Navistar  Intemational  (NA'\/)  4 
New  York  Mets  78 
New  York  Yankees  78 
News  Corp.  (NWS)  64 
Nextel  Communications 
(NXTL)  56 
NextLink  56 

Nippon  Life  Insurance  42 
Nipsco  Industnes  (Nl)  92 
Nissan  37 

Northwest  Airiines  (NWAC)  39 
Notre  Capital  Ventures  72 
Novell  (NOVL)  88 


Oracle  (ORCL)  86,88 
P 


Pacific  Advisors  Government 
SecuntiesA(PADGX)  92 

PaineWebber  (PWJ)  34,39 

Patncof  14 

PC  Data  42 

PeopleSoft  (PSFT)  86 

PepsiCo  (PEP)  78 

Philip  Morns  (MO)  38 

Philips  Electronics  (PHG)  91 

Physicians  Resource  Group 
(PRC)  72 

Polaroid  (PRD)  30 

PricewatertiouseCoopers  56, 
83 

Pro-Line  56 

Procter  &  Gamble  (PG)  6 
P.WN.  Exhibicon  45 


Quantum  (QNTIVI)  88 
R 


Rassini  Autopartes 
Repsol  54 

S 


Salim  Group  48 
Sanluis  Corporacion 
SAP  86 
SBC  Communicatior 

(SBC)  32 
Scott  &  White  83 
Seagate  Technology 
Seagram  (VO)  78 
SmithKline  Beechan 

(SBH)  45 
Sotheby's  Holdings 
Southam  64 
SpencerStuart  68 
Spicer  37 
Standard  &  Poor's 

30, 75,  78, 97 
Steadman  Funds 
Stein  Roe  &  Famhc 
StockCar  Stocks  Im 
Sun  Microsystems 
SunTrust  Banks  (S 

T 


8U 


Telefonica  54 
Telespectrum  Worl' 
(TLSP)  72 
Texaco  OX)  32, 4t 
Texas  Instrumentai 
TIAA-CREF  78 
Time  Warner  (TOX| 
Toys  'R'  Us  (TOY) 
Trapicana  (VO)  7j 
T  Rowe  Pnce  92 

U 


Umax  20 
Unicapital  72 
United  Airlines  (H  C: 
UPS  4  ■£ 
US  Office  ProducB^ 


Valley  National  [ 
(VLY)  75 
Value  Line  (VUF)J 
Vanguard  Graupl 
Volkswagen  37j 

W 


Wal-Mart  Stores! 
Walt  Disney  (Dll 
Wasatch-HoisinI 
Treasury  (WHOr' 
Washington  Po;l||' 
Wolff  New 
X 


i 

Yahoo'  (YHOO)Z 


Xerox  (XRX)  4: 
Y 
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!Stment  Figures  of  the  Week 


U.S.  MARKETS 


Latest 


%  change 
Week  Year 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


July  July  16-22 


-  11/0 
-1164.08 


nge       1 -week  change 

0.9% 


ARY 

Ited  in  the  steamy 
lat.  The  Dow  Jones  in- 
3nd  the  Standard  & 
hit  highs  on  July  17, 
falling  profits  prompt- 
's to  sell.  Federal  Re- 
rman  Alan  Greenspan 
i,  either.  While  his  re 
iore  Congress  didn'* 
1  would  soon  raise  in- 
s,  his  comments  led 
conclude  that  lower 
not  in  the  cards,  ei- 
ias,  the  battered  Hong 
,  market  continued  to 
g  0.4%  for  the  week. 
46.4%  over  the  last 


Dow  Jones  Industrials 

9128.9 

-1.1 

12.9 

NASDAQ  Combined  Composite 

1969.8 

-1.2 

25.6 

S&P  MidCap400 

364.9 

-1.9 

18.8 

S&P  SmallCap  600 

188.2 

-3.1 

11.9 

S&P  SuperComposite  1500 

246.9 

-1.1 

23.3 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

372.3 

-0.3 

25.8 

S&P  Financials 

141.9 

-2.6 

34.0 

S&P  Utilities 

241.7 

-0.6 

22.3 

PSE  Technology 

OCO  A 

jDy.4 

-1.4 

10.7 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE  100) 

5989.8 

-2.6 

22.9 

Frankfurt  (DAX) 

6110.7 

0.0 

38.7 

Tokyo  (NIKKEI  225) 

16,293.1 

-1.9 

-19.1 

Hong  Kong  (Hang  Seng) 

8420.7 

-0.4 

^6.5 

Toronto (TSE  300) 

7349.9 

-0.5 

8.6 

Mexico  City  (IPC) 

4564.8 

-0.6 

-3.7 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield 

1.34% 

1.32% 

1.60% 

S&P  500  P/E  Ratio  (Last  12mos. 

)  27.8 

27.8 

23.4 

S&P  500  P/E  Ratio  (Ne)(t12mos 

)•  22.4 

22.7 

19.0 

First  Call  Earnings  Surprise* 

2.32  % 

2.40% 

2.55% 

Week 

TECHNICAL  INDICATORS 

Latest 

ago 

Reading 

S&P  500  200-day  average 

1038.1 

1033.6 

Positive 

Stocks  above  200-day  average 

48.0% 

50.0% 

Neutral 

Options:  Put/call  ratio 

0.46 

0.45 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

1.50 

1.65 

Positive 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


Communications  Equip. 
Photography/imaging 
Pollution  Control 
Invest.  Banking/Brkrge. 
Broadcasting 


21.9  Specialty  Appar.  Retailers  98.3 

20.6  Broadcasting  97.1 

16.5  Homebuilding  75.4 

16.0  Automobiles  75.0 

15.8  Long-Dist.  Telecomm.  69.9 


WORST-PERFORMING  Last 
GROUPS  month  % 


Last  12 
months  % 


Engineering  &  Constr.  -12.7 
Oil  &  Gas  Drilling  -12.5 
Machine  Tools  -11.4 
Furnishings  &  Appliances  -8.9 
Oil  Exploration  &  Prod.  -8.9 


Metals 

Oil  &  Gas  Drilling 
Engineering  &  Constr. 
Gold  Mining 
Leisure  Time 


-43.6 
-42.6 
-33.7 
-27.0 
-25.2 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Cameo  International 

74 '^16 

-'^16 

General  Re 

252'/i6 

-7  '/16 

Berkshire  Hathav/ay-A 

75,000 

-2500 

BellSouth 

67  "/)6 

-^16 

Berkshire  Hathaway-B 

2508 

-87 

AT&T 

58^16 

-4'/2 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Microsoft 

112 '3/16 

17 

WorldCom 

56  Vs 

8^16 

Cisco  Systems 

98 '5/1 6 

14^/16 

Dell  Computer 

110'/8 

23 

Excite 

48^4 

9 

Tellabs 

89 

23 

T  RATES 


tY  BOND  INDEX 

July     July  16-22 


1652.2? 


[e       1 -week  change 
-^0.3% 

erg  Financial  Markets 


KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.10 

5.10 

5.16 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

5.06 

5.14 

5.20 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MDNTH  BANK  CDS 

5.06 

5.04 

5.18 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.35 

5.35 

5.52 

GENERAL  OBLIGATIONS 

4.43% 

4.43% 

4.98% 

4.98% 

10-YEAR  TREASURY  NOTES 

5.45 

5.48 

6.14 

PERCENT  OF  TREASURIES 

81.28 

80.89 

87.67 

87.34 

30-YEAR  TREASURY  BONDS 

5.68 

5.70 

6.42 
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tar,  Inc. 
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Four-week  total  return  % 
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64.7  Morg.  Stan.  Inst.  Asia  Eq.  A  -61.1 

62.3  Morgan  Stan.  Asian  Grth.  C  -60.1 
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Four-week  total  return  % 
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52-week  total  return 
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7.4  Large-cap  Value 


% 


Laggards 

52-week  total  return 


^.1 
1.3 
1.7 
2.3 
2.3 

% 


Communications  43.8  Pacific/Asia  ex-Japan  -51.3 

Financial  34.7  Diversified  Pacific/Asia  -38.5 

Europe  33.6  Precious  Metals  -30.7 

Large-cap  Growth  30.4  Diversified  Emerging  Mkts.  -27.2 

Utilities  27.5  Japan  -23.6 
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Editorials 


SAVE  SOCIAL  SECURITY  FIRST 


Call  it  the  politics  of  plenty.  After  years  of  cut,  cut,  cut, 
Washington  is  now  back  to  give,  give,  give.  The  Con- 
gressional Budget  Office  just  raised  its  estimate  of  the  surplus 
to  $1.61  triUion  over  the  next  10  years.  This  bonus  is  tempt- 
ing lawmakers  to  shower  their  contributors  and  constituents 
with  all  kinds  of  goodies,  especially  since  there's  a  congres- 
sional election  this  fall.  There  is,  after  all,  plenty  to  go 
around.  Right? 

Not  exactly.  Returning  "excess"  dollars  to  taxpayers  is  a 
great  idea.  But  the  hard  truth  is  that  all  the  sm-plus  is  being 
generated  by  Social  Security  itself  Over  the  next  10  years, 
the  Social  Security  system's  revenues  wiW  outrun  its  out- 
lays by  $1.62  trillion.  That  means  that  the  rest  of  the  gov- 
ernment will  actually  run  about  a  $10  billion  deficit  over  the 
same  period. 

There  is  something  obscene  about  politicians  running 
around  frittering  away  Social  Security  money  when  the  sys- 
tem itself  faces  a  serious  long-temn  deficit.  Eveiy  penny  of 
that  $1.62  trillion  of  sui-plus — and  a  lot  more — will  flow  out  as 
benefits  in  the  years  ahead  when  baby  boomers  start  retiring. 
Saving  Social  Security  for  everyone  is  a  lot  more  important 
than  snipping  taxes  here  and  there  for  a  handful  of  key  po- 
litical constituencies.  Democratic  or  RepubHcan.  Poll  after 
poU  shows  that  the  vast  majority  of  Americans  believe  that  a 
solvent  retir'ement  fund  is  far  more  important  than  another 
tax  cut  they  can  spend. 


Washington  should  listen.  Inadequate  funding  for  Soci 
cnrity  remains  one  of  the  last  great  socioeconomic  prog 
(along  with  health  care  and  education)  afflicting  the  ccjt; 
Despite  pressure  to  deliver  tax  cuts  to  make  some  H? 
happy  befor-e  the  Nov.  3  election.  Congress  should  holdf 
spending  the  new  surplus.  Indeed,  a  new  bipartisaris; 
mission  on  the  future  of  Social  Security,  such  as  tfe 
headed  by  Alan  Greenspan  in  the  early  1980s,  is  in  oiei 

Tlie  good  news  is  that  the  budget  surplus  projected  / 1 
CBO  may  be  way  too  small.  The  CBo  bases  its  projectili^ 
$1.61  trillion  surplus  on  an  assumption  that  the  ecj 
will  grow  at  a  conservative  r-ate  of  2.16%  over  the  r 
years.  What  if  the  economy  grows  faster?  Given  the  :ff 
a  technology-driven,  globalized  economy,  odds  are  tit 
U.  S.  actually  will  grow  at  a  2.5%  to  3%  rate  over  ti 
decade.  That  should  generate  an  extra  $1  trillion  or  m( 
even  that  amount,  thrown  into  Social  Security  coffe 
barely  dent  the  retirement  deficit  that  looms  when  t 
start  leaving  the  workforce. 

Washington  should  be  bolstering  Social  Security 
that  day  of  r-eckoning.  It  can  do  so  in  several  wha  s. 
ample,  it  can  use  the  surplus  to  establish  individual  S( 
curity  accounts  for  investing  in  stocks  and  bonds, 
can  invest  the  surplus  itself  The  real  national  debate 
be  over  these  options,  not  how  to  squander  the  m 
playing  politics. 


GIVE  THE  IMF  ITS  DIE 


When  it  comes  to  new  U.  S.  funding  for  the  Interna- 
tional Monetary  Fund,  Repr-esentative  Richard  K. 
Armey  is  right  on  many  points  but  wi"ong  on  the  key  one. 
The  House  majority  leader  from  Texas  is  absolutely  correct 
in  criticizing  the  IMF's  penchant  for  seeking  higher  taxes 
from  every  country  it  bails  out.  He  could  even  go  further 
and  say  the  IMF's  demands  for  higher  interest  rates  every- 
where, every  time,  are  bad  policy  too.  Where  Armey  errs  is 
in  trying  to  punish  the  IMF  by  starving  it  of  money.  It's  bet- 
ter for  Washington  to  pr-essur^e  IMF  officials  to  switch  from 
austerity  poUcies  to  pr-o-gr-owth  ones.  It's  truly  a  bad  idea  to 
kill  off  the  only  global  institution  operating  much  like  a 
central  bank  in  a  world  made  turbulent  by  the  spread  of 
market  capitalism. 

The  fact  is  that  intense  criticism  ah'eady  has  made  the 
IMF  change  course  in  Asia.  The  IMF  is  letting  Korea  and 
Thailand  lower  interest  rates  and  boost  government  spend- 
ing to  spur-  growth.  That's  a  tacit  recognition  that  the  imf 
misread  the  Asian  financial  crisis  last  year.  Its  initial  de- 
mands for  tight  monetary  policy  and  fiscal  restraint  helped 
turn  a  serious  financial  crisis  into  an  economic  nightmare. 
The  Asian  flu  was  brought  on  by  private-sector  overbor- 


rovdng  and  overbuilding.  Unlike  Mexico,  Asia  had 
ments  with  budget  surpluses  and  high  savings  rat( 
the  IMF  should  encourage  even  more  easing  so  the  ej 
vdll  begin  gr-owing  again.  But  the  calls  for  a  policy 
being  heeded. 

What  Armey  and  other  IMF  critics  are  missing 
ganization's  evangelical  role  in  spreading  market  cs 
Misguided  though  the  IMF  may  be  in  monetary 
policy,  it  is  doing  Adam  Smith's  work  in  demami 
cHent  countries  open  then-  economies.  In  Russia,  Ij 
Korea,  and  elsewhere,  it  requires  the  end  of  m( 
transparency  in  banking,  accountability  within  cor]j 
and  foreign  investment  in  exchange  for  emergerj 
These  ar-e  the  building  blocks  of  a  market  ecom 
gr-essional  critics,  quick  to  blast  the  IMF  for  its  polic] 
are  silent  when  it  comes  to  applauding  its  success! 

It's  time  for  Congress  to  declare  victory  and  a] 
the  IMF  funding.  Half  the  world  is  making  a  hard  "a.:) 
from  communism  and  state  capitalism  to  a  marketfOf 
It's  in  everyone's  interest,  including  that  of  the  worls  * 
exporter,  the  U.  S.,  to  back  the  one  intemationeJfif'' 
institution  that  can  smooth  the  bumps  along  the  v^y  ' 
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WHY  PEROT  MAY  GO 
WITH  AN  IPO 


SERIOUS  MONEY:  A  $1.5  billion  value 


TEXAS   BILLIONAIRE  AND 

two-time  Presidential  con- 
tender Ross  Perot  may  final- 
ly be  ready  to  take  his  com- 
pany, Perot  Systems,  public. 
Perot  has  lined  up  Morgan 
Stanley  Dean  Witter  and 
four  other  firms  to  sell  stock 
in  the  tech-services  outfit, 
probably  in  the  fall,  industry 
sources  told  business  week. 
A  banking  source  familiar 
with  the  deal  says  the  stock 
could  sell  at  $i2  to  $15  a 
share,  which  would  value  the 
firm  at  about  $1.5  billion. 


Perot  controls  42%  of  the 
10-year-old  company,  which  is 
projected  to  have  $944  mil- 
lion in  revenues  this  year.  He 
was  named  interim  ceo  last 
November.  General 
Counsel  Peter  Al- 
tabef  now  says  that 
Perot,  67,  is  "the 
full-time  ceo."  Nei- 
ther  Altabef  nor 
Morgan  Stanley 
would  comment  on 
the   initial  pubHc 
offering. 

Perot  had  wor- 
ried about  rising  ex- 
penses at  the  com- 
pany,  say  former 
employees.  First-quarter  op- 
erating margins  of  5.3%  were 
below  the  7.7%  figure  at  rival 
EDS,  which  Perot  founded  and 
sold  to  (;m  in  1984.  Perot  Sys- 
tems is  "straggling  to  make 
serious  money,"  says  George 
Logemann,  a  consultant  at 
Yankee  Group.  Perot  told  BW 
in  late  1997:  "A  company 
should  never  go  public  until 
you  know  absolutely  that  you 
can  produce  continued  gi-ow- 
ing  earnings."  Maybe  that 
time  has  come.Wendy  Zellner 
and  Linda  Hiynelstein 
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What  are  the  most  common 
perks?  Top  managers  often 
receive  a  supplemental  exec- 
utive retirement  plan 
(SERP).  This  sweetener  gen- 
erally kicks  in  for  those  mak- 
ing more  than  $160,000. 


SERPs  are  so  popular  that 
even  smaller  companies  must 
offer  them  or  risk  losing 
managerial  talent. 
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TALK  SHOW  Ua  boring  end  to  a  bad  mystery  novel.'' 

— Headline  in  the  national  Japanese  paper  Asahi  Shimbun 
describing  the  election  of  Keizo  Obiichi  to  the  presidency  of  th 
ruling  Liberal  Democratic  Party  ' 


GREEN  STREETS 


BEAN  FIGHT  ON  CAPITOL  HILL 


PUT  A   SOYBEAN    IN  YOUR 

tank?  That  prospect  took  a 
big  step  closer  to  reality  in 
mid-.July,  when  the  Senate 
voted  to  designate  B20,  a 
blend  of  20%  soybean  oil  and 
80%  diesel  fuel,  as  an  official 
"alternative  fuel."  But  the 
move  is  also  setting  off  a 
heated  controversy. 

B20,  promoted  by  energy 
companies  and  by  soybean 
gi'owers  and  processors,  can 
be  used  in  diesel  engines  and 
vrill  cut  poUutants  by  as  much 
as  30%.  But  it  costs  35e  a  gal- 
lon more  than  regular  diesel. 
Fedei^al  mandates  say,  howev- 
er, that  government  fleets 
must  have  a  certain  percent- 
age of  "alternatively  fueled" 
vehicles.  So  cities  and  agen- 
cies figure  using  B20  in  exist- 
ing buses  is  still  cheaper  than 
buying  regular  ones  that  run 
on,  say,  natm^al  gas. 

But  the  Energy  Dept.  says 


B20  does  not  really  n 
petroleum,  as  the  mar 
require.  That  de: 
prompted  the  congres 
end  run.  So  natui'al-gs 
vocates  are  opposing 
nation  in  the  House.  Ai 
ing  B20  would  "under 


demand  for  tnie,  altem. 
fueled  vehicles,"  argue 
san  Jacobs  of  the  Na 
Gas  Vehicle  Coalition, 
bean  forces,  it  seems,  i 
for  a  long  battle.  John  ' 


SPORTS  BIZ 

POWERFUL  YEN 
FOR  HORSES 

THOROUGHBRED  LOVERS 

from  Japan  weren't  supposed 
to  be  a  factor  at  the  mid-July 
Keeneland  auctions  in  Lex- 
ington, Ky.  The  weakened 


BETTING  ON  THE  BAY:  Sekiguchi 


yen  was  expected  to  take  its 
toll.  So  leave  it  to  Fusao 
Sekiguchi  to  upset  the  con- 
ventional wisdom  by  spend- 
ing $4  million  on  a  colt — the 
most  paid  at  the  prestigious 
auction  since  1985. 

The  sixtyish,  ponytailed 
Sekiguchi  is  the  founder  of 


Meitec,  a  Tokyo  soft 
maker  and  high-tech 
agency.  With  three  son? 
running  the  business,  hir 
sion  has  become  the 
horses  he  keeps  at  his  s] 
near  Tokyo.  Most  of 
have  first  names  pattf 
after  his — Fusaichi. 
Sekiguchi  is  a  self-i 
man,  says  his  1 
trainer,  John  Wai' 
unlike  the  othe)' 
nese  at  Keeneland 
bought  through  > 
cates,  he  was  pei-- 
ly  involved.  He  h 
outbid  his  compai 
and  everyone  else 
"I  was  just  inspii't 
him,"  Sekiguchi  st 
his  unnamed  bay  colt, 
by  Ml'.  Pi'ospector.  Sekiti'i 
purchase  helped  boo.- 
auction's  total  take  to 
million,  15%  more  thai 
year's  figure.  After  the 
tion,  Sekiguchi  and  Wai 
to  inspect  thoroughbre 
Ireland.  Javu 


4  BUSINESS  WEEK  /  AUGUST  10,  1998 


i 


W  e  5  e  e  data 


You   see  coffee 


Two-thirds  of  the  Fortune  500  rely  on  Sprint's  vision  of  data 

Every  day,  industry  relies  on  data  to  sell  products,  satisf)'  customers  and  manage  people  and 
processes.  That's  why  Sprint,  as  a  leader  in  advanced  data  communications,  offers  a  full  portfolio 
of  solutions  for  your  applications  —  from  simple  e-mail  to  complex  integration  of  voice,  video  and 
data.  And  that  lets  us  give  thousands  of  companies  a  competitive  edge.  We  can  do  the  same  for 
you.  Because  business  runs  on  data.  And  data  runs  on  Sprint,  www.sprint.com  1-888 -730 -DATA 

^Sprint 

We  help  your  business  do  more  business  " 


Up  Front 


GENDER  GAPS 

MORE  CRACKS  IN 
THE  GLASS  CEILING 

WATCH  OUT,  GUYS.  EVER  SO 

slowly,  the  women  are  gain- 
ing on  you.  Although  female 
managers  still  earn  less  than 
men  do,  the  compensation 
gap  in  base  pay  is  narrow- 
ing, thanks  to  more  rapid  pay 
hikes  for  women  than  for 
theii'  male  countei-paits. 

According  to  a  recent  sui'- 
vey  of  4,500  executives  by 
the  American  Management 
Assn.,  women's  salaries  in 
1997  averaged  $64,900,  a  55% 
increase  since  1990,  while 


WORKING  GIRL:  Melanie 
Griffith,  SigoKniey  Weaver 

men's  pay  climbed  only  47%, 
to  $103,600.  So  women,  who 
made  60%>  of  what  men  made 
in  1990,  now  make  63%>  of 
what  male  managers  do.  The 
AMA  says  women  are  broad- 
ening theii-  skills  and  seeking 
higher-paying  jobs.  So  the 
pay  gap  is  expected  to  nar- 
row even  more  says  Fayne 
Erikcson,  president  of  the 
National  Association  for  Fe- 
male Executives. 

"There's  an  ever-increasing 
percentage  of  women  at  high- 
er levels  of  management — 
meaning  higher  compensa- 
tion," says  Eric  Greenberg, 
AMA  director  of  management 
studies.  But  the  compensa- 
tion gap  widens  again  at  the 
top  of  the  pay  pyramid.  Says 
the  AMA,  female  chief  execu- 
tive officers  make  a  lot  less 
than  male  CEOs,  since  women 
are  usually  CEOs  at  smaller 
companies.       Tammy  Reiss 


PRODUCT  PEEK 


CALL  IT  JOCK  COUTURE 


THEY   MAY  BE   A  BUNCH  OF 

220-pound  guys  who  get 
knocked  to  the  gi'ound  for  a 
hving,  but  they're  betting 
they  can  sell  football  as  a 
lifestyle,  not  just  a  sport. 
This  summer.  Foot  Lock 
er,  an  athletic-gear  re- 
tailer, will  start  selling 
shirts,  hats,  and  pants 
with  the  QB  logo.  That's 
the  Quaiterback  Club,  a 
National  Football 
League  players' 
marketing  group 
launched  in  1991 

FAVRE:  Will  his 
garb  grab  'em? 

by  now-retired 
quarterback  Bernie 
Kosar.  This  is  qb's 
first  stab  at  selling 
its  own  products. 

The  QB  Club,  which  has 
40  active  and  retired  play 
ers — not  all  quarterbacks — 


offers  one-stop  shopping  to 
sponsors  that  want  to  sign 
more  than  one  player  at  a 
time  for  promotions.  The 
group,  which  in- 
cludes the  likes  of 
Brett  Favre  and 
Boomer  Esiason, 
earned  $10  mil- 
lion-plus last 
year.  Every 
member  will  get 
a  cut  of  profits 
from  the  clothes, 
due  in  Foot  Locker 
stores  in  the  nfl's  31 
markets  by  August. 

qb's  hne  is  not  Ver- 
sace. Pants,  for  example, 
come  only  in  khaki.  But 
the  players  say  that  if 
Ralph  Lam"en  can  create 
a  lifestyle  out  of  polo,  they 
can  do  it  with  football.  Of 
course,     says  Kosar, 
"Ralph   Lauren  won't 
.  need  to  lose  sleep  over 
:  us."  Lormiiie  Woelleri 


DRAWN  &  QUARTERED 


SUPPotN/^EP  OR  MoH-  SliBPoEHAEP  ^ 


SHOW  BIZ 

NBC'S  NEW  COMIC 
IS  NOLENO  

JACK  WELCH,  THE  CHAIRMAN 

of  General  Electric,  may  not 
find  the  thought  of  selling  the 
company's  sagging 
NBC  subsidiary  a 
laughing  matter.  But 
at  least  one  honcln- 
around  the  Peacod 
network  still  has 
sense   of  humor. 

NBC  programming 
chief  Warren  Little- 
field  recently  showed 
a  group  of  television 
critics  that  despite 
the  network's  falling 
ratings,  he's  still  a  trouper. 
In  a  five-minute  video.  Little- 
field  played  a  patient  wheeled 
onto  the  set  of  ER.  He  fainted 
when  he  heard  that  the  hit 
sitcom  Seinfeld  was  ending 
its  nan.  Then,  after  being  re- 


LITTLEFIELD 


vived  by  members  of  thi 
cast,  Littlefield  fainted  a 
ond  time,  after  he  was  g 
the  bill. 

Phenomenal  programi 
costs,  hke  the  record  $13 
lion  per  episode  renew; 
ER,  are  helping  to  lo( 
.»m  NBC's  tether  to 
Whether  part  of 
company  is  spur 
as  a  public  offerin 
whether  there 
joint  venture  wit! 
other  media  gr 
GE  seems  eagei 
get  the  network 
its  balance  sheet 

After  his 
ready-for-prime-i 
dramatic  televi 
debut,  Littlefield  turned 
nous,  saying  that  while  < 
eral  Electric  is  determineu 
get  a  good  piice  for  a  p 
of  the  network,  the  comf 
still  wants  a  say  in  how  '^^ 
operates.       Ronald  Gr 


THE  BIG  PICTURE 


FOR  GEN  X.  M&A'  IS  A-OK 

Twentysomethings  strongly  support  the  mergers-and- 
acquisitions  trend.  The  young  tend  to  be  optimistic,  as 
opposed  to  those  over  65,  who  grew  up  in  an  era  when  bij 
was  often  not  seen  as  better.      in  general,  oo  you  feel  meri 

75  AND  ACQUISITIONS  ARE...  1 


A  BAD  THIN 


. PERCENT 


ASKED  OF  1.050 /L._„ 
"NEUTRAL"  AND  "MW! 
DATA  WIRTHl IN  WORLDWIDE    OPINION"  NOT  SHOT 


FOOTNOTES  Small  businesses  offering  health-care  benefits  in  1996,  46%;  those  offering  them  in  1998,  39% 
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DATA:  DUN  &  BRADS: 


Now  There  s  A  Faster  Way  To  Turn  Business  Into 
Pleasure  At  Over  400  Hiltons  World\A/ide. 


^irn  Double  Miles  With  The  American  Express  Card. 


2rs  of  Hilton  HHonors*,  our  award-winning  guest  reward  program,  can  earn  both  points  and  miles  with  every 

ss-rate  stay.  And  now  you  can  get  twice  as  many  miles  just  by  charging  your  Double  Dip'  stays*  with  an 

:an  Express  Card.  You  can  earn  double  miles  with  any  one  of  15  participating  airline  program  partners.  Before  you 


ubie  Dip,  you  must  be  an  HHonors  member  and  request  HHonors  points  and  airline  miles  at  clieci<-in  for  your  business-rate  stays, 
!ton,com  for  a  list  of  participating  airlines  or  call  1-800-552-0852  and  select  the  faxBack  option-.  Offer  valid  for  qualifying  stays  from 
to  9/7/98.  Valid  only  on  Double  Dip  stays  charged  with  an  American  Express  Card  If  you're  not  already  a  Cardmember,  call 
HE-CARD  or  visit  www  americanexpress.com  to  apply  Normal  rules  for  earning  HHonors  points  and  airline  miles  apply.  Refer  to  your  HHonors-. 
rship  materials  and  airline  program  membership  materials  for  rate  and  other  restrictions,  HHonors  membership,  earning  and  redemption 
ts  are  subject  to  HHonors  Terms  and  Conditions.  The  Hilton  name  and  logo  are  trademarks  owned  by  Hilton.  ©1998  Hilton  Hotels. 


it,  you'll  be  trading  your  calculator  for  a  bottle  of  tanning  lotion.  But  hurry,  this  offer  won't  be  around  for  long.  For 


ake  reservations  and  enroll  in  HHonors  online  at  www.hilton.com  or  by  calling  1-800 -HILTONS. 


3servations  at  any  of  over  400  Hiltons  worldw/ide,  call  your  professional  travel  agent.  You  can 


Cards 


Hilton 
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Readers  Report 
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WHY  PLANE  TICKETS 
COST  SO  MUCH 


I  was  encouraged  to  see  your  com- 
mentary ("Sky-high  airfares:  How  to 
bring  them  down,"  Government,  July  20). 
The  key  to  reacliing  a  true  market  equi- 
libiium  price  is  to  have  fi'eely  moving 
supply  and  demand  cui-ves.  Ancl  although 
the  airline  industiy  was  deregulated  in 
1978,  the  last  thing  this  industry  spawns 
is  such  a  ciu-ve.  An  industry  cannot  be 
competitive  when  the  inffastructui'e  (air- 
ports and  landing  lights)  is  constrained. 
While  these  constraints  seem  physical, 
they  ai-e  a  manifestation  of  the  prevailing 
political  envii'onment:  The  oligopolist  air- 
lines have  no  motivation  to  "loosen"  the 
supply  cm-ve,  the  infrastructiu-e. 

The  next  step,  of  course,  is  for  gov- 
ernment to  think  about  how  to  con^ect 
this  market  inefficiency.  It  would  cer- 
tainly be  a  "win"  for  the  status  quo  if 
govemment  spent  lots  of  time  and  mon- 
ey tiying  to  regulate  airline  prices.  We 
need  a  path  which  allows  those  tax  dol- 
lars to  be  spent  on  things  that  could 
really  change  the  marketplace,  such  as 
infi'astructui"e  and  access. 

Danamichele  Brennen  O'Brien 
Rosenbluth  International 
Philadelphia 

Lately,  the  debate  seems  to  focus  on 
obstacles  to  "low  cost/discount"  airlines 
establishing  service  in  the  realm  of  the 
giants.  It  seems,  though,  that  there  are 
other  institutionalized  obstacles  to  true 
competition  and  the  savings  that  should 
result.  One  is  that  the  hub  system  that 
dominates  caniers'  operations  appears 
to  be  mei-ely  a  manifestation  of  oligop- 
oly: The  lai'ger  caniers  have  effectively 
divvied  up  the  major  markets.  In  Pitts- 
burgh, which  was  rightly  used  as  one  of 
the  high-cost  examples  in  your  com- 
mentary, United,  American,  twa,  and 
Delta  all  have  some  minor  presence. 
Because  of  their  own  hub  orientation, 
however,  none  of  them  seems  to  com- 
pete with  us  Airways  on  any  routes 
other  than  to  their  own  hubs. 

Jay  Barish 
Pittsburgh 


The  commentary  identifies  thf 
problem  but  picks  the  wrong  su 
The  auiines  are  not  the  proble 
fact,  contrary  to  the  article,  ai 
have  dropped  by  36%,  adjusted  : 
flation,  since  1978;  they  have  n 
creased  "at  double-digit  rates.")  . 
crease  in  aii"jDort  ticket  fees  is  the 
way  to  increase  capacity  and  coi 
tion.  A  better  solution  is  the  prop 
of  federal  airway  trast  funds. 

Although  the  federal  govemme  : 
collected  $5  billion  to  $7  billion  ; 
since  1978  from  passenger  ticket 
related  taxes,  too  much  of  the  mo 
used  to  mask  the  deficit  instead 
panding  runways,  terminals,  an 
ways  and  improving  the  aii"  traffic 
puter  system.  Such  improvements 
improve  capacity,  service,  and  coi 
tion.  To  suggest  that  we  contin 
raise  fees  and  taxes  is  wi'ong. 

George . 
Whispering  Pines, 

NEVER  TOO  YOUNG  TO  WORRY  | 
ABOUT  RETIREMENT  | 

"The  new  math  of  retirement'' 
nual  retu'ement  guide,  Cover  Storj 
20)  was  well  done  and  complete.  1 
veiy  thorough  in  addressing  the  t 
options,  and  problem.s  facing  thos 
are  preparing  for  retirement 
though  I  am  only  a  student,  the  s 
was  still  applicable  in  my  life  beca 
too,  must  start  to  worry  about  n 
tirement,  especially  when  I  fac 
dilemma  of  oui-  Social  Security  s; 
and  its  inadequacies. 

Jodi  T 
Chatsworth, 

DAIMLER  HAS  LESSONS 
TO  LEARN,  TOO 


Jeffrey  E.  Garten  makes  a  good 
("Daimler  has  to  steer  the  Chi 
merger,"  Economic  Viewpoint,  Jul 
Don't  worry,  the  Daimler  manag( 
has  every  intent  to  take  charge,  { 
bly  with  a  vengeance. 

It  is  not  obvious  to  me,  however 
Daimler  cultur-e  should  dominate 
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iECTIONS&  CLARIFICATIONS 
in  record  labels  get  back  their 
?"  (Entertainment,  July  27)  B.  B. 
label  is  MCA  Records,  not  Polygram, 
to  do  before  disaster  strikes"  (Per- 
Susiness,  July  13)  stated  that  the 
I  I  Emergency  Management  Agency 
f  loans  of  up  to  $40,000  for  disaster 
[  s  "through  the  Small  Business 
(  stration."  In  fact,  fema  and  the  sba 
ss  3  separate  recovery  programs. 


companies  really  globally  successful  at 
what  they  do?  With  an  American  econ- 
omy not  even  twice  the  size  of  Japan's 
an(l  an  industrial  output  that  is  about 
the  same,  why  should  the  U.  S.'s  market 
capitalization  be  over  six  times  as  large? 
With  an  economy  much  smaller  than 
Japan's,  why  should  Britain's  market  be 
more  than  25%  larger?  Nobody  at  BUSI- 
NKSS  WEEK  is  eager  to  talk  about  an 
Anglo-American  equity  "bubble,"  but 
your  Global  1000  strikes  me  as  more 
than  a  bit  distorted  by  the  runup  in 


the  U.  S.  dollar,  the  British  pound,  and 
stocks  in  both  New  York  and  London. 

Charles  E.  Jannuzi 
Fukui  University 
Japan 

HIGH  INTEREST  RATES 
HOBBLE  BRAZIL'S  WORKERS 

Ian  Katz  fails  to  consider  the  haitn 
that  could  result  from  his  proposal  for 
Brazil  to  keep  currency  reserves  and 
interest  rates  high  ("Walking  an  inter- 


.  (  ertainly  its  technological  lead- 
liould  provide  a  firm  foundation 
1  companies  (although  it  I'emains 
t'.  n  how  that  technology  can  be 
Hi  for  Chrysler's  customers).  On 
ler  hand,  Daimler  has  much  to 
'rom  Chrysler,  for  example,  in 
n  management  and  manufactur- 
nagement,  not  to  speak  of  finan- 
itrols. 

Richard  P.  Hervey 
Sigma  Associates 
Southfield,  Mich. 

US  PARING 

>AN  AIRLINES  

as  disappointing  that,  in  describ- 
pan  Airlines  Co.'s  situation,  you 
;o  mention  that,  in  four  years  of 
3turing,  Japan  Airlines  has  cut 
jobs  and  is  cutting  1,500  more 
airlines  that  fell  to  eailh,"  Indus- 
July  13).  The  airline  has  also 
d  cockpit  crew  salaries  by  10% 
immed  other  personnel  costs — so 
ur  operating  cost  per  available 
lometer  is  now  46.5(2,  only  2.1? 
than  United  Airlines  Inc. — and 
down. 

t  is  nowhere  near  the  "50%  high- 
n  that  of  U.  S.  rivals"  mentioned 
r  story.  To  cite  only  the  very  mi- 
st-cutting of  cockpit  crew  trans- 
carried  out  four  years  ago,  the 
gnores  the  progress  achieved  and 
indreds  of  millions  of  dollars  jal 
t  in  reaching  our  goal  of  improved 
Sciency. 

Geoffi'ey  Tudor 
Director,  International 
Corporate  Communications 
Japan  Airlines 
Tokyo 

A  STRONG  DOLLAR 
TO  AN  EQUITY  BUBBLE? 

t  what  is  the  nature  of  the  rela- 
lip  between  a  nation's  economic 
;titiveness  and  its  equity  markets? 
year  of  the  deal,"  The  Global 
July  13).  Ai-e  all  those  American 
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Doggone  it!  That  Williams  energy  is  now  the  second 
largest  energy  provider  in  the  LA  basin.  Backed  by 
tliree  power  plants,  14  units  and  the  experience  of  AES. 


that  Williamsenergy 


www.willtales.com/energy 
1-800-WILLIAMS 
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Different  people  and  different 
technologies,  working  together  to  make 
your  business  better.  Everything  we  do, 
every  product  we  moke  is  dedicated  to 
this  one  ideal. 

We're  networking  speciolists. 

Other  software  companies  insist  that 
their  stuff  will  only  work  properly 
with  their  stuff.  That's  fine  for  them. 
For  us,  that's  not  really  a  network. 


Novell 
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op  en/ net/works 


TIk  1999  Basiness  Week  Peoket  Planner. 

Made  by  British  craftsmen  -  and  available  in  your  choice  of  colors:  classic  black 
or  rick  burgundy  -  this  slimline  pocket  planner  offers  true  value  for  the  money. 
Boasting  a  13-month  calendar,  week-to-view  appointments'  pages,  and  a  useful 
business/travel  information  section,  it's  the  planner  you  should  be  using. 

To  Order:  Make  check  payable  to  BUSINESS  WEEK  PLANNER  and  mail  to 
DEPT.  BC39.  RO.  Box  1597,  Fort  Lee,  NJ  07024  U.S.A  Enclose  separate  sheet 
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Full  refimd  if  not  completely  satisfied  with  materials 
and  workmanship. 


USA  Credit  card  holders  mav  call 

itTi  TOLL-FREE  800-553-3575 

Ask  for  I)ept  BC39 
We  honor  AmEx/DinersA'isa/MasterCard 

For  customization  options  and  special  discounts  on  larger  quantities  call  Amanda  Kane  at  201-461-( 


Gold 
blocking 
of  your 
full  name 
add  $4.75. 
Planner  size 
6  A"  X  .V/"  X 
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Child-proof  caps  protect 
those  who  can't  read. 

Medicme  labels  protect 
those  who  can. 


Read  your  medicine  label.  It  tells  you  all  you  need  to  know. 
It's  the  first  step  to^  getting  better. 


A  message  from  the 

Council  on  Family  Health 

A  public  service  by  the  manufacturers  of  medicine 
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est-rate  high  wii'e,"  Business  Oiiool 
July  20).  While  his  proposal  may  iak 
it  possible  for  President  Femandc^'  • 
rique  Cardoso  to  fabricate  a  virtu;  i 
visional  safety  net  to  help  keep  th 
fidence  of  foreign  investors  and 
having  another  threat  of  Latin  P 
can  default,  it  offers  little  to  the 
ing  class.  A  boost  in  interest 
stymies  capital  investment  that 
other-wise  indirectly  benefit  work( 
expanding  theii'  job  opportunitit 
investors  divert  funds  to  liigher-yi 
bank  assets,  the  resulting  inade 
investment  pool  forces  officials  to 
inflationary  policies.  But  Cardoso 
do  well  to  not  ignore  the  less  ol 
problems  of  long-term  inflation  ai 
employment  that  have  plagued 
Latin  American  nations. 

Christopher  L.  (' 
Council  on  Hemispheric  P 
Washi 
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Ttie  full  text  of  Business  Week,  the  Business  Vik 
Daily  Briefing,  and  seven  years  of  BW  arcfiiveire 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 
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Shopping  for  computer  equipment?  Visit  Maveilui 
online  Computer  Buying  Guide,  for  continuou' 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.coii 
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iheir  award-winning  bnvironmental  tfforts 
Yield  Profits  That  Are  Off  The  Charts. 


EPA  Congratulates  the  Energy  Star'  Buildings  and 
Green  Lights"  Partners  and  Allies  of  the  Year. 

American  Electric  Power  Company 

City  of  Scottsd^le,  Arizona 

Compaq  Computer  Corporation 

Davenport  Community  School  District 

Johnson  & johnson 

Louisville  and  Jefferson  County  Metropolitan  Sev/er  District 
McDonald's 
Mobil  Corporation 
St.  Jo:eph  Hospital 

The  Trane  Company,  Worldv/ide  Applied  Systems  Group 
Walt  Disney  World  Co. 


jfflll  Oieen 
^Lights 


These  leaders  demonstrate  that  energy  efficiency  is  smart  business,  boosting  their  bottom  lines  while 
peaking  environmental  performance.  By  installing  energy-efficient  technologies  in  their  buildings,  these 
organizations  annually  save  more  than  $39  million  and  prevent  the  release  of  more  than  336  million 
pounds  of  carbon  dioxide.  Their  award-winning  efforts  reduce  operating  costs  and  build  more  competitive 
organizations,  as  well  as  help  prevent  global  climate  change,  acid  rain,  and  smog.  It  seems  some  companies 
share  their  profits  with  the  world. 

To  learn  more,  call  the  toll-free  Energy  Star  Hotline  at  l-888-STAR-YES  (1-888-782-7937). 
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SOME  WILL  WELCOME  IT. 
OTHERS  WILL  INSIST  THE  WORLD  IS  STILL  FLAT. 


The  Electric  Car  is  here.  Can  you  see  that? 


Can  you  see  that  the  world  might  now  be  wonderfully  different?  That  cars  can  run  on  something  besides 
gasoline.  That  the  sky  can  begm  to  fight  its  way  back  to  blue.  That  our  children  can  have  a  clean  start. 

Maybe  you  can't  see  that. 

We've  been  driving  and  thinking  the  same  way  for  nearly  a  hundred  years.  Why  would  someone  want  to  change 
all  of  that?  Things  aren't  that  bad,  are  they?  Gasoline  doesn't  cost  that  much,  does  it? 

What's  wrong  with  the  car  I  drive  now? 

The  EVl  has  no  engine.  It  needs  no  tune-up.  Or  oil  change.  Or  smog  check.  It  does,  however,  have  a  motor.  An 
electric  motor  with  just  one  moving  part  that  needs  zero  maintenance. 

Would  you  like  to  hear  more? 

The  Electric  Car  is  nearly  silent.  All  the  usual  noises  have  been  replaced  by  the  wind  slipping  across  the  most 
aerodynamic  production  car  ever  made.  One  which  produces  a  drag  coefficient  of  0.19.  A  mere  whisper. 

Acceleration  is  pure  and  instantaneous.  No  shifting  or  jerking.  Just  press  the  accelerator  pedal  and  go.  0  to  60 
in  less  than  9  seconds.  The  EVl  even  creates  its  own  electricity.  Coast  and  the  motor  automatically  converts  to  a 
generator.  Apply  the  brakes  and  kinetic  energy  is  captured  and  returned  to  the  batteries. 

It  can't  be  more  real. 

You  can  see  the  electric  car.  You  can  touch  it.  You  can  drive  it.  You  can  park  it  in  your  garage.  And  in  doing  so, 
the  world  might  now  be  wonderfully  different. 

Surely  you  can  see  that.  Can't  you? 

THE  ELECTRIC  CAR  IS  HERE.  1.800.25ELECTRIC  or  www.gmev.com 
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SIEMENS 


Negotiating  little-known  waters,  you  need 
the  right  partner  with  you  at  every  stage. 


Siemens  Microelectronics  is 
your  partner  for  every  stage  of 
design  and  delivery. 

Dedicated  to  investing  time  and  resources 
to  build  lasting  relationships,  we  stay  with 
you  from  start  to  finish.  This  ensures  opti- 
mized solutions  for  all  your  future  designs 
— no  matter  how  far  you  want  to  go. 


Our  new  system  solution  centers  offer 
local  application  support  when  you  need  it. 

Tnese  new  system  solution  cente-s  proviae 
individual  design  consultation  for 
Automotive,  Communications,  Computer  & 
Peripherals,  Industnal  Control  and  Consumer 
Electronics.  We  work  with  you,  guiding  you 
through  our  range  of  products  to  find  the 
perfect  solution  for  your  application. 


Our  network  of  wordwide  fabs  provide 
added  resources  that  make  it  possible  for 
us  to  deliver  solutions  when  and  where 
you  need  them.  In  fact,  our  new  US  fab 
with  .25pm  technology  is  an  example  of 
our  commitment  to  more  readily  available 
local  resources.  So  you  can  be  sure  that 
Siemens  will  always  be  there  to  meet 
your  growth  and  time-to-market  needs. 
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ications 

jtworking  ICs 

)ptics/Lasers 

cretes  &  Wireless  ICs 

auplers/SSRs 

Cs 

itors/SAW  Filters 


Automotive 

•  Smart  Power  ICs 

•  Discretes 

•  Microcontrollers 

•  Display  Indicators 

•  ThermistorsA/aristors 


a 


Computer  &  Peripherals 

•  DRAMs/Modules/SGRAMs 

•  Embedded  DRAMs 

•  Microcontrollers 

•  Custom  Optoelectronics 

•  Discretes 

•  Smart  Power  ICs 

•  Inductors 


Industrial  Control 

•  Display  Indicators 

•  CAN  Microcontrollers 

•  Optocouplers 

•  Smart  Power  ICs 

•  Ferrites 


Consumer  Electronics 

•  HDTV/SDTV 

•  QAM/QPSK  Processors 

•  Picture-in-picture 

•  Smart  Card  ICs 

•  Multimedia  Cards 

•  Passive  Components 


nee  technology  leadership  means 
!  innovative,  integrated  products. 

ens  has  consistently  achieved  techno- 
i\  firsts  through  our  ongoing  R&D 
:s.This  is  exennplified  in  our  leadership 
)ducts  such  as  advanced 
letworking  ICs,  Smart  Card  ICs, 
xontrollers  and  DRAM  Technology. 


This  wealth  of  knowledge  is  leveraged  by 
vears  of  experience  in  system  application 
solutions.  Our  engineers  have  worked 
closely  with  some  of  the  world's  largest 
and  most  demanding  customers,  giving  us 
the  ability  to  better  understand  and  meet 
your  individual  application  needs. 

For  a  smoother  journey  for  your 

next  design,  let  Siemens  be  your  guide. 


To  discover  how  we  can  help  you  with 
our  range  of  products,  visit  our  website. 

www.smi.siemens.com 
or  call  1-800-777-4363 


Siemens  Microelectronics,  Inc. 

Your  partner  for  winning  solutions. 
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Don't  Put  Your  Baby  s  Health  On  The  Line. 


It's  a  thin  line  between  having  a  healthy  bahy  and  a  hahy  that's  sick.  Don't  take  the  risk. 
If  you're  pregnant —  or  even  think  you  are  —  getting  prenatal  care  early  is  the 
most  important  step  you  can  take.  Call  1-800-311-2229.  We'll  put  you  in  touch  with 
the  many  services  available  to  you.  The  call  is  tree  and  it's  completely  confidential. 


Get  Prenatal  Care  Early  •  Call  1^800^3 1M229,  •  Confidential 


Take  Care  of  Yourself  So  You  Can  Take  Care  of  Your  Baby. 


Next  meeting,  look  aiio 


Are  you  surrounded 
trusted-  partners,  or  ju 
an  adoring  entourage.' 
Not  recognizing  the 


difference  can  lead 


APPEALING 

FEATURES  OF  A  CROWING 

COMPANY 

IS  THE  PREf^ONDERANCE  OF 

f  C  «p   lYl  E  in. 

JUST     NOD  IF 

YOU  AGREE. 


rom  within, 


achieve  the  pixiper  balance 
between  empowerment 
and  control.  When  you 
face  the  issues  growth 
inevitably  brings,  rely 


to  disaster,  especially  as  your  business  on  Booz  •  Allen  &  Hamilton.  For  over  80 

grows  and  more  authority  is  delegated.  yetu-s,  we've  been  seeing  companies  tlirough 

That's  where  Booz  •  Allen  &  Hamilton  transitional  times  in  every  industry  all 

can  help.  Our  consultants  will  show  you  over  tlie  world.  And  we  deliver  results: 


ways  to  develop  genuine  leadership 


85  %  of  the  work  we  do  is  for  clients 


throughout  your  organization  and        we've  served  before.  To  learn  morej 


cultivate  strong  future  leads 


lease  call  us  at  (415)  627^4288. 


nial  Times 


BOOZ  AIXEN  &  HAMILTON 


Jerry  Rice 


TWO  LEGENDARY  PERFORMERS, 

ONE  CITY. 


ICG 

Netcom 


TM 


]t  takes  something  special  to  help  a  team  put  up  record  luimbers,  season  after  season.  Same  goes  hi  football. 
ICG  Netcom.  Setting  the  nhirl<  for  even/one  else  in  the  league  to  aim  for,  again  and  again. 


888-ICG-5910  www.icgcomm.coin 
Local      Long  Distance     Internet     Data  Plus... 


3chnology  &  You 


TEPHEN  H.  WILDSTROM  

UMB  APPLIANCES 
VIARTEN  UP  A  BIT 


ease-of-use 
idards  remain 
fully  low  for 
is  and  the  like 

7"  Thy  are  electronic 
V/  appliances  so  stu- 
▼  pid?  Why,  in  an  era 
leap,  powerful  comput- 
ioes  every  piece  of  con- 
■r  electronics  in  my 
e  idiotically  flash  12 
:k  after  a  momentary 
sr  interruption?  Why 

scheduling  a  vcR  to 
"d  remind  me  of  pro- 
iming  1950s-era  IBM  ac- 
ting machines? 
;ose  appliances  are 
i  by  first-rate  technolo 
)mpanies,  which  seem 
!  trying  to  do  better. 

Electronics,  for  ex- 
2,  has  put  some  pow- 
technology  to  work 

new  smart  vCR. 
rtunately,  the  re- 
fall  well  short  of 
iquaMed  success, 
reasons  for  that 
•e  show  how  far  the 
itry  has  to  go  to  match 

the  dubious  ease-of-use 
lard  of  the  PC  business. 
K  AND  TAPE.  The  Sony 
;2fiHF  VCR  (.$450)  includes 
■  innovations  that  make 
^sier  to  use.  First  is  a 
overdue  feature  that  is 
ming  common  on  high- 
recorders:  the  ability  to 

the  time  automatically 

a  power  outage, 
le  other  innovations 
nore  exotic.  One 
program  guide 

in  theory,  al- 

you  to  select 
ming  progi'am 
lame  from  an 
creen  listing 

with  a  single 


click  of  a  remote,  schedule  a 
taping.  The  system  relies  on 
program  information  from 
Gemstar  Development  that  is 
transmitted  over  an  other- 
wise unused  pait  of  some  sta- 
tions' signals. 

The  difBculty  is  that  only  a 
small  fraction  of  shows  turn 
up  in  the  Guide  Plus  direc- 
tory. For  the  others,  that 
means  going  to  the  newspa- 
per to  look  up  the  vcR  Plus 
code  in  a  program  listing, 
which  simplifies  programming 
somewhat.  But  that  doesn't 
always  cover  all  the  channels, 
so  for  the  rest,  you're 
stuck  with  old- 
fashioned  time-and- 
channel  program- 
ming. Another 
problem  is  that  the 
Guide  Plus  listings 
only  i"un  through  mid- 
night of  the  next  day. 
(A  version  of  the  vcR 
without  Guide  Plus  is 
available  for  $400.) 
The  second  advanced 
featui'e,  SmartFile,  works 
better.  You  put  a  special 
label  containing  a  microchip 
($9.95  for  five)  on  a  cassette. 
When  you  record,  the  vCR 
writes  time,  date,  duration, 
and,  if  available,  program  in- 
formation on  the  chip.  When 
you  hold  the  tape  up  to  a 
sensor  on  the  front  of  the 

VCR,  a  content  in-   

dex  appears  on  the  SONY'S  NEW  VCR: 
screen.  No  more  No  more  flashing 
mystery  tapes. 


As  more  smart  vcRs  ap- 
pear, the  Guide  Plus  service 
will  get  better  and  SmartFile 
labels  will  get  cheaper.  But 
consumer-electronics  makers 
have  their  work  cut  out  for 
them  in  the  usability  depart- 
ment. I'm  used  to  feature 
bloat  and  confusing  user 
interfaces  in  computer 
software,  but  the  Sony 
VCR  suffers  from  as  bad  a 
case  as  I  have  seen.  The 
remote  control  features  33 
buttons,  two  switches,  a 
joystick-like  "cursor  stick," 
and  a  multifunction  "shut- 
tle ring."  In  addition,  many 
of  the  buttons  change  their 
purpose,  say  to  exotic  edit- 
ing functions,  when  a  door  on 
the  VCR  is  opened.  The  re- 
sult is  a  control  that  appar- 
ently can  do  just  about  any- 
thing but  makes  it  absurdly 
difficult  to  figure  out  how  to 
accomplish  simple  tasks.  I  ex- 
pect to  use  most  software 
without  reading  a  manual, 
and  I  certainly  don't  want  to 
struggle  with  an  87-page 
manual  just  to  record  South 
Park. 

Another  issue  the  con- 
sumer-electronics folks  have 
to  grapple  with  is  the  mind- 
boggling  difficulty  of  con- 
necting a  TV,  VCR,  cable  box, 
and  maybe  a  dvd  player  or  a 
game  console  so  that  all  of 
them  work  properly.  Strange 
but  true,  it  is  easier  to  set 
up  a  small  computer  network 
than  a  home  entertainment 
center. 

The  new  Sony  vcR  is  a 
welcome  step  in  the  right  di- 
rection. But  it  also  shows 
that  as  computer  makers 
strive  to  make  their  prod- 
ucts more  apphance-like,  the 
  consumer-electron- 
ics  industry  has 
some  problems  of 
12  o'clock  signals     its  own  to  fix. 


BULLETIN  BOARD 


ON  THE  ROAD 
GO  WIRELESS... 

The  search  for  a  good  way  to 
give  handheld  computers  wire- 
less communications  goes  on. 
One  of  the  latest  entrants  is 
the  Snap-On  Modem  from 
Belgium-based  Option 
International  (www. 


option.com).  The 
$159  Snap-On 
attaches  to 
the  bottom  of 
aPalmPilotor  Palm  III 
and  connects  with  a 
short  cable  to  any  gsm 
digital  cell  phone. 
(Although  GSM  service 
is  relatively  limited  in 
the  U.  S.,  it  is  the  stan- 
dard digital  cellular  system  in 
most  of  the  world,  especially 
Europe.)  The  modem  allows  you 
to  send  and  receive  E-mail,  fax- 
es, and  pages  on  a  Pilot.  The 
Pilot's  address  book  can  initiate 
voice  calls.  The  system  works 
well,  though  the  two-piece 
arrangement  with  the  Pilot  and 
the  handset  is  a  bit  clumsy. 

...OR  GET  HELP 

If  you  use  more  conventional 
gear,  Norton  Mobile  Essentials 
from  Symantec  (408  253- 
9600)  can  help  communicate 
by  modem  from  a  laptop.  The 
$70  program  helps  with 
Microsoft's  Dial-up  Network- 
ing. If  you  need  to  change  the 
standard  configuration  for  the 
networking  software,  the 
process  is  extremely  murky. 
Norton  Mobile  Essentials  sim- 
plifies the  process,  even  let- 
ting you  manage  multiple 
dial-up  configurations.  The 
program  also  offers  useful 
diagnostic  routines  and  a 
database  of  phone  numbers, 
including  local-access  num- 
bers for  America  Online  and 
CompuServe. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Model  6266X/2100 
The  business  computer  fortho 
crave  the  latest  industry-stani 
technologies,  at  very  aggressi 

$1,299 

•  Intel  Celeron'"  Proce3<.'ii 

•  2.1  GB  SMART  II  Ultra  ATA  H, 

•  16  MB  SDRAM 

•  ATI  RAGE  lie  AGP  Graphic, 

•  Compaq  V75  17" 

(16"  viewable)  monitor 

•  Towierable  chassis  converts  I 
desktop  to  minitower 

•  3  year  limited  warranty' 

Model  64ooX/6z,oo/CD" 
Deskpro  delivers  true  value  by 
ultimate  In  desktop  quality  anr 
It  offers  a  broad  range  of  innovi 
effective,  and  flexible  solutions 

$2,269 


•  Intel  Pentium  II  Processor 

■  6.4  GB  SMART  11  Ultra  ATA  H 

■  64  MB  SDRAM 

•  ATI  RAGE  PRO  TURBO  AhPi, 

•  2aX  Max  CD-ROM" 

•  Compaq  V75  17" 

(16"  viewable)  monitor 

•  Towerable  chassis  converts  f 
desktop  to  minitower 

•  3-vear  limited  warranty' 


What  would  it  cost  to  have  all  the  computer  performance  your  business  needs?  Well,  with  the  Compaq  Deskpro  EP  Series  of 


it  costs  a  lot  less  than  you  might  think.  With  Intel®  Pentium®  II  Processors,  and  next-generation  100  MHz  bus  speeds,  you  c 


performance  you  need,  and  all  the  value  you  want.  You  can  order  by  calling  us  directly  or  visiting  our  website.  More  techm 


more  ways  to  get  it.  It's  what  makes  Compaq  computers  the  best-selling  in  the  business. 


(^1998  Compdq  Computer  Corporation  All  rights  reserved.  Compaq,  the  Compaq  Logo,  Deskpro,  ProStgnia,  Armada,  and  SuperDisk  are  registered  trademarks  of  Compaq  Computer  Corporation.  Inic!,  ihi  lui  i 

Pentium  are  registered  trademarks  and  MMX  and  Celeron  are  trademarks  of  Intel  Corporation.  Microsoft,  BackOffice,  and  Windows  NT  are  registered  trademarks  of  Microsoft  Corporation  (inn  t  \>  i 

hi-rein  may  be  trademarks  or  registered  trademarks  of  their  respective  companies-  Operating  system  pre-installed  on  ail  desktop  and  portable  products.  Compaq  is  not  liable  for  pictorial  or  typographiui  ■ 

All  prices  and  discounts  shown  refer  to  U.S  estimated  selling  prices  on  select  models.  Reseller  prices  may  vary.  Specifications  and  prices  are  subject  to  change  or  cancellation  without  notice  'For  hard  dnv 

128  MB  memory  modules  are  available  'JOX  Max  CD-ROM  data  transfer  rates  vary  from  1275Kbps  up  to  3000Kbps  24X  Max  CD-ROM  data  transfer  rates  vary  from  1500Kbps  up  to  3600Kbps  'The  KbSlh  ■  i  ' 

111  allow  faster  downloads  from  K55flex  compliani  digital  sources.  Maximum  achievable  download  transmission  rates  currently  do  not  reach  56Kbps,  and  will  vary  with  line  conditions.  'Some  restrHln-n-,  ,  i  < 


Pentium*]} 


awn    -|  :  < 


:l;i!l;Mli,'-' 


skpro  EP  Series 


]  product  bundles  have  been 
riflcally  for  growing  businesses, 
■-installed  with  IMicrosoft' 
irar  4.0,  Norton  Antivirus  /|.o 
)  oierce  Court  Publisher. 
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2  MB  SDRAM  Memory:  S139' 
Compaq  V90  Monitor:  S349' 
S-120  Drive:  Si29' 
icries  810  Handheld:  S599' 
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Compaq  Armada  Notebooks 


Armada  1700 

The  hilly  integrated  notebook  from 
Compaq  that  combines  the  latest  key 
technology  with  uncompromising  value. 

$2,869 

•  Mobile  Intel  Pentium  II  Processor  @ 
233  MHz;  512  KB  L2  Cache 

•  4.0  GB  SMART  Hard  Drive' 

•  32  MB  SDRAM  (expandable  to  160  MB) 

•  12.1"  CTn  SVGA  display 

•  24X  Max  CD-ROM';  KsSflex  modem' 

■  Integrated  AC  Adapter 

■  New  Multibay  design  allows  for  easy 
swapping  of  options  including  a  second 
hard  drive,  second  battery,  SuperDisk 
LS-120.  or  Zip  Drive 

•  3-spindle  design  allows  simultaneous 
access  to  multiple  storage  devices 

•  1-year  limited  warranty' 

Armada  7800 

The  ultimate  high-performance  notebook 
delivering  unprecedented  desktop 
functionality  and  mobile  convenience. 

$5,549 

•  Mobile  Intel  Pentium  II  Processor 
@  266  MHz;  512  KB  L2  Cache 

•  8.0  GB  SMART  Hard  Drive' 

.  64  MB  SDRAM  (expandable  to  256  MB)' 

•  14.1"  CTFT  (1024  X  768)  display 
.  24X  Max  CD-ROM';  33.6  Kbps 

Telephony  modem 

•  Powerful  AGP  graphics  allows  for  superior 
graphics  while  on  the  road  or  in  the  office 

•  Integrated  AC  Adapter 

•  Multibay  design  allows  for  easy  swapping 
of  options  including  a  second  hard  drive, 
second  battery,  SuperDisk  L5-i20.  or 
future  DVD  drive 

•  3-vear  limited  warranty' 

Common  features  of  Armada  Series 

•  Optimized  for  use  in  a  networked  environment 

•  Intelligent  Manageability 

•  Certified  for  multiple  operating  systems 

Options  for  Armada  7000  Notebooks 

.  ArmadaStation  Expansion  Base:  S779' 
.  ArmadaStation  Tower  Stand:  S99' 

•  Compaq  Briefcase:  S99' 


The  notebook  designed  specifically 
for  small  businesses  to  provide  out-of- 
the-box  productivity  combined  with 
affordable  high  performance. 


$2,099 

•  Intel  Pentium  Processor  with  MMX'" 
Technology  @  200  MHz 

•  3.2  GB  SMART  Hard  Drive' 

•  32  MB  EDO  RAM  (expandable  to  96  MB) 
.  12.1"  CSTN  SVGA  display 

•  20X  Max  CD-ROM';  K56flex  modem 

•  Microsoft  Office  97  Small  Business 
Edition  included  for  out-of-the-box 
productivity 

•  Integrated  AC  Adapter 

•  3-spindle  design  allows  simultaneous 
access  to  multiple  storage  devices 

•  Dual-bay  design  supports  a  second 
battery  for  even  greater  power  while 
on  the  road 

•  Optimized  for  use  in  a  networked 
environment 

■  Intelligent  Manageability  features  offer 
lower  total  cost  of  ownership 

•  Certified  for  multiple  operating  systems 

•  i-year  limited  warranty' 


Compaq  ProSignia  200 


Small  Business  Server  Solution 


An  integrated  turnkey  solution  for 
small  businesses  needing  inexpensive 
file/print,  communications,  or  database 
capabilities  and  bulletproof  server 
reliability  without  the  overhead  cost 
of  in-house  technical  expertise. 

ProSignia  200 

Small  Business  Server 

$4,959 

•  Intel  Pentium  II  Processor  @  300  MHz 

•  4.3  GB  Wide  Ultra  SCSI-3  enterprise-class 
hard  disk' 

•  64  MB  ECC  Memory 
(upgradable  to  384  MB) 

•  4/8  GB  SLR  enterprise-class  tape  drive 
.  K56flex  modem' 

•  Pre-installed  Microsoft  BackOffice'  for 
Small  Business  Server  including  up  to  10 
user  clients;  Insight  Agent  Events  Notifica- 
tion Tool  monitors  and  reports  potential 
server  issues 

•  Extend  your  business  to  the  Internet, 
either  locally  or  through  an  Internet 
service  provider 

•  Back  up  and  protect  your  business 
data  easily 

•  Efficiently  share  data  and  devices  such 
as  printers  and  modems 

•  Compaq  V55  15"  (13.7"  viewable) 
monitor  with  i-year  limited  warranty" 

•  3-year  on-site  limited  warranty" 


Buy  the  world's  best-selling  computers 

direct  from  Compaq  at: 

1800 

888-0365 

www.d  i  rectplus.com  paq  .com  /  bw 


operators  are  available  7A.M.-7P.M.  Mon.-Fri.,  9A.WI.-3P.M.  Sat.CST) 


COMPAa 

DirectPlus 


Books 


WE  HAVE  YOUR  CEO. 
HAND  OVER  $50  MILLION 


RANSOM 

The  Untold  Story  of  International  Kidnapping 

By  Ann  Hagedorn  Auerbach 
Henry  Holt  •  481pp  •  $25 


Driving  in  Mexico  City  has  never 
been  easy,  what  with  wild  lane 
changing,  rampant  running  of 
red  lights,  and  bribe-seeking  cops.  Now 
ther-e's  a  new  hazard:  carloads  of  anned 
bodyguards  that  zigzag  through  traffic 
behind  rich  executives'  bulletproof  ve- 
hicles. Kidnappings  are  way  up  in  Mex- 
ico, with  1,500  i-eported  in  1997.  In  re- 
cent years,  several  moguls  have  been 
abducted  and  released  only  after  their 
families  paid  ransoms  reported  to  be  as 
high  as  $50  million.  Sales  of  annored 
cars,  including  some  James  Bond-type 
models  that  fire  tear  gas  and  drop  tire- 
popping  tacks,  are  booming. 

It's  not  just  Mexico — kidnappings  are 
up  worldwide,  with  as  many  as  20,000  to 
30,000  people  being  taken  hostage  each 


year  in  the  1990s.  And  today,  a  new 
gi"oup  is  exposed  to  risk:  global  travel- 
ers, from  adventure-seeking  tourists  to 
execs  scouting  new  markets.  The  end  of 
the  cold  war  opened  up  lands  that  had 
been  shut  to  investment  and  tourism. 
But  many  countries  lack  law  enforce- 
ment and  suffer  political  um-est  that  re- 
ceives little  publicity  outside  theii*  bor- 
ders. Layoffs  of  cops  in  Mexico  and  the 
slirinking  of  armies  and  secret  police  in 
Eastem  Europe  also  contribute  to  the 
violence.  In  Colombia,  the  crackdown 
on  cocaine  trafficking  nudged  thugs  into 
hostage-taking,  a  $120  million-a-year  in- 
dustiy  by  the  mid-1990s. 

A  riveting  account  of  the  dramatic 
growth  in  global  abductions  can  be 
found  in  Ransom:  The  Utitold  Story  of 


hiternational  Kidnapping  by  frr 
Wall  Street  Jaumal  reporter  Ann  ti 
dorn  Auerbach.  Focusing  on  kii 
pings  that  took  place  between  199i 
1997,  the  well-researched  book  i'^ 
with  colorful  anecdotes  from  i( 
hostages,  family  members,  and 
trotting  kidnap  negotiators.  In 
chapters,  a  mind-numbing  bai  i-a 
statistics  on  kidnapping  promjite 
to  skip  ahead  a  bit  to  the  next  lit  ; 
story.  But  editing  lapses  aside,  Ra 
is  well  worth  reading. 

Auerbach's  starting  point  is 
1995,  when  six  Westerners  trekki; 
the  Himalayas  were  captured  !>>■  i 
fighting  for  Pakistani  control  of  Ka 
and  for  the  release  of  jailed  cnnii 
Auerbach  describes  the  agoniziuu 
erlessness  of  family  members  am 
eign  governments  in  dealing  witii  I 
authorities,  who  refused  to  inaki 
concessions  to  the  rebels.  One  lio 
escaped,  but  Auerbach  describes 
the  kidnappers  murdered  and  dt; 
tated  a  Nomegian  captive. 

Amid  the  author's  discussion  "f 
kidnappings  from  Colombia  tn  I 
New  Guinea,  she  periodically  i 
back  to  this  Kashmir  case,  wmv: 
the  reader  that  three  years 


id  and  that  the  remaining  hostages 
:ill  somewhere — dead  or  alive — in 
Himalayas.  Auerbach  persuaded  vic- 
relatives  to  open  their  hearts — 
!ieir  diaries — to  her.  Thus  the  read- 
ims  of  the  wenching  despair  of 
Schelly,  a  Spokane  (Wash.)  school- 
er whose  husband,  physician  Don- 
[utehings,  was  among 
seized. 

;hough  many  kidnap- 
are  politically  moti- 
,  Auerbach  says  that 
wing  number  are  sim- 
und-raising  exercises 
uerrillas  or  common 
nals.  When  a  new 
group,  the  Popular 
lutionary  Army,  sur- 
in  Mexico  in  1996,  ex- 
surmised  that  the 
)  financed  itself 
gh  Iridnappings  carried 
iver  the  previous  two  years,  she 
Rich  locals  are  often  the  first  vic- 
In  the  Third  Wcrld,  billions  in  for- 
investment,  while  marginally  bet- 
y  the  lot  of  the  poor,  have  kindled 
tment  against  elites  who  snagged 
:  of  the  wealth.  And  there's  in- 
ing  risk  for  touiists  and  expatriate 
itives,  particularly  for  Americans, 
are  perceived  as  rich  even  when 
are  not.  Their  sheer  numbers — 3.2 


million  living  overseas  and  50  million 
traveling  there  each  year — have  left 
Americans  more  imperiled  than  citizens 
of  other  countries. 

What  happens  when  someone  is  kid- 
napped abroad?  That  depends  on  the 
victim's  clout.  If  an  executive's  company 
has  kidnap  insurance,  then  a  private  ne- 
gotiator  often  comes  to  help 
win  his  release.  Raiisom  is 
lai'ded  with  fascinating  tales 
told  by  these  cloak-and-dag- 
ger intermediaries.  Fomier 
CIA  agent  Mike  Ackerman 
relates  his  efforts  to  rescue 
a  victim  in  early-1990s,  war- 
torn  El  Salvador:  "I  was 
thinking  how  I  couldn't  wait 
to  get  out  of  there,  and 
then  suddenly  I  saw  a  bus- 
load of  elderly  tourists  pull 
up  and  I  thought.  What  the 
hell  are  they  doing  here  in 
the  middle  of  a  civil  war?" 

Not  everyone,  however,  can  afford 
kidnap-negotiation  ser-vices.  Many  fami- 
lies must  deal  with  the  kidnappers  on 
their  own  or  rely  on  embassy  personnel, 
who  may  call  in  the  FBI's  special  unit  on 
ovei"seas  kidnapping.  Auerbach  describes 
the  case  of  Thomas  Hargi'ove,  a  Texas 
science  writer  working  in  Colombia,  who 
was  held  for  334  days — until  his  wife, 
frusti'ated  by  his  company's  refusal  to 


pay  a  ransom,  hired  her  own  negotia- 
tors. For  $500,000,  they  got  him  out. 

If  Auerbach  can  be  faulted,  it  is  for 
giving  the  impression  that  international 
kidnapping  is  rampant — some  readers 
may  even  be  inclined  to  swear  off  over- 
seas travel.  Most  travelers,  of  course, 
will  have  uneventful  trips. 

Still,  Rmisom  should  be  required  read- 
ing at  any  company  with  employees 
based  abroad — especially  for  the  legions 
of  small  and  midsize  companies  sending 
executives  overseas  for  the  fii'st  time. 
They  should  know  that  Washington  often 
tones  dovra  travel  advisories,  lest  they 
loiin  the  tourism  prospects  of  the  host 
coimtiy  or  scuttle  complex  diplomatic  re- 
lations. They  must  make  sure  adequate 
protection  is  in  place,  whether  it's  kidnap 
insurance,  security-trained  drivers,  or 
aimed  guai'ds  at  an  employee's  residence. 
Othei-wise,  Auerbach  suggests,  they  may 
face  retribution:  Hargrove,  for  example, 
sued  a  kidnap-negotiation  fiiTn,  an  insur- 
ance company,  and  his  employer  for  $100 
million,  contending  they  failed  to  win  his 
speedy  release.  (The  suit  was  settled  last 
yeai'  for  an  undisclosed  sum.)  Auerbach 
argues  that  as  globalization  makes  the 
world  seem  smaller,  ever  more  hostage- 
taking  is  likely.  Better  be  prepared. 

BYGERI  SMITH 

Smith  is  business  week's  Mexico 
City  bureau  chief. 


TO  US,  THERE'S  ONLY  ONE  WAY  TO 


At  Dana  Corporation,  ttiere's  only  one  way  to  look  at  any 
vehicle.  From  underneath.  Because  that's  where  you'll  see 
the  innovative  Dana  systems  and  components  that  help  car, 
truck  and  off -high way  vehicle  manufacturers  around  the 

worjd  stay  ahead  of  their 
schedule  for  the  future.  Be  It 
a  complete  rolling  chassis 
or  an  axle  with  Hydra-Lok'"  four-wheel  drive.  Dana  Is  more  than 
just  a  systems  supplier  with  factories  all  over  the  globe.  We're  an 
idea  factory  Our  people  are  constantly  looking  for  ways  to  make 
things  better  Be  It  a  process,  product  or  partnership  with  our 
customers.  For  a  closer. look,  visit  us  at  www.dana.com  and 
discover  how  we  can  serve  you  under  the  vehicle  and  under 
the  hood  around  the  world.  ^a^'^0c^/f;0^^iH/f^® 
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Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


TAX  CUTS?  LET'S 

NOT  GIVE  AWAY  THE  STORE 


PRIORITIES: 

If  the  rosy 
budget 
forecasts 
do  pan  out, 
use  the  money 
to  fix  Social 
Security  and 
Medicare- 
before  the 
next  recession 


Laura  D'Andrea  Tyson  is  dean  of  the 
Haas  School  of  Business  at  the  Uni- 
versity of  California  at  Berkeley  and 
was  President  Clinton's  chief  econom- 
ic adviser. 


Congi'essional  Republicans  twice  closed 
down  the  government  in  1995,  citing 
their  grave  concerns  about  "deficits  as 
far  as  the  eye  could  see"  and  the  huge  moun- 
tain of  federal  debt  that  would  burden  fu- 
tui-e  generations.  Just  tkree  yeai's  later,  many 
of  the  same  Republicans  are  fixated  on  sui'- 
pluses  as  far  as  the  eye  can  see.  They  seem 
to  have  forgotten  the  pesky  futui-e  debt  bui'- 
den.  Instead,  they  want  to  use  the  lion's  shai'e 
of  projected  surpluses,  currently  estimated 
at  about  $1.6  tiillion  over  the  next  decade,  to 
finance  huge  tax  cuts. 

This  approach  fails  on  several  scores.  First, 
those  of  us  who  have  worked  in  the  budget 
trenches  in  recent  yeai"s  know  that  projections 
ai'e  inherently  uncertain.  A  change  as  small  as 
two-tenths  of  a  percentage  point  in  the  annual 
projected  gi'owth  rate  of  gi'oss  domestic  prod- 
uct over  10  years  can  mean  the  difference 
between  red  and  black  ink  on  the  budget's 
bottom  line.  Pindence  dictates  that  we  should 
err  on  the  side  of  caution:  Before  promising 
generous  tax  relief  fi'om  sui-pluses  that  may 
never  materialize.  Congress  should,  at  the 
least,  apply  some  of  the  surplus  to  a  sub- 
stantial rainy-day  fund  to  help  the  economy 
weather  the  next  recession. 

But  what  about  Social  Security  and 
Medicare,  the  so-called  runaway  entitlement 
progi'ams  that  the  Republican  Congi-ess  says 
it  wants  to  reform  and  save?  Over  the  next 
several  yeai's,  the  federal  budget  is  in  suiplus 
in  part  because  projected  inflows  into  the  So- 
cial Security  system  exceed  projected  out- 
flows. Unfortunately,  without  reforms,  this 
happy  state  of  affairs  will  end  sometime  dur- 
ing the  second  decade  of  the  next  century, 
when  the  number  of  retirees  begins  to  gr'ow 
faster  than  the  number  of  workers  paying 
payroll  taxes. 

NO  EXTREME  MEASURES.  I  am  not  convinced 
that  the  Social  Security  system  is  in  crisis 
or  that  untested  pr'ivatization  schemes  are 
needed  to  save  it.  In  fact,  the  size  of  changes 
r'equired  to  eliminate  Social  Security's  pr'o- 
jected  deficit  over  the  next  75  years  is  no 
greater  than  those  made  in  the  past.  Diver- 
sification of  some  of  the  trust  fund's  assets 
into  equities,  along  with  a  combination  of 
small  adjustments  in  the  reth'ement  age,  in 
methods  for  calculating  benefits,  and  in  the 
payr'oll  tax  rate  and  its  base  would  solve  the 
"crisis."  All  the  same,  the  nation  deser-ves  a 
serious  debate  about  the  future  of  Social  Se- 


curity, which  has  justifiably  been  callec 
cr-own  jewel  of  feder-al  pr-ogr-ams.  As  F 
dent  Clinton  has  ur-ged,  we  should  d< 
how  to  save  Social  Security  before  we  s 
projected  budget  sur-pluses  on  tax  cu 
doubtful  economic  benefit. 

The  case  that  a  crisis  is  looming 
Medicare  is  much  mor-e  compelling.  The 
r-ent  benefits  package  is  woefully  out  of 
It  does  not  cover  the  cost  of  medicines, 
does  it  cover  many  of  the  chronic  car'e  n 
of  the  elderiy — needs  that  ar-e  bound  to  j 
in  importance  as  the  elderiy  live  longer 

Overall,  Medicare  accounts  for-  less 
half  of  the  total  spending  on  health  car 
the  elderly.  But  even  if  Medicare  speni 
per  participant  gr-ows  at  about  the  same; 
as  private  health-care  spending  per  pei 
over-  the  next  30  year-s,  as  it  has  over  thei 
vious  30  years,  Medicare  will  consume  ai 
28%  of  total  government  revenues  by  i 
vs.  just  over  10%  today. 
SIMPLIFY.  Congress  set  up  a  commissiol 
r-ecommend  ways  to  ensure  Medicare'fl 
ture.  Action  on  its  recommendations  shi 
precede  any  tax-cutting  spree.  Othenvisti 
could  find  ourselves  confronted  with  a  cli 
between  harsh  cutbacks  in  Medicare  anci 
other-  r-oimd  of  futiu'e  deficits  as  far  as  th( 
can  see. 

Before  we  give  away  the  store  in  tax 
we  should  r-ecognize  that  overall  taxes  i 
shar-e  of  gdp  ar-e  lower  in  the  U.  S.  ths; 
other  industrial  countries.  Today,  most  Ai 
ican  taxpayer-s  face  much  lower  tax  rate 
their  top  slice  of  income  than  they  did) 
decades  ago.  That's  not  to  say  that  ouij 
.system  wouldn't  benefit  fr-om  reform. 

The  system  is  too  complicated.  It  hat 
come  more  so  as  tax  incentives  have  repl 
gover-nment  spending  in  efforts  to  ach| 
worthy  goals  such  as  better  educational 
portunities.  Payroll  taxes  fall  notably  i 
on  wor-king  families  and  dampen  the  pa( 
job  creation  over  the  long  r-un.  , 

Meaningful  tax  refor-m  will  certainly  1 
two  effects:  It  wall  create  some  real  Ic 
as  well  as  some  r-eal  winner-s,  and  it  wilj 
goverTiment  r-evenues.  So,  if  we  are  goirj 
devote  some  por-tion  of  future  budget  ; 
pluses  to  tax  relief,  let's  do  so  in  a  way ' 
fosters  beneficial  reform.  We  should  a; 
simply  rrraking  a  hodgepodge  of  cuts  thai 
fleet  the  whims  of  focus  groups  in  a  conp 
sional  election  year. 
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VF  IiijoniwlioM  Iccliikilog)' 
RolbdUi'  Ik. 


Guess  how  Rolleililade  b  slaying 
a  jump  ahead  of  customers. 


Vhen  you're  the  leader  in  a  high-energy, 
tyle-conscious  market  hke  in-hne  skating, 
t  takes  more  than  a  great  product  to  keep 
he  spin  fresh.  It  takes  a  connection  with  the 
:ustomer  that's  nothing  short  of  intimate. 

Rollerblade,  Inc.  rehes  on  enterprise 
oftware  from  J.D.  Edwards  to  keep  the 
riomiation  links  tight  throughout  its  supply 


chain — all  the  way  from  manufacturmg  to 
pint  of  sale.  Says  Al  Sussman,  Rollerbladc's  VP. 
of  IT,  "Enterprise  Software  from  j.D.  Edwards 
lets  us  turn  on  a  dime  when  we  have  to.  And  in  diis 
business  we  have  to  just  about  every  15  mmutes." 

Software  from  J.D.  Edwards  tracks  pricing, 
planning,  profitability  and  distribution  for 
Rollerblade.  "It  saves  us  time  and  money," 


says  Sussman,  "But  most  of  all  it  helps  us 
react  quickly  to  every  move  the  customer 
makes.  And  in  this  business,  that's  the  only 
way  you  can  play" 

That's  how  enterprise  software  ought 
to  be.  It  can  be  for  you,  too.  To  find 
out  more,  call  1-800-727-5333  or  visit 
www.jdedwards.com/customer. 


IDtdwards 
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Economic  Trends 


GREENSPAN: 

Ofterijust  bark? 


BY  MIKE  McNAMEE 

A  HIKE  IS  WAY 
DOWN  THE  PIKE 

Or  so  a  study  of  Fed  moves  implies 

When  it  comes  to  raising  interest 
rates,  the  Greenspan  Fed  is  more 
talk  than  action. 

Economist  Anthony  Chan  of  BancOne 
Investment  Advisors  Corp.  compared 
the  Federal  Open  Market  Committee's 
directives — state- 
ments of  whether 
the  panel  thinks 
money  should  be 
tighter  or  looser — 
with  the  Federal  Re- 
serve's actual  policy 
moves.  In  10  years 
under  Chairman 
Alan  Greenspan,  the 
Fed  issued  28  direc- 
tives biased  toward 
tighter  monetary 
policy — but  hiked 
rates  dui-ing  only  nine  of  those  periods. 
By  contrast,  the  central  bank  was  much 
more  likely  to  act  on  a  bias  toward  ease: 
The  Fed 'cut  rates  19  out  of  the  21 
times  that  its  dii'ectives  indicated  a  need 
for  easier  money. 

In  its  last  two  pubHshed  directives, 
for  March  and  May,  the  Fed  leaned  to- 
ward higher  rates.  But  based  on  the 
Greenspan  record,  Chan  concludes  that 
those  leanings  probably  won't  lead  to 
actual  rate  hikes  for  months  to  come. 

WHAT  SPARKED 
ASIA'S  MIRACLE 

Postwar  boomers  played  a  big  part 

What  fueled  Asia's  economic  miracle 
of  the  1970s  and  'SOs?  One  over- 
looked force,  argue  two  Harvard  Uni- 
versity economists,  was  demogi'aphy.  A 
surge  in  the  working-age  population 
starting  in  the  1970s  spai'ked  a  quarter- 
centui-y  of  rapid  gi'owth — but  may  have 
sown  the  seeds  for  stagnation  ahead. 

After  World  War  II,  Asia  underwent 
an  extremely  rapid  "demogi-aphic  tran- 
sition"— a  rapid  drop  in  infant  mortality 
followed,  with  a  lag,  by  a  declining  fer- 
tility rate.  At  first,  the  development 
slowed  East  Asia's  growth  as  rising 
numbers  of  children  meant  relatively 
fewer  workers  to  support  the  depen- 


dent population,  wiite  David  E.  Bloom 
and  Jeffrey  G.  Williamson  in  a  National 
Bureau  of  Economic  Research  paper. 

But  in  the  1970s,  as  those  children 
reached  working 
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age,  the  share 
workers  and  sav- 
ers in  the  popula- 
tion soared,  and 
so  did  growth. 
The  authors  calcu- 
late that  this  shift 
alone  accounted 
for  1.4  to  1.9  per- 
centage points  of 
annual  gi'owth  in 
per  capita  output 
from  1965  to  1990, 
or  almost  a  third 
of  the  region's 
6.1%  annual  per  capita  gi'owth. 

Trouble  is,  in  parts  of  East  Asia  the 
demographic  gift  is  just  about  exhaust- 
ed. The  burden  of  an  aging  population 
will  reduce  long-teiTn  per  capita  gi-owth 
by  1  percentage  point  in  Japan  and  2 
points  or  more  in  Hong  Kong  over  the 
coming  quaiter-century,  the  authors  say. 

An  echo  of  the  postwar'  baby  boom  in 
the  coming  decade  will  give  the  worker- 
to-dependent  ratio  a  small  lift  in  some 
countries,  so  that  for  East  Asia  as  a 
whole,  the  ratio  of  working-age  people 
to  dependents  won't  peak  until  2010 
(chart).  Southeast  Asia,  India,  Pakistan, 
and  Bangladesh  still  are  enjoying  rapid 
growth  in  the  working-age  cohorts. 


A  PENNY  EARNED 
IS  A  PENNY  SAVED 

Why  the  rich  squirrel  money  away 

It  is  possible  to  have  more  money  than 
you  need.  As  billionaire  H.  L.  Hunt 
said  in  the  '70s:  "For  pi'actical  pui-poses, 
someone  who  has  $200,000  a  year  is  as 
well  off  as  I  am."  So  why  do  the  rich 
continue  to  pile  up  wealth? 

High-income  households  save  more 
than  either  of  two  standard  economic 
models  would  predict,  says  Johns  Hop- 
kins University  economist  Christopher 
D.  Carroll.  Contrary  to  the  "life-cycle" 
model,  the  rich  save  fai-  more  than  they 
need  to  support  themselves  in  old  age. 

And  the  "dynastic"  model,  wliich  sug- 
gests that  the  rich  want  to  leave  large 
bequests  to  their  children,  doesn't  work 
either.  CaiToll  cites  a  study  of  Internal 
Revenue  Sen/ice  data  showing  that  the 
childless  wealthy  don't  spend  down  as- 
sets more  rapidly  than  those  who  leave 
bequests  to  their  children. 


Carroll  suggests  a  new  explanatHi; 
"capitahst  spirit"  model,  in  whicht 
rich  value  wealth  for  its  own  sake,  v 
unspent  wealth  can  bring  economics 
vices — including  political  powei-.  < 
Howard  Hughes  once  put  it,  "nin, 
the  measuiing  rod  of  power." 


ARE  HMO  USERS 
SHORTCHANGEDi 

Maybe,  if  they  need  surgery 

Medical  studies  show  that  for  p 
cians  and  hospitals  alike,  pr;) 
pays:  Sui'geons  who  perform  a  paii  ii 
procedure  more  often  tend  to  dc 
better  results.  By  that  measin  < 
tients  in  managed  care  may  be  ■- 
changed,  say  researchers  Sarah  h 
man  of  Brigham  &  Women's  Hn,-i 
in  Boston  and  David  Scharfstci 
Massachusetts  Institute  of  TechimL 
In  a  National  Bureau  of  Ecnn 
Research  study,  Feldman  and  Si- 
stein  looked  at  cancer  operalini 
Massachusetts  in  1995.  They  stui 
breast,  colorectal,  and  gynecological; 
cers  because  in  almost  every  case 
treatment  requir-es  surgery.  Siii<  ( : 
procedures  are  nonelective,  the  aut 
say  their  results  aren't  biased  liy 
geons'  incentives  to  push  operaiini 
Their  finding:  Nonelderly  pali 
with  traditional  fee-for-service  iiisi'i' 
tended  to  go  to  more  practiced  sui  t;, 
and  hospitals.  These  surgeons  and  i 
pitals  did  a  higher  vohmie  of  spt  cia' 
cancer  operations  (chart)  than  dul. 
ones  operating  on  members  of  the  si 
six  biggest  managed-cai-e  plans.  Th 
searchers  speculate  that  managed- 
plans  tend  to  contract  with  less  sp( 
ized  hospitals,  where  the  plans  car 
bigger  discounts,  leading  in  turn  tc 
of  lower-volume  surgeons. 

FEE-FOR-SERViCE  SURGEON 
ARE  MORE  PRACTICED 

AVERAGE  NUMBER  OF  OPERATIONS  PERFORMED 
BY  DOCTORS  UNDER  DIFFERENT  INSURANCE  PUN5 
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DATA;  NATIONAL  BUREAU  OF  ECONOMIC  RESEARCH 


20  BUSINESS  WEEK  /  AUGUST  10,  1998 


business  Outlook 


It  AMES  C.  COOPER  &  KATHLEEN  MADIGAN 


iiPITAL  SPENDING 

IE  CAUTION  FLAGS  ARE  OUT 

laa  woes,  weaker  profits,  and  a  shaky  stock  market  could  curb  outlays 


us.  ECONOMY 


Is  the  1990s  boom  in  capital 
spending  over?  The  signs  are 
:ing  to  point  that  way:  The  second-quarter  slow- 
Q  in  economic  growth,  tepid  gains  in  profits,  excess 
)ry  capacity,  and  an  increasingly  shaky  stock  mar- 
are  setting  up  a  tough  cHmate  for  businesses  as 
■  try  to  find  room  for  new  projects  in  their  1999 
tal  budgets.  The  implications  could  be  enormous. 
!n  the  unprecedented  vigor  in  capital  spending  dur- 
!;his  seven-year  business  expansion,  any  slowdown 
be  felt  throughout  the  economy, 
owever,  while  business  investment  in  new  plants 
equipment  is  sure  to  face  rougher  going  in  the 
ing  year,  the  outlook  is  far  from  gloomy.  High-tech 
stment  should  hold  up  fairly  well,  as  businesses  con- 
e  to  press  for  gains  in  productivity  and  competi- 
less.  Also,  some  additional  outlays  will  go  toward 
ing  the  Year  2000  computer  problem.  Any  soft- 
in  equipment  spending  is  Kkely  to  be  concentrated 
raditional  items,  such  as  machinery  and  heavy 
pment,  as  it  was  during  the  1995  slowdown. 

Other  pluses:  The  real  cost 
of  capital  has  dropped  sharply 
in  recent  years,  given  low  in- 
terest rates  and  cheaper  eq- 
uity financing.  That  lowers  the 
rate  of  return  needed  to  justi- 
fy a  project.  With  the  price  of 
capital  goods  falling  as  wage 
costs  rise,  capital  is  increas- 
ingly the  less  costly  input, 
which  encourages  businesses 
to  substitute  capital  for  labor. 
1  addition,  even  though  manufacturing  capacity  is 
ing  excessive  relative  to  output,  as  the  Asian  crisis 
IS  export  demand,  capacity  use  in  the  rest  of  the 
lomy  remains  very  tight,  as  illustrated  by  the  ex- 
;ionally  low  unemployment  rate.  That  is  especially 
!  in  the  huge  service  sector,  where  two-thirds  of  all 
jstment  outlays  are  made.  Moreover,  construction 
ears  set  to  pick  up,  given  low  vacancy  rates,  rising 
'<&,  and  an  increase  in  building  contracts  (chart). 

I  LATEST  INDICATORS  remain  fairly  upbeat.  New 
2rs  for  nondefense  capital  goods  rose  0.6%  in  June, 
r  declining  1%  in  May.  However,  the  ups  and  downs 
ireraft  orders  along  v^dth  the  strike  at  General  Mo- 
!  Corp.  understate  the  recent  performance.  Exclud- 
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CAPITAL  GOODS  ORDERS: 
NO  DOWNTREND  YET 


ing  the  transportation  sector,  bookings  jumped  3.4% 
in  June  and  0.8%  in  May.  Overall  capital  equipment  or- 
ders in  the  second  quarter  fell  from  the  first-quarter, 
but  first-quarter  orders  had  surged,  and  there  is  no 
clear  sign  of  any  new  trend  of  weakness  (chart). 

Keep  in  mind  that  the  orders  data  do  not  distin- 
guish between  foreign  and  domestic  demand,  so  any 
weakness  in  capital-goods  orders  may  only  reflect  the 
Asian  crisis,  not  U.  S.-  companies  cutting  back  on  their 
equipment  outlays.  In  fact,  weaker  Asian  demand  has 
hit  U.  S.  makers  of  capital  goods  especially  hard. 
Through  the  first  quarter,  exports  of  capital  equip- 
ment excluding  autos  rose  at  an  annual  rate  of  8%  in 
the  three  quarters  since  the  crisis  began,  down  sharply 
from  a  38%  rate  during  the  previous  three  quarters. 

Continued  strength  in  do- 
mestic demand  is  a  key  sup- 
port under  the  outlook  for 
capital  spending.  Despite  the 
economy's  second-quarter 
slowdown,  domestic  demand 
remained  exceptionally  strong, 
and  consumers  are  still  very 
upbeat.  The  Conference 
Board's  index  of  consumer 
confidence  dipped  to  135.4  in 
July,  but  the  June  level  of 
138.2  was  a  three-decade  high.  And  while  sales  of  ex- 
isting homes  slipped  2.4%  in  June,  buying  is  15%  ahead 
of  a  year  ago,  with  mortgage  applications  still  at  a 
high  level.  And  despite  weak  foreign  demand,  orders  for 
durable  goods  are  holding  up.  While  overall  bookings 
dipped  0.2%  in  June,  orders  excluding  transportation 
rose  1.9%,  the  biggest  gain  in  nearly  a  year. 

One  measure  of  U.  S.  demand  for  capital  goods  is  im- 
ports, and  they  are  booming.  Thi-ough  the  first  quarter, 
imported  capital  equipment  excluding  autos  was  up 
27%  from  a  year  ago.  That  robust  annual  pace  has  re- 
mained little  changed  since  late  1996. 

TO  BE  SURE.  CAPITAL  SPENDING  is  becoming  in- 

creasingly  vulnerable,  especially  as  profits  slow.  Until 
the  second  hah"  of  last  year,  soaiing  profits  had  provided 
a  reservoir  of  internal  funds  for  financing  capital  proj- 
ects. But  now,  earnings  growth  has  slowed  to  a  stand- 
still, and  companies  wiW  have  to  find  other  sources  of 
funds,  either  in  the  credit  or  equity  markets. 
The  growing  pressure  on  financing  shows  up  in  the 
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gap  between  the  growth  rates  of  cash  flow  and  outlays. 
First-quarter  capital  spending  on  equipment  and  struc- 
tures grew  10.7%  from  a  year  ago,  far  exceeding  the 
5.2%  increase  in  net  cash  flow  (chart).  That's  the  widest 
gap  since  the  1995  fall  off  in  profit  growth — which  ush- 
ered in  a  slowdown  in  capital  spending. 

Related  to  earnings,  slumping  stock  prices  are  an- 
other concern.  Equity  financing  has  been  a  cheap  source 
of  funds  for  many  companies  in  recent  years,  but  the 
Dow  Jones  industrials  average  is  already  down  some 
400  points  since  July  17  on  gi-owing  fears  that  prices 
are  higher  than  earnings  prospects  can  justify.  If  the 
slump  in  stock  prices  continues,  the  cost  of  equity  fi- 
nancing will  increase  fui'ther,  as  the  earnings  yield  on 
stocks  rises  to  reflect  the  lower  stock  price. 

CLEARLY.  THE  SECTOR  MOST  LIKELY  to  start 

tightening  up  its  purse  strings  is  manufacturing.  Fac- 
tories have  been  adding  production  capacity  at  an  an- 
nual rate  of  5%  or  more  for  the  past  three  years,  the 
fastest  clip  in  three  decades.  However,  because  of  the 
drag  from  Asia,  an  increasing  amount  of  that  capacity 
is  starting  to  sit  idle.  Factory  output  grew  at  an  annual 
rate  of  only  1.7%  in  the  second  quarter,  down  from  2.3% 
in  the  first  quarter,  and  a  sharp  slowing  from  8.1%  in 
the  first  quarter  of  last  year.  As  a  result,  operating 
rates  are  now  generally  falling. 

However,  manufacturing  represents  less  than  a  third 


A  WIDENING  GAP: 
CASH  FLOWVS.OUTL 


of  all  investment  outlays.  The  rest  goes  to  the 
vice-producing  industries  such  as  communications,  r 
trade,  and  finance,  where  operating  rates  remain 
ceptionally  high.  Services  continue  to  boom,  lar 
unfettered  by  international  constraints. 

A  pickup  in  business  con- 
struction also  may  provide  at 
least  a  small  offset  to  any 
slowdown  in  equipment  spend- 
ing. Outlays  for  industrial 
plants,  offices,  and  wai'ehouses 
have  gone  nowhere  for  the 
past  year  and  a  half,  after  a 
steady  rise  during  the  two 
previous  years.  But  that  pause 
may  soon  be  over.  Commer- 
cial vacancy  rates  are  at  a  12- 
year  low,  and  new  contracts  for  commercial  anc 
dustrial  constiTiction  are  on  the  rise.  Actual  out 
for  office  construction  are  already  particularly  stn 

For  now,  at  least,  the  outlook  for  capital  spending 
mains  positive  but  cautious.  A  lot  is  riding  on 
critical  sector.  Not  only  will  it  affect  overall  growth,; 
the  investment  boom  has  also  enhanced  U.  S.  comj 
tiveness,  and  it  has  served  to  lift  productivity  and 
down  inflation.  If  the  boom  goes  bust,  the  econi 
will  lose  many  of  the  pluses  that  have  helped  to  d( 
this  business  cycle. 


INVESTMENT  IN 
EQUIPMENT.  STRUCTURES 

m  INVENTORIES 
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BRITAIN 


NEW  WORRIES  FOR  AN  OLD  ECONOMY 


rn  a  world  of  New  Economy 
ideas  that  say  that  fast  gi'owth 
and  low  inflation  can  coexist, 
Britain  is  very  much  an  Old  Econ 
omy.  Late  in  the  business  cycle, 
excess  demand  is  lifting  wages 
and  prices.  The  mone- 
tary authorities  are 
clamping  down,  insur- 
ing a  sharp  slowdown. 

The  latest  report  on 
second-quarter  gross 
domestic  product 
shows  slower  growth, 
but  is  the  pace  cool 
enough  to  avert  more 
interest-rate  hikes? 
Because  of  continued 
vigor  in  services,  where  wage  and 
price  pressures  are  intense,  most 
economists  don't  think  so. 

Real  gross  domestic  product 
rose  0.5%  last  quarter,  and  it  was 
up  2.6%  from  a  year  ago.  That's 


GROWTH  IS  SLOWING. 
WILL  IT  BE  ENOUGH? 
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the  slowest  pace  in  two  years,  but 
it  reflects  Britain's  two-speed 
growth.  Manufacturing  is  in  a  re- 
cession that  will  get  worse.  Ex- 
ports and  interest-sensitive  goods 
are  ailing  from  the  two-year,  27% 
rise  in  the  pound  and 
from  six  quarter-point 
rate  hikes  in  15 
months.  Base  lending 
rates  are  7.5%,  a 
year  high. 

Meanwhile,  annual 
service-sector  gdp — 
two-thirds  of  the 
economy  and  less  in- 
fluenced by  the  pound 
and  rates — rose  3.6% 
last  quarter.  That  pace,  slower 
than  in  recent  quarters,  is  still 
strong  enough  to  keep  the  Bank 
of  England's  Monetary  Policy 
Committee  fretting  about  underly- 
ing inflation,  which  is  already  just 


above  its  2.5%  target.  The  mpc  : 
worried  about  tight  labor  mar- 
kets, citing  wage  gi'owth  in  its 
June  4  rate  hike.  Since  then,  pri 
vate-sector  pay  growth  has  spec 
up  to  a  6%  annual  rate. 

Demand  remains  buoyant.  Re 
tail  sales  have  slowed,  but  pay 
gains  are  lifting  buying  power, 
and  higher  home  values  and  sto- 
prices  are  boosting  household  h'< 
ance  sheets.  Moreover,  the  gov- 
ernment now  expects  that  real 
public  spending  will  grow  a  mor 
than-expected  2%%  annually  ove 
the  next  three  years. 

To  break  the  Old  Economy  cy 
cle,  Britain  needs  increased  pro- 
ductivity: Its  rate  is  40%  lower 
than  in  the  U.  S.  and  20%  below 
GeiTnany  and  France.  For  now, 
expect  slower  gi'owth,  rising  infl 
tion,  and  wider  deficits  in  the  ci 
rent  account  and  public  finances 


22  BUSINESS  WEEK  /  AUGUST  10,  1998 


News:  Analysis  &  Commentary 


DETROIT 


WHAT  PRICE 
PEACE? 

GM  lost  a  lot  to  the  UAW,  and  labor  relations  are  still  bac 


Can  General  Motors  Coi-p.  justify 
the  $2.2  billion  it  lost  trjang  to 
win  its  costliest  labor  battle  in 
decades?  It  wouldn't  seem  so — 
and  not  just  because  it  won  so  little  at 
the  bai'gaining  table.  What  makes  Gm's 
victoiy  seem  so  puny  is  that,  after 
enduring  a  companywide  shutdown 
and  the  potential  loss  of  even  more  of 
its  dwindling  market  share,  the  car 
giant  has  left  so  many  wrenching 
questions  about  its  futui'e — including 
its  relations  with  its  workers — um-e- 
solved.  How,  for  instance,  will  the 
company  pursue  its  goal  to  shed 
50,000  hourly  workers  in  the  coming 
years?  What  other  measures  should  it 
take  to  improve  efficiency  in  manu- 
factui-ing  and  marketing?  How  will  it 
halt  its  market-share  shde? 

True,  when  the  54-day  stiike  ended 
on  July  28,  the  company  had  won 
some  of  the  work-inle  changes  aimed 
at  improving  productivity  that  had 
prompted  the  United  Auto  Work- 
ers' walkout.  GM  also  won  a  mea- 
sure of  labor  peace,  which  could  last 
until  its  national  pact  with  the  union 
expires  in  Septembei",  1999. 
ANTAGONISM.  These,  however,  ai-e 
small  victories  involving  only  a 
handful  of  plants.  And  to  clinch  a 
deal,  GM  gave  plenty  of  ground — 
including  promising  to  keep 
open  plants  that  it  had  said 
were  not  needed  six  weeks 
ago.  That  includes  the  Flint 
(Mich.)  stamping  and  parts 


facility  where  the  strike  began — and 
where  GM  vvdll  now  invest  $180  million, 
as  originally  promised. 

Even  so,  these  concessions  won't 
do  much  to  reverse  years  of  antago- 
nism between  GM  and  the  union.  "Ob- 
viously, the  relationship  that  oui"  mem- 
bei*s  and  our  union  has  with  GM  leaves 
a  great  deal  to  be  desired,"  Richard 
Shoemaker,  head  of  the  UAW's 
GM  unit,  said  on 
Julv  29.  The 


WHAT  THE  COMPANY  GOT 


sides  did  agree  to  confer  mor 
quently  to  head  off  disputes, 
hopeful  this  new  process  will  h( 
move  towards  better  relation 
avoid  conflict,"  says  Shoemaker 
On  the  other  hand,  UAW  Pre; 
Stephen  P.  Yokich  has  been  mt 
regularly  with  top  gm  officials 
the  years,  with  httle  to  show 
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sed,  the  Flint  showdown — in  which 
company  tried  to  have  the  strike 
iared  illegal — is  a  recent  low  in  gm 
)r  relations  and  could  set  the  stage 
an  even  bigger  confrontation  in 
9.  In  Lordstown,  Ohio,  for  exam- 
many  GM  workers  are  convinced 
,  the  company  vrill  move  theii"  jobs 
lexico  if  they  don't  make  big  con- 
lions.  "They're  tlireatening  us,  and 
re  tired  of  threats,"  says  Lord- 
vn  worker  Joseph  Popovich. 
Whether  it's  moving  small-car  pro- 
tion  from  Lordstown  or  spinning 
parts  subsidiaries,  gm  now  is  under 
•e  pressure  than  ever  to  get  its 
ts  down.  Ford  Motor  Co.  and 
ysler  Corp.  have  shown  that  such 
5,  though  painful,  can  be  less  dis- 
tive  and  ultimately  less  costly  if 
union  is  a  partner  instead  of  an 
ersary.  "gm  ought  to  have  learned 
n  this  stiike  that  it  can't  vrin  labor 
wdowns,"  says  Furman  Selz  LLC 
lyst  Maiyann  N.  Keller.  "They've 
24  strikes  since  1990,  and  it  hasn't 
red  anything." 

APPOINTMENT.  Certainly,  this  lat- 
shutdown — costing  $2.2  biUion  in 
.  sales  and  perhaps  more  lost  mar- 
share — seems  out  of  proportion 
h  the  local  compromises  that  set- 
1  it.  After  the  sti-ike  in  Flint  halted 
i  GM  production  in  North  America, 
the  company  got  the  UAW  to 
bend  on  work  i-ules  in 
the  stamping 
plant.  The 


union  agreed  to  increase  the  quota 
for  workers  in  one  section  by  15%  so 
they  would  work  longer  hours.  Even 
now,  some  will  be  able  to  fill  the  new 
quota  in  six  hours  or  less. 

Pi'obably  the  biggest  short-term  gain 
for  GM  was  the  promise  by  the  UAW 
not  to  strike  at  Flint  or  at  its  Dayton 
(Ohio)  brake  plant  until  January,  2000. 
But  it  won  it  at  the  cost  of  pledging 
not  to  sell  Dayton  until  then.  The 
promise  could  throw  a  wrench  in  man- 
agement's plan  to  spin  off  its  entire 
Delphi  parts  division.  If  that  happens, 
investors  would  be  veiy  unhappy.  "We 
would  be  shocked  if  a  Delphi  spin-off 
didn't  happen  this  year,"  says  Kevin 
L.  Risen,  co-manager  of  several  funds 
at  Neuberger  &  BeiTnan  Group,  which 
owns  more  than  10  million  gm  shares. 

Investors  hoping  to  see  gm  di'asti- 
cally  ratchet  up  efforts  to  improve  ef- 
ficiency now  will  likely  be  disappointed. 
The  board,  which  is  scheduled  to  gath- 
er for  its  regular  meeting  on  Aug.  3, 
does  not  contemplate  any  major  new 
initiatives  to  close  plants,  cut  poor-sell- 
ing models  or  outsource  work,  accord- 
ing to  people  close  to  management.  In- 
deed, management  may  tread  more 
lightly  to  avoid  a  fresh  confrontation 
with  the  UAW.  This  leaves  the  company 
vrith  few  options — beyond  waiting  for 
older  workers  to  retire — to  resize  its 
workforce  and  plant  capacity  to  match 
its  market  share,  gm  has  about  31% 
of  the  U.  S.  vehicle  market,  but  still 
has  enough  capacity  to  fill  36%- — a  slice 
it  may  never  see  again. 

Management  now  faces  two  broad 
options.  One  is  to  use  the  new 
agi'eement  to  meet  regu- 
larly vrith  union  of- 
ficials to  be- 


ID  SOMETHING  FOR  BOTH 


M  and  the  UAW  agree  to 
t  regularly  to  try  to  avoid 
re  disputes.  Constant 
)gue  between  Ford  and  ■■•  ' 
UAW  has  enabled  ;^ 
oit's  No. 2  carmaker  to 
nsize  and  outsource 
out  a  labor  strike.      ,  ; 


gin  to  forge  better  relations.  The  day 
the  strike  ended,  Yokich  said  that  he 
hopes  the  meetings  vrill  help  "the  UAW 
and  GM  to  sit  down  and  find  a  better 
way  of  doing  things."  gm's  vice-presi- 
dent for  labor  relations,  Gerald  A. 
Knechtel,  expressed  a  similar  desire. 

"gm  needs  to  convince  its  employees 
that  they  have  a  stake  in  becoming 
more  competitive,"  says  Sean  McAlin- 
den,  a  University  of  Michigan  auto 
expert.  "Even  if  gm  had  to  pay  them 
more,  it  would  be  cheaper  than  what 
it  spends  on  strikes." 
"BETTER  CHANCE."  GM's  other  choice: 
to  confront  the  UAW  head  on  over  re- 
structuring. In  one  way,  the  strike 
could  make  that  strategy  somewhat 
easier.  Yokich  settled  before  a  judge 
could  rule  on  the  legal  challenge  to 
the  Flint  strike;  inside  the  UAW,  the 
fear  was  that  GM  would  vrin  in  court. 
And  that  might  make  Yokich  more 
hesitant  to  use  a  local  strike  to  trig- 
ger another  national  shutdovra  at  GM. 
His  option  then  would  be  to  battle 
GM  on  a  national  level  during  next 
year's  contract  talks.  But  the  cost 
would  be  prohibitive:  Workers  across 
the  nation  idled  by  a  local  strike  can 
collect  unemployment.  In  a  national 
walkout,  the  union  would  have  to 
chew  up  its  $700  miUion  strike  fund. 
"GM  would  stand  a  better  chance  in  a 
confrontation  where  the  union  had  to 
pay  the  whole  cost,"  says  Nicholas 
Lobaccaro,  an  analyst  at  Merrill 
Lynch  &  Co. 

Given  its  history,  gm  is  likely  to 
wind  up  closer  to  the  second  ap- 
proach. If  so,  the  relative  calm  that 
should  prevail  for  a  while  could  be 
followed  by  an  even  more  cataclysmic 
battle  next  year.  And  both  sides 
would  be  the  losers. 

By  Aaron  Bernstein  in  Washing- 
ton, with  Peter  Galuszka  in 
Lordstown,  Ohio,  and  Bob 
Barker    in  Mel- 
bourne, Fla. 


GM  has  no  plan  for  com- 
pany-wide productivity  gains. 

There's  no  timetable  for  , 
eliminating  the  50,000  |  ' 
workers  GM  says  must  go.  'i. 

It  has  not  been  resolved  how 
much  GM  can  outsource  to 
supplier  and  foreign  plants. 
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BIG  MERGERS, 
BAD  SERVICE 


Phone  customers  don't  seem  to  gain  much  from  consohdation 


Allan  R.  Kick!  is  trying  to  get  the 
new  telephone  number  of  a  friend 
who  lives  in  Boston.  He  tries  dial- 
ing 617  555-1212  and  gets  an  operator 
who  works  for  at&t,  his  long-distance 
comi^any.  Even  though  the  fiiend  moved 
to  a  new  home  six  months  ago,  Kidd 
can  get  only  the  old  number.  Why?  Nei- 
ther AT&T  nor  local-service  provicler  Bell 
Atlantic  Coi-p.  will  give  him  a  straight 
answer,  says  Kidd.  "It's  ridiculous,"  he 
says.  "There  are  a  lot  of  phone  compa- 
nies that  are  abusing  theii-  customers." 


As  merger  mania  sweeps  the  tele- 
com industiy,  investors  are  cheering  the 
rise  in  phone  stocks,  and  telecom  exec- 
utives are  celebrating  the  glories  of 
deregulation.  The  latest  twist:  On  July 
28,  Bell  Atlantic  and  gte  Coip.  imveiled 
plans  for  a  $53  billion  megadeal  that 
will  combine  a  Baby  Bell  with  another 
local  phone  company  that  also  carries 
long-distance  traffic. 

The  deals  won't  stop  anytime  soon. 
The  GTE  announcement  follows  merger 
pi'oposals  between  sbc  Communications 


and  Ameritech  and  between  at&T'i 
cable  giant  Tele-Communications.  1 
with  GTE  shares  sinking  on  woi 
its  deal,  another  bid  could  be  fc 
coming:  BellSouth  Corp.  insiders 
they're  considering  a  merger,  per 
even  a  counteroffer  for  gte. 

So  far,  small-business  customers 
consumers  have  little  reason  to  joir 
party.  The  telco  giants  promise  j 
new  services  and  competition  in  th 
ture.  For  now,  though,  the  heada 
of  phone  service  appear  to  be  grov 
not  shrinking.  Such  services  as  d 
toiy  assistance  don't  woi 
well  as  they  used  to. 
den  fees  turn  up  on  e\ 
thing  from  collect  cal 
»  pay-phone  surcharges. 

^**s!^^      outright  fraud  is  soai 
^      "The  danger  is  that  as 
phone  monopolies  expand  ] 
zontally,  they'll  get  lackadaisical  a 
service,"  says  Gene  Kimmelman,  c 
rector  of  Consumers  Union. 
WRONG  NUMBERS.  Meantime,  tele 
companies,  preoccupied  vrith  boos 
their  stock  prices  and  sealing  q 
on  favorable  terms,  are  cu1| 
costs  to  boost  profits.  ' 
The  result?  Customers 
face  increasing  hassles — and 
worse — with  telephone  ser- 
vice. "With  more  choices, 
consumei-s  have  to  be  more 
cautious,"  warns  Federal 
Communications  Commis- 
sion Chairman  William  E. 
Kennard. 

How  bad  ai"e  the  ])rob- 
lems?  Phone-related  com- 
plaints at  the  FCC  soared  ^ 
to  44,035  in  1997,  up  25%  iioni 
and  four  times  the  number  of  cotiipl; 
in  1993.  Even  the  industry's  top  nt 
have  been  tainished.  AT&T  has  been  i 
icized  for  "slamming" — or  switci 
long-distance  carriers  without  a  | 
tomer's  knowledge.  A  class  action  | 
filed  against  MCI  Communications  C| 
because  the  rates  charged  for  its  | 
321"  dial-around  service  were  hij 
than  advertised. 

In  some  cases,  complaints  arise  1 
mergers.  Before  sbc'  bought  Pacific  ' 
sis  Group  in  April,  1997,  it  had  turn! 
nice  profit  selling  Caller  id,  so  it  de(i 
to  start  marketing  the  servicf 


DIRECTORY  ASSISTANCE 

Local  vs.  long-distance  rivalry 
means  that  up  to  10%  of  the 
queries  in  this  $4  billion 
market  get  wrong  answers. 


HIDDEN  FEES  Many  phone 
companies  charge  fees  or 
rates  that  customers  typically 
don't  know  about  until  they 
receive  their  bills. 


CRAMMING  There  has 
an  explosion  of  cases  | 
companies  use  telcosi 
customers  for  fraudulf| 
vices  or  products.  t 


WHfRE 
THE  GRf  ES 
ARE  \ 
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Tel's  region.  But  mor-e  than  halt'  of 
3alifornians  mask  their  phone  num- 
5— blocking  Caller  in.  SBC  has  tried 
)ersuade  Californians  to  drop  mask- 
-and  some  employees  have  told  cus- 
ers  the  service  isn't  available,  ac- 
ting to  consumer  gToujjs.  "SBC  has 
adjusted  to  the  California  market, 
the  result  has  been  a  steady  stream 
•omplaints,"  says  Michael  Shames, 
cutive  director  of  the  Utility  Cen- 
ters' Action  Network.  SBC  says  it's 
.plying  with  regulations.  And  the 
.pany  has  improved  service  in  many 
is:  Since  SBC  took  over,  the  wait  for 
ew  line  in  California  has  dropped 
n  as  many  as  20  days  to  thi'ee  or 

FLE  RACKET.  Still,  customers  con- 
;e  to  be  squeezed  between  the  new 
istry  titans.  Consider  directory  as- 
ance.  at&t  used  to  pay  all  the  Baby 
s  a  fee  so  that  when  at&t  customei-s 
3d  for  information  in  a  different  ai-ea 
a  Bell  operator  would  supply  num- 
5.  But  as  AT&T  tries  to  compete  with 
local  companies,  it  doesn't  want  to 
the  Bells  for  that  service,  so  it  gets 
information  from  other  soiu-ces.  The 
lit?  AT&T  says  as  many  as  10%  of 
numbers  given  out  are  inaccurate, 
leanwhile,  fraud  is  ballooning.  In 
-July,  Congress  held  hearings  on 
imming,"  which  involves  putting  a 
e  charge  on  your  phone  bill.  Phone 
ipanies  aren't  part  of  the  fraud,  but 
ause  they  earn  a  fee  to  collect  it 
n  consumers,  they  have  little  incen- 
i  to  stop  it.  One  scam  began  at  the 
7  Oregon  State  Fair.  Raffle  tickets 
1  there  bore  small  print  notifying 
testants  that  they  were  joining  the 
erans  of  America  Assn.  Soon,  those 
\  pie  began  getting  charges  of  $4.85  on 
;  ir  phone  bills  under  the  listing  of 
I  )ld  Billing."  On  July  15,  the  Federal 
i  de  Commission  sought  an  injunction 
i  inst  Hold  Billing  Sei-vices  Ltd.  and 
I  other  parties. 

1  Hty  scams  and  wi'ong  numbers  may 
I  m  like  trivia  when  a  trillion-dollar 
1  Dal  industry  is  restmctming.  But  the 
cutives  engineering  these  megamerg- 
should  bear  this  in  mind:  When  the 
I  it  settles  and  real  competition  com- 
j  noes,  consumers  will  r-emember  how 
I  y're  being  treated  now. 
3y  Peter  Elstrom  in 
1  *  York,  with  Cather- 
i  Yayig  in  Washington 
I  i  hireau  reports 

i  lING  Switching 
I  ers  to  a  new  long- 
\  e  company  without 
^  lowledge  continues 
ite  a  fresh  crackdown 


ENERGY 


SHOTGUN  WEDDINGS 
IN  THE  OIL  PATCH? 

With  sluggish  prices  and  stocks,  oils  may  have  to  merge 


Have  things  gotten  so  bad  in  the  oil 
patch  that  you  can't  give  an  oil 
company  away?  Almost.  On  July 
17,  shar-es  of  Triton  Ener-gy  Ltd.  sank 
32%  after  the  company  admitted  that 
it  could  not  find  a  buyer,  despite  a  four- 
month  effort  to  sell  itself.  Rutherford- 
Moran  Oil  Corp.,  on  the  block  since  Jan- 
uary, has  encountered  the  same  lack  of 


UP  FOR  SALE?  Rigs  await  work  in  Galveston 


interest.  No  wonder  the  total  value  of 
merger's  and  acquisitions  in  the  fir-st  half 
of  1998  was  just  $7.9  billion,  compared 
with  $24  billion  for  all  of  1997. 

But  the  sweeping  . lack  of  enthusiasm 
for  M&As  in  the  oil  patch  may  be  decep- 
tive. In  fact,  analysts  and  investors  are 
convinced  that  the  depr-essed  price  of 
oil  and  natural  gas — and  sagging  oil 
stocks — must  lead  to  consolidation.  Oil 
watchers  argue  that  the  industry,  in- 
cluding the  biggest  players,  will 
follow  banking,  telecommuni- 
cations, media,  and  insur-ance 
in  a  massive  restructuring  that 
squeezes  out  excess  capacity  and 
leaves  fewer;  but  presumably 
healthier,  companies. 

Sure,  oil  companies  have 
been  downsizirrg,  cutting  back, 
and  divesting  their-  non-ener-gy 


assets.  But  that  only  goes  so  far-.  "Even 
without  the  oil  price  decline,  the  ability 
to  improve  returTis  at  the  major  oil  com- 
panies from  inter-nal  self-help  has  come 
to  an  end,"  says  Michael  Kerr,  senior 
vice-president  at  money  manager  Capi- 
tol Research  &  Management  Co.,  based 
in  Los  Angeles. 

So  how  will  the  dealing  begin?  MickUe- 
tier  oils,  such  as  Mobil  Oil,  Chevr-on, 
Amoco,  Phillips  Petroleum,  and  Am-  . 
erada  Hess,  are  all  prime  candi- 
dates, says  Stan  Majcher,  equity  an- 
alyst at  money  manager  HotchMs  & 
Wiley. 

Up  until  now,  such  companies 
have  mostly  bought  smaller  prey. 
But  that  could  change  this  fall 
when  DuPont  is  expected  to  begin 
divesting  its  $22  billion  Conoco 
unit.  A  bid  for  Conoco  could  put 
the  entire  sector  into  play.  Among 
the  companies  r-umored  to  be  eye- 
ing Conoco:  Texaco,  Atlantic  Rich- 
field, and  Mobil,  which  lost  out 
when  DuPont  won  the  bidding  war- 
for  Conoco  in  1981.  Says  Tom 
Moor'e,  an  analyst  at  Boston-based 
money  manager  State  Street  Re- 
sear-ch  &  Management  Co.:  "I'd  be 
siu'prised  if  every  one  of  the  ma- 
jors wasn't  looking  at  Conoco." 

The  r-eason:  Second-tier  majors  • 
need  to  match  the  economies  of 
scale  of  Exxon  Corp.  and  Roy^l 
Dutch/Shell  Group  to  improve  their- 
performance.  The  two  behemoths 
command  a  price-to-eamings  pre- 
mium as  much  as  30%>  greater  than 
smaller  peers,  says  analyst  Majcher.  His 
conclusion:  "The  mar-ket  is  saying,  'Size 
is  everything.' " 

Meanwhile,  ,the  smaller  independents 
are  also  on  the  prowl.  "We  ar-e  in  the 
boat,  shotguns  loaded,  waiting  for  some 
plump  ducks  to  fly  over,"  says  Raymond 
Plank,  who  turned  Apache  Corp.  into  a 
top  independent  tlir'ough  rapid-fiir-e  deals. 
He  believes  valuations  will  continue  to 
fall.  And  Salomon  Smith  Barney  ana- 
lyst Keith  Petersen  agr-ees:  "Unless  oil 
moves  back  above  $16  a  barrel  and  gas 
above  $2  a  thousand  cubic  feet,  the  fi- 
nancial pain  may  well  drive  a  lot  of 
companies  into  the  arms  of  someone 
else."  Given  the  slim  likelihood  of  such 
hikes,  it's  time  to  get  ready  for  the  re- 
vival of  oil-patch  mergers. 

By  Gary  McWillimns  in  Houstoyi 
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EXECUTIVE  SUITE 


WE  HAVE  TO  REBUILD  OUR 
CREDIBILITY  FROM  THE  GROUND  UP' 

Can  Silvferman  rescue  Cendant  now  that  Forbes  is  gone? 


The  truce  came  on  July  28,  after  a 
seven-hour  board  meeting.  Cendant 
Coi*p.  announced  that  its  chainnan, 
Walter  A.  Forbes,  and  eiglit  of  his  allies 
on  Cendant's  board  had  resigned.  A 
ninth  Forbes-allied  director  will  leave 
by  yearend.  That  ended  an  ugly  public 
battle  between  ceo  Henry  R.  Silver- 
man and  Forbes  that  einpted  after  mas- 
sive accounting  irregularities  surfaced 
in  businesses  of  the  fonner  cue  Inter- 
national Inc.  That  was  the  com- 
pany that  Forbes  merged  with 
Silverman's  hfs  Inc.  to  form 
Cendant,  a  company  that  in 
eludes  membership  buyin 
clubs  and  a  host  of  businessi 
including  Avis  and  Centiuy  "1 1 
Now,  Silverman's  real  bat- 
tle— to  put  Cendant  back  on 
track — begins.  "There  is  no  joy 
in  this,"  says  Silverman,  who 
was  elected  chairman  on  the 
28th.  "We  have  to  rebuild  our 
credibility  fi'om  the  gi-oimd  up." 

Investors  will  be  watching 
Silverman  like  a  hawk.  Cen- 
dant faces  more  than  68  share- 
holder suits  that  have  been 
filed  since  its  stock  went  into  a 
meltdown  following  the  April 
disclosure  of  the  accountii 
mess.  One  major  investor  say- 
he  will  soon  push  for  a  smallei-, 
more  independent  board  at 
Cendant  to  replace  the  remain- 
ing 18-person  group,  many  of 
whose  members  go  back  years 
with  Silverman.  "Wlien  some- 
thing like  this  happens,"  says 
Hans  Utsch,  president  of  the 
Kaufmann  Fund,  another  large 
Cendant  investor,  "[Silverman] 
can't  help  but  get  somewhat 
tainted." 


ternational  classified  advertising.  Silver- 
man is  also  weighing  a  sale  of  part  of 
some  cue  software  businesses.  In  addi- 
tion, he's  contemplating  a  partial  initial 
public  offering  of  cue's  Inter-net-based 
membersliip  opei-ations,  a  big  Forbes  ini- 
tiative. "We  will  be  a  net  seller  of  busi- 
nesses going  foi-ward,"  he  says. 

These  moves  could  raise  more  than 
$2  billion  in  cash,  Silverman  figiu'es.  That 
could  he  used  to  buy  back  Cendant 


AND  FOR  HIS  NEXT  ACT... 

Cmdant  CEO  Henry  Silverman  still  faces  big  hurdles 

►  Regaining  confidence  among  investors  angered 
over  the  55%  decline  in  Cendant's  share  price 


shares,  pay  down  debt  or  restruii 
Cendant's  pending  $3.1  billion  .n  i 
tion  of  credit  insurer  American  P)aii 
Insurance  Group.  Some  Cendan 
vestors  worry  that  the  ABI  deal  wou 
dilutive  at  cuiTent  stock  prices,  and  • 
prefer  to  see  the  deal  done  with  aH 
Silverman  also  needs  to  imjjn  \  ( 
peifoiTnance  of  the  discount-buying  ^ 
business,  where  much  of  the  h 
bookkeeping  occiuTed.  He  says  tiic 
pany  will  overhaul  its  membership 
keting  to  make  sales  pitches  i 
targeted.  And  to  avoid  managenH  ii 
fections,  Cendant  will  reset  t  xc 
prices  on  about  14  milHon  optinns 
by  4,000  middle  managers  at  Ctiid 
TORPEDOED.  Despite  the  tunimil- 
even  without  asset  sales — analy.^t.'- 
Cendant  is  on  track  to  generate  st 
earnings  this  year.  Memll  Lynch  & 
analyst  Mai'k  R.  Miller  pre 
1998  eaiTiings  could  reach 
million  on  sales  of  $5.7  bi 
Still,  futui'e  gi'owth  will  be 
er  than  investors  expectec 
fore  the  accounting  sea 
eiTjpted.  The  accounting  i 
ularities  within  cue,  w 
Forbes  founded  and  ran, 
pedoed  Cendant's  1997  ( 
ings.  After  restating  thoS' 
suits,    Cendant's  1997 
income  after  chai'ges  shran 
$200  million  to  $250  mUUo 
around  $620  million,  cue's 
and  1996  results  will  als 
revised  downward. 

The  costly  accounting  c 
cle  set  off  the  Forbes-Si 
man  battle  that  ended  in 
July  28  meeting.  Sources  i 
to  the  company  say  that  \ 
the  auditors  for  Arthur 
dersen  &  Co.,  hired  to  c 
through  cue's  books,  a 
thi-ough  theii-  latest  findinj 
the  meeting,  directors  st 
stunned  silence.  In  a  statei 
issued  that  evening,  Fo 
said  he  was  resigning  "t( 
solve  this  uncertainty."  Fo 
will  get  severance  of  $35 
lion  in  cash  plus  options 
ued  at  $12.5  million. 


ON  SALE.  That's  why  SOveman,    ^Li^-^P^'Jl   Silverman  says  that 


a  dealmaker  who  once  had  a  fa- 
natical following  on  the  street,  is 
Ukely  to  take  aggi'essive  steps 
to  boost  Cendant's  stock  prici 


►  Resolving  more  than  68  shareholder  lawsuits  filed 
since  the  accounting  scandal  broke. 

►  Improving  margins  of  the  discount-buying-club  busi- 


the  scandal  broke,  he  has 
suited  a  psychiatrist  who 
cializes  in  stress.  The  pres 
tion?  Daily  tennis  or  w€ 


initially  by  unloading  cue  as-     "^ss.  where  most  of_ the  accounting  probjems  occurred.     training  to  relieve  tensior 


sets.  He  says  he  has  received 
overtures  from  interested  par- 
ties. One  canditlate  for  sale  is 
Hebdo  Mag  International,  a  ('ue 
publisher  and  distributor  of  in- 


►  Selling  off  noncore  businesses,  most  likely 
including  software  operations.  That  cash  may  be  used 
to  buy  back  stock. 

DATA:  BUSINESS  WEEK 


if  Silverman's  plan  doesn't 
cate  investors,  he  may 
even  more  time  in  the  gyij 
By  Amy  Ba\ 
in  Philadel] 
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COMMENTARY 


By  John  A.  Byrne 

HOW  EXECUTIVE  GREED  COST  SHAREHOLDERS  $675  MILLION 


On  July  22,  Computer 
Associates  International 
Inc.'s  shares  sank  nearly 
11%,  to  39^.  Sure,  the  market 
vas  off  that  day.  Yes,  the  com- 
)ariy  did  warn  that  earnings 
ind  sales  growth  would  be 
idversely  affected  for  several 
juarters  by  the  Asian  melt- 
lown.  But  really,  the  thrash- 
ng  the  stock  took  can  be 
ittributed  to  one  item  in  its 
irst-quarter  report:  a  $675 
nillion  aftertax  charge  taken 
0  pay  three  top  executives, 
ncluding  Chairman  and  Chief 
executive  Officer  Charles  B. 
Vang,  $1.1  billion  in  stock, 
{efore  the  charge,  the  compa- 
ly  earned  $194.2  million;  after 
he  charge,  it  lost  $480.8 
aillion. 

Even  for  Wall  Street,  the 
reedy  excess  was  shocking. 
Jut  what's  more  remarkable  is 
ow  this  could  happen — and 
nth  shareholder  approval. 

The  pay  package,  which  re- 
eived  a  nod  from  78%  of  vot- 
ig  shareholders  in  their  1995  proxies, 
ailed  for  giving,  not  selling,  ceo 
Vang,  President  Sanjay  Kumar,  and 
Executive  Vice-President  Russell  M. 
irtzt  more  than  20  million  shares  if 
he  company's  stock  closed  above 
53.33  for  60  days  in  a  12-month  peri- 
d.  Wang  was  handed  more  than  12 
liUion  shares,  then  worth  $670  mil- 
on,  while  his  two  subordinates  got 
le  remaindei',  worth  $447  milhon. 
■he  charge  itself — the  largest  ever 
eclared  by  a  public  company  for  ex- 
cutive  pay — equaled  43%  of  Comput- 
r  Associates'  entire  net  income  for 
le  three  previous  years. 
OOR  CRITERIA.  Compensation  plans 
lat  offer  incentive  rewards  to  execu- 
ves  based  on  hitting  a  stock  price 
irget  are  nothing  new.  In  fact,  they 
re  generally  thought  to  be  shai-ehold- 
r-friendly,  because  at  least  they  en- 
jre  that  investore  make  money  be- 
)re  executives  do. 

Cleai'ly,  Computer  Associates'  exec- 
tive  lai'gesse  is  extraordinaiy.  But  it 
lustrates  a  fundamental  flaw  of  in- 
Bntives  tied  to  stock  prices  when 
sed  in  a  bull  market.  When  all  boats 
re  rising  on  the  same  powerful  tide, 

company's  stock  price  is  a  flimsy 
leasui'e  of  a  company's  actual 


strength  and  provides  an  equally  bad 
yai'dstick  with  which  to  size  up  bonus- 
es or  pay.  Almost  uniformly,  these 
plans  do  not  take  into  account  relative 
performance  in  either  the  overaU  mar- 
ket or  in  a  company's  industiy  gi'oup. 
In  Computer  Associates'  case,  some 
44%'  of  the  companies  in  the  Standard 
&  Poor's  500-stock  index  racked  up 
greater  stock  gains  than  CA  since  the 
plan  won  boai'd  approval  in  1995. 

A  good  deal  of  the  blame  foi-  this 
should  go  to  Computer  Associates' 
compensation  panel,  which  recom- 
mended the  plan  to  shareholders.  The 
thi'ee  members  of  that  committee  are 
Richard  A.  Grasso,  chaiiTnan  and  ceo 
of  the  New  York  Stock  Exchange; 
Willem  F.  P.  de  Vogel,  president  of  in- 
vestment advisers  Three  Cities  Re- 
seai'ch;  and  Ii-ving  Goldstein,  ceo  of 
Intelstat,  a  satellite-telecom  company. 

"  [The  executive  pay 
proposal]  was  deliberately 
designed  to  be  misleading 
and  obfuscating" 

GRAEF  "BUD"  CRYSTAL 

Executive  pay  critic 


None  could  be  reached  for  com- 
ment. A  spokesman  defended 
the  plan,  saying  it  was  de- 
signed to  "enhance  shareholder 
value  for  all  CA  shai'eholders." 

But  why  would  shai'eholders 
0.  K.  a  plan  that  would  severe- 
ly hiut  earnings?  At  the  time, 
the  company  was  doing  ex- 
tremely well — total  shareholder 
return  was  a  remai-kable  93% 
the  year  before.  "Whenever 
you  perform  like  that,  share- 
holders ai"e  likely  to  support 
just  about  anything,"  says 
Patrick  S.  McGui'n,  a  vice-pres- 
ident at  Institutional  Shai'e- 
holder  Services,  which  ui'ged  a 
"no"  vote  on  the  plan. 
PLAIN  SPEAKING.  Even  in  such 
flush  times,  however,  sharehold- 
ers might  have  thought  twice 
had  they  fully  appreciated  the 
cost.  Pay  proposals  ai-e  often 
v\Titten  in  language  that's  diffi- 
cult even  for  pros  to  fathom. 
Tlie  way  the  Computer  Associ- 
ates options  were  presented 
was  pailicularly  opaque,  says 
Graef  "Bud"  Ciystal,  the  executive 
pay  critic.  "It  was  deUberately  de- 
signed to  be  misleading  and  obfuscat- 
ing," he  says.  Crystal  says  he  would 
have  had  to  do  a  day's  worth  of  com- 
puter modeling  to  figwe  out  the  plan's 
impact. 

That  shouldn't  be  necessary.  To 
help  shai'eholders  understand  what 
they're  voting  on,  the  Securities  & 
Exchange  Commission  should  consider 
new  rales  forcing  companies  to  spell 
out  a  resolution's  implications  and  po- 
tential consequences.  Foi'  instance, 
evei-y  new  pay  plan  should  have  an 
impact  statement  detailing  the  poten- 
tial cost  to  shareholdei's  in  dilution  or 
charges  to  earnings.  If  Computer  As- 
sociates' investor's  had  imderstood 
that  they  were  voting  to  ei-ase  hun- 
ch'eds  of  millions  of  dollars  of  net  in- 
come, it's  highly  unlikely  the  billion- 
dollar  pay  pack  would  have  passed. 
The  SEC  needs  to  act  now  to  make 
sm-e  that  shareholders  in  other  com- 
panies do  not  find  out  too  late  how 
much  lush  executive  pay  has  cost 
them. 

Byrne  is  a  senior  writer  covering 
corporate  governance  ayid  executive 
excess. 
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COMPUTERS 


A  BABY  MAC 
ATTACK 

Why  Apple  is  promoting  the  iMac  so  fiercely 


On  Aug.  15,  Apple  Computer  Inc. 
wall  stage  what  promises  to  be  the 
flashiest  computer  launch  in  a 
decade.  The  big  buildup  is  for  the 
iMac — the  hip  little  sister  to  the  Mac 
that  master  showman  and  temporary 
Chief  Executive  Steven  P.  Jobs  pre- 
viewed to  adoiing  fans  on  May  6.  Apple 
is  expected  to  promote  the  iMac — its 
first  new  consumer  line  since  1995 — as  if 
the  company's  life  depended  on  it.  In 
fact,  some  analysts  think  it  does. 

Sure,  Apple  has  other  good 
ies  in  the  works — including 
an  updated  G3  desktop 
computer  later  this  year 
and  a  new  consumer 
laptop  in  1999.  But 
many  analysts  be- 
lieve that  if  Apple  is 
to  regain  a  re- 
spectable share  of 
the  PC  market  and  a 
new  lease  on  life,  the 
iMac  launch  must  live  up 
to  the  hyi^e  and  attract  more 
than  the  Apple  faithful.  "If  it  does 
not  work,  Apple  is  running  out  of  op- 
tions," says  Goldman,  Sachs  &  Co.  an- 
alyst Richard  Schutte. 

While  Jobs  has  breathed  financial  life 
into  Apple  since  retaking  the  helm  a 
year  ago,  he  has  yet  to  get  its  top  line 
gi'ovdng  again.  The  June  quarter — its 
third  straight  in  the  black — exceeded 
analysts'  expectations.  But  revenue  was 
flat,  and  unit  sales  actually  fell  2%  fi'om 
the  seasonally  lousy  March  quarter.  Ap- 
ple's worldwide  market  share  remains  a 
paltry  3%.  For  the  calendar  year,  rev- 
enue is  expected  to  gTow  just  6%,  com- 
pared with  42%  for  Dell  Computer 
Corp.  and  22%  for  Gateway  Inc.,  says 
Schutte. 

Apple  can't  nudge  those  numbers  up 
simply  on  the  strength  of  revived  sales 
to  Mac  buyers  in  the  education  and 
publishing  markets.  "If  Apple  is  to  get 
back  in  the  hunt,"  says  J.  P.  Morgan 
Securities  analyst  Daniel  R.  Kunstler, 
"it's  going  to  have  to  be  through  the 
consumer  market." 

So  Apple  is  swinging  for  the  fences 
with  iMac,  a  .$1,800,  one-piece  machine 
in  an  eye-catching  translucent  package. 
Apple  plans  to  crank  out  more  than 


650,000  iMacs  in  the  next  four  months, 
analysts  say.  "By  Aug.  15,  you  won't  be 
able  to  turn  around  without  bumping 
into  an  iMac,  whether  it's  on  TV,  on 
billboards,  or  online,"  says  Lou  Maz- 
zucchelli,  an  analyst  with  Gerard 
Klauer  Mattison. 

Who  will  buy  them?  While  roughly 


BLUE  SKIES? 

This  is  Apple's  best 
aid  perhaps  last 
chance  to  regain 
a  respectable 
market  share. 
But  pizzazz  and 
sleekness  may 
not  be  enough 


SCENARIO  A: 
A  HOMERUN 


APPLE 

IMAC 

MKT. 

APPLE 

YEAR* 

UNITS 

SHARE 

REVENUE! 

1998 

300,000 

3.07o 

$5.9 

1999 

1.7  million 

4.5% 

$7.7 

SCENARIO  B: 
A  STRIKE  OUT 


1998 
1999 


150,000 
500,000 


2.5% 
2.4% 


$5.0 
$4.9 


SCENARIO  C:  A  BASE  HIT 


1998 
1999 


200,000 
1  million 


2.8% 
3.25% 


3.7 
3.6 


*Fiscal  year  ending  Sept.  30      tin  billions 

DATA:  GERARD  KLAUER  MAHISON  &  DATAQUEST  INC, 


10%  of  Apple's  consumer  custor| 
have  been  defecting  each  year  to  Wj 
PCS,  there  are  still  10  million  Mac 
ers — 37%  of  whom,  the  company  sii 
have  not  upgi-aded  in  four  years.  A'j 
also  has  its  sights  on  the  100  mit 
U.  S.  homes  that  still  have  no  PC; 
well  as  the  education  market.  If  Aj 
can  hold  on  to  its  customers  and  rS 
the  1.5  million  iMacs  analysts  expe| 
to  sell,  MazzuccheUi  predicts  that  A; 
could  have  nearly  5%  of  the  markei; 
the  end  of  next  year.  i 
SOFTWARE  SHORTAGE.  iMac  certs^ 
has  I'evived  consumer  interest.  Anai 
say  retailers  already  have  ordf 
100,000  of  the  computers,  and  Cii 
Suisse  Fii-st  Boston  analyst  Chai'les  ( 
thinks  the  company . 
sell  800,000  by  yean 
That  kind  of  boom  w( 
drive  unit  sales  up  28' 
the  quaiter  ending  in 
tember  and  67% 
Christmas  season. 

But  there's  a  less  i 
mistic  scenario:  Consuii 
who  love  the  iMac's  flj 
design  may  be  scarec 
by  the  continuing  re; 
that  more  software, 
available  for  Wintel  1i 
Macs.  Most  develof 
write  for  Windows  i 
and  for  Macs  when  lj 
get  around  to  it — wi 
sometimes  means  ne 
Another  problem:  j 
iMac  lacks  a  floppy  di 
Consimiers  will  have  to  pay  for  an  ; 
on  drive  or  figiu'e  out  how  to  send 
over  the  Internet — which  could  n 
snagging  newbies  more  difficult. 
prototy]3e's  slow  modem,  however, 
been  replaced  with  a  faster  version 
Also,  the  iMac  may  look  quite  pr 
by  the  time  Chiistmas  rolls  around 
Intel-based  PCs  are  expected  to  slip 
low  .$600  without  a  monitor.  "All 
iMac  can  do  is  sustain  the  Apple  ci 
little  longer,"  concludes  PC  analyst  1 
mour  Merrin  of  Merrin  Informa 
Services  Inc.  "It's  not  going  to  b 
new  people  in." 

Jobs  needs  to  prove  the  skep 
wrong.  And  even  some  closest  to 
need  convincing.  "Steve's  doing  a  g 
job,  but  repeating  this  over  and  ( 
will  be  very  hard  to  do,"  says  Jos 
Graziano,  Apple's  former  chief  finar 
officer  and  a  director  at  Jobs's  P 
Animation  Studios.  "Even  if  the  s, 
temi  looks  pretty  good,  the  long  ten 
cloudy."  Could  the  iMac  be  Jobs's 
ver  lining? 

By  Peter  Burrows  in  San  Mi 
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DIA 


ILL  MURDOCH  LAND 
STARRING  ROLE  AT  PRIMESTAR? 

may  control  the  satellite  service  and  Germany's  Kirch,  too 


,  I  Bhen  Rupert  Murdoch  announced 
[■■plans  to  sell  pail  of  News  Coqj.'s 
f ■  juiciest  entertainment  assets  in 
nitial  public  offering  on  June  29,  in- 
;ors  applauded.  The  swashbuckling 
lia  baron — famous  for  debt-escalating 
Is — was  tiying  to  clean  up  his  bal- 
?  sheet  and  unlock  some  shareholder 
16  from  far-flung  assets. 
;ut  Murdoch's  dealmaking  days  aren't 
r.  The  News  Corp.  chairman  is  now 
ing  in  on  two  prizes  he  has  long 
;ted:  a  satellite-TV  service  for  North 
erica  and  a  strong  foothold  in  Ger- 
ly.  In  the  U.  S.,  News  Corp.  is  an- 
g  for  a  big  voting  stake  in  Piimestar 
,  the  direct-broadcast  satellite  ser- 
!  controlled  by  Tele-Communications 

and  Time  Warner  Inc. 
>MIC  COBWEBS.  In  Germany,  Eu- 
e's  richest  TV  market,  Murdoch  is 
ling  fellow  mega-investors  Silvio 
'lusconi  and  Saudi  Prince  Alwaleed 
Talal  bin  Abdulaziz  Alsaud  in  a  bid 

20%  of  privately  held  Kirch 
up  for  about  $2  billion.  Based 
Munich,  Kirch  boasts  a  Ger- 
vlanguage  library  of  more  than 

I  the  U.S.,  News  Corp.  May  Try 
Take  Control  of  Primestar 

Control  would  advance  Mur- 
Dch's  global  satellite  ring, 
Jt  could  put  him  at  odds 
ith  U.S.  cable  again 

Primestar  would  finally  have 
igh-powered  service,  but  compe 
tion  with  DirecTV  and  EchoStar 
ill  be  fierce 


biggest  satellite  service  with  2.1  million 
subscribers — sorely  need  each  other.  Mur- 
doch owns  high-powered  satellites  and 
orbital  slots  he  purchased  with  MCi  Com- 
munications Corp.  back  in  1996,  and  they 
have  been  gatheiing  cosmic  cobwebs  ever 
since.  For  now,  Primestai*  is  making  do 
with  a  medium-powered  ser-vice  and  of- 
fering fewer  than  half  the  channels  of 
rivals  Dii'ecTV  and  Echostar  Communi- 
cations Coi-p. — and 
it  shows.  Ac- 
 cording  to 


MURDOCH'S 
DREAM  DEALS 


10%,  are  likely  contenders.  Another  pos- 
sible spoiler  is  tci,  which  sources  say 
may  tiy  to  hang  on  to  its  37%  Primestar 
stake  through  programming  arm  Liberty 
Media.  Sources  say  TCi  may  argue  that 
after  its  pending  acquisition  by  at&t 
Coip.,  the  Pi-imestai'  stake  will  no  longer 
conflict  with  its  cable  intei'ests.  Analysts 
say  Primestar  could  be  worth  anywhere 
from  $2  billion  to  .$4  bilhon. 

Meanwhile,  across  the  Atlantic,  Mur- 
doch has  been  negotiating  with  Kirch 
Group's  71-year-old  founder,  Leo  Kirch, 
since  June.  Sources  familiar  with  the 
talks — code-named  Pi'oject  Traviata — say 
Murdoch  plans  to  inject  $1  bilHon, 
Berlusconi  $600  million,  and  Prince  Al- 
waleed up  to  .$400  million  in  the  company 
in  exchange  for  a  combined  20%  stake. 
Kirch  and  Mmxloch  have  recently  com- 
promised on  price,  and  a  deal  could  come 
by  late  August.  It  would  get  Mui'doch 
and  his  paitners  immediate  access  to  the 
$4.2  billion  Gernian  TV 
advertising  mai-ket.  The 
long-range  goal:  a  pub- 
He  offering  of  Kii'ch  in 
about  two  years. 

Neither  deal  will  be 
easy.  With  Primestar, 
for  example,  Murdoch 
is  aiming  to  avoid  us- 
ing any  cash,  offering 
satellite  assets  instead. 
And  if  he  closes  that 
deal,  he'll  have  an  old  fight 
on  his  hands  again.  "If  he 
ends  up  with  Primestar, 

In  Europe,  Murdoch  Seeks 
Investment  in  Kirch 

►  The  German  film  dis- 
tributor has  a  library  of 
more  than  15,000  films  and 
TV  rights  to  World  Cup  soc- 
cer in  2002  and  2006 

►  News  Corp.  and  partners 
would  be  players  m  a  $4.2 
billion  advertising  market 


XK)  films,  from  Citizen  Kane  to  Apol- 
13,  and  co-owns  the  TV  rights  to 
■rid  Cup  soccer  in  2002  and  2006. 
Murdoch  could  be  the  right  mogul  in 
■  right  place  at  the  right  time  in  both 
es.  Piimestai''s  cable  owners  attempt- 
to  bring  Murdoch  in  as  a  nonvoting 
%  paitner  a  year  ago  to  neutralize  liis 
ns  to  start  a  rival  satellite  service, 
t  on  May  12  the  Justice  Dept.  sued  to 
ish  the  deal,  saying  it  was  designed  to 
lit  competition  against  cable.  The  five 
)le  companies  behind  Primestar  are 
iV  looking  to  settle  by  reducing  then- 
Jces  or  even  exiting  completely. 
Mui-doch  and  Piimestai- — the  second- 


seaix'hers  Carmel  Group,  wlule  DirecTV 
added  80,000  subscribers  in  June  and 
70,000  opted  for  rival  Echostar,  only 
14,200  turned  on  to  Primestar.  "Clearly, 
[News  CoiiJ.]  has  the  assets  we  need  to 
execute  our  business  plan,"  says  Carl 
Vogel,  Primestar's  chief  executive. 

Neither  Vogel  nor  News  Coip.  would 
comment  on  the  bidding.  But  accorxling 
to  Time  Warner  Chairman  Gerald  M. 
Levin,  whether  Miu'doch  gets  Primestai' 
is  "an  economic  question  as  to  whether 
there's  another  buyer."  Who  might  vie 
with  Murdoch?  Satellite  maker  Loral 
Space  &  Communications  Ltd.  and  Gen- 
eral Electric  Co.,  which  already  owns 


he's  back  competing  with  the  cable  in- 
dustry," says  Carmel  Group  Chairman 
Jimmy  Schaeffler. 

Also,  investors  hoping  for  more  con- 
sistent News  Coi"iD.  profits  might  have 
cause  to  worry.  "DirecTV  [after  four 
years]  is  just  breaking  even  now,"  says 
analyst  Robert  B.  Kaimowitz  at  C.  E. 
Unterberg  Towbin  Inc.  in  New  York. 
"Is  it  worth  it?"  As  he  chases  his  deals, 
Murdoch  is  no  doubt  pondering  the 
same  question. 

By  Ridiard  Siklos  in  New  York,  mth 
David  Woodruff  in  Frankfurt,  John 
Rossant  in  Rome,  arid  Steven  V.  Brull 
hi  Los  Angeles 
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COMMENTARY 


By  John  Carey 


HUMAN  CLONES:  IT'S  DECISION  TIME 


The  idea  of  cloning  an  adult 
human,  a  staple  of  science  fiction 
that  was  once  thought  biological- 
ly impossible,  has  taken  a  gi'eat  leap 
into  the  present.  With  the  July  22 
news  that  scientists  had  cloned  50 
mice  from  adult  mouse  cells,  we 
learned  that  the  near  magic  which 
produced  Dolly  the  sheep  two  years 
ago  can  be  reduced  to  an  almost 
humdrum  process.  "We  can  now  sit 
down  at  a  microscope  and  create  a 
clone  whenever  we  want,"  says  Laith 
Reynolds,  chief  executive  officer  of 
ProBio  America,  the  small  Hawaiian 
company  that  owns  the  rights  to  the 
mouse-cloning  method. 

Re>Tiolds  disavows  any  interest 
in  human  cloning  ("W'e  don't  see  a 
business  there,"  he  says).  But 
others  do,  and  the  potent  combo 
of  strong  demand  and  scientific 
progi-ess  means  attempts  to 
copy  people  ai-e  inevitable — and 
imminent.  "I  don't  see  how  we 
can  stop  it  from  happening," 
says  Princeton  Univei-sity  biolo- 
gist Lee  M.  Silver. 

That's  not  a  problem  for  many 
top  scientists  like  SUver. 
"Cloning  will  enable  babies  to  be 
bom  into  families  that  want  them," 
Silver  argues.  "How  much  better  can 
it  get?" 

GENETIC  MANIPULATIONS.  But  it  s  not 

that  simple.  Cloning  is  not  just  an  in- 
fertility treatment — it's  a  quantum 
leap  over  past  advances  such  as  in 
vitro  fertilization.  The  truth  is,  we're 
not  ready  for  this  step,  philosophically 
or  ethically,  even  if  science  is.  ""WTiat 
would  it  mean  to  be  the  genetic  copy 
of  someone  who  has  already  lived?" 
asks  University  of  Chicago  professor 
Leon  R.  Kass,  co-author  of  The  Ethics 
of  Human  Cloning.  "This  is  really  a 
major  step  toward  regarding  oui'  clul- 
di'en  as  acceptable  only  if  they  con- 
foiTO  to  the  choices  of  our  will." 
Cloning  turns  creation  of  children  into 
something  akin  to  manufactming,  with 
physical  ti-aits  (though  not  pei-sonahty 
and  behavior)  preplanned. 

The  issue  takes  on  complexity 
when  w^e  consider  that  cloning  itseif  i^ 
only  the  tip  of  the  iceberg  of  potential 
genetic  manipulations.  The  reason 
British  scientist  Ian  WUmut  created 


Dolly  in  the  first  place  was  to  tiy  to 
speed  up  production  of  animals  that 
have  been  genetically  engineered  for 
certain  ti-aits.  He  ah'eady  has  cloned 
sheep  that  produce  drugs  in  their 
rmlk. 

No  one  is  suggesting  tuiTiing  peo- 
ple into  diTig  factories,  of  course.  But 
think  about  the  temptation  for  short 
or  shght  people  to  slip  in  new  genes 
that  would  make  theii"  clones  taller  or 
stronger  And  you  don't  have  to  be 


that  a  banned  technology  will  simj^h 
be  driven  underground,  where  the 
possibility  of  unsafe,  unregulated,  ar 
exploitive  misuse  is  fai*  more  likely? 

In  the  Bahamas,  an  outfit  called 
Clonaid  set  up  shop  in  eaiiy  1997  to 
offer  cloning.  And,  according  to 
Brigitte  Boisselier,  its  scientific  du-ec 
tor,  more  than  1(30  people — infertile 
heterosexual  couples,  gay  couples,  ai. 
a  few  singles — ai'e  interested  in  pay 
ing  Clonaid's  fee  of  $200,000  and  up 
for  taking  the  historic  leap.  "Before 
the  year  2000,  there  wiU  be  a  huma 
cloned  on  this  planet,"  she  says.  1 
fomier  research  director  fo 
a  French  chemical  con 
^,  pany,  Boisselier  has  a 
'i'   special  dedication  to 


pai'anoid  to  imagine  how  such  manipu- 
lation could  be  harnessed  to  produce 
"superior"  humans. 

Advocates  of  human  cloning  "ai'e 
making  a  verj'  big  mistake  of  forget- 
ting or  ignoring  that  gene-transfer 
technology-  could  be  employed  along 
with  cloning,"  says  Hastings  Center 
philosopher  Eiik  Pai'ens.  "We  haven't 
yet  scratched  the  surface  of  these  is- 
sues." Even  now,  there's  debate  over 
using  available  technologies,  such  as 
human  gi'owlh  hoiTnones.  to  "fix"  such 
mistakes  of  natui'e  as  short  statui'e. 

What  to  do  about  human  cloning? 
A  temponiiy  ban  seems  a  reasonable 
stopgap,  but  an,\tliing  too  extended 
would  prove  countei-productive.  As 
Rabbi  Baiiy  Freimdel  obser\'ed  at  a 
congressional  healing  eai'lier  this 
vear:  "Should  we  not  be  concerned 


getting  the  job  done:  As  a  member  c 
the  RaeHan  movement,  she  believes 
that  extrateiTestials  created  life  on 
earth  and  that  cloning  will  be  the  se- 
cret of  eternal  life. 

Such  is  the  lure  of  cloning  that  pe 
pie  ai-e  willing  to  overlook  Boisselier 
unorthodox  \iew  and  hand  over  then 
savings  on  the  chance  that  Clonaid 
can  deliver  the  goods.  The  message  i 
this:  We  won't  stop  human  cloning 
from  ani\ing  on  its  new,  accelerated 
timetable.  So  the  best  we  can  hope 
for  is  to  be  able  to  adch-ess  the  ethie 
questions  on  a  similar  schedule. 
Cloning  is  not  just  a  Xerox  machine 
for  our  genes.  It's  a  window  into  our 
souls  as  well. 

Senior  Correspondent  Carey  cover 
science  issues  from  Washington. 
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)0  STRANGERS  WATCH  YOU  UNPACK  YOUR  LAPTOP  ON  THE  AIRPLANE?  From  the  way 
integrates  the  latest  technologies  to  the  way  it  makes  people  look  twice.  There's  something  special  about  a  ThinkPad® 
otebook.  And  the  new  ThinkPad  600  is  no  different.  Thin,  light,  powerful.  With  a  big,  bright,  high-resolution  screen  and 
;D-R0M  capabilities.  A  tool  you  need.  A  tool  you  want.  Visit  www.ibm.com/thinkpad600  or  call  1  800  426  7255,  ext.  4930. 

entium-^  II  processor  (Up  to  266  MHz)  /  Up  to  4GB  Hard  Drive  /  Up  to  1 3.3"  display  /  About  5  lbs  /  1  A"  thin  /  From  $2,799' 
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MAN  WITH  THE  GOLDEN  BURGER? 


Can  the  man  from 
Fuddruckers  save  the 
Planet?  William 
Baumhauer,  who  on  July 
27  jumped  from 
Unique  Casual 
Restaurants, 
parent  of  the 
Fuddruckers 
chain,  to  be 
president  and 
coo  of  Planet 
Hollywood  Inter- 
national alongside 
CEO  Robert  Earl,  has  his 
work  cut  out  for  him. 

Profits  at  the  star-stud- 
ded restaurant  chain  tum- 
bled 92%  in  the  first  quar- 
ter, to  $894,000,  due  to 
increased  competition  and 
slower  sales  of  souvenir 
items.  Planet  Hollywood  is 
slowing  its  expansion  plans 
and  has  hired  bankers  to 


explore  options.  Its  stocl 
trading  at  around  $6  a 
share,  down  from  a  peak 
28^2  in  1996.  "The  com] 
ny  still  has  to 
demonstrate  th 
it's  going  to  b( 
success  befor 
Wall  Street  i 
reacts,"  says ; 
Arnold  Ursar 
f  an  analyst  at  c 
Securities. 
Baumhauer,  50, 
says  he'll  win  over  the  : 
Street;  his  compensatior 
will  be  mainly  in  stock 
options.  In  his  15  years 
running  Fuddruckers,  h 
doubled  the  chain,  to  20) 
restaurants,  and  in  1996 
was  cited  for  outstandin 
achievement  in  food  ser- 
vice by  an  industry  groi 
By  Dennis  Bla 


MICHAEL  PRICE 
MAKES  HIS  MOVE 

EVER  ,SIN(;E  MICHAEL  PRICE 

sold  his  Mutual  Series  funds 
to  Franklin  Resources  in 
1996  for  over  $600  miUion,  it 
seemed  only  a  matter  of 
time  before  he  bowed  out. 
Sure  enough,  on  July  28, 
Price  announced  that  his 
deputy,  Peter  Langerman, 
42,  will  be  ceo  of  Franklin 
Mutual  Advisers,  and  Robert 
Friedman,  38,  chief  invest- 
ment officer.  Price,  47,  will 
remain  chairman  of  the 
boards  overseeing  the  advi- 
sory firm  and  the  $32  billion 
fund  group.  Price  is  other- 
wise vague  about  his  plans, 
but  he  likely  will  still  keep  a 
close  eye  on  the  funds:  He 
could  collect  another  $130 
million  from  Franklin  de- 


WE'RE  SINKING 

Royal  Caribbean  Cruise  Line 
reported  a  93%  jump  in 
quarterly  earnings,  but 
shares  sank  5  to  75%  on  July 
27,  Investors  got  queasy 
when  Royal  Caribbean  said  it 
may  sell  the  Vikmg  Serenade, 
one  of  its  oldest  ships.  Ana- 
lyst Peter  McMullin  of  South- 
east Research  Partners  says 
the  ship  accounts  for  5%  of 
capacity  and  its  sale  might 
limit  revenue  growth  and 
flatten  earnings  next  year. 
Going  forward,  he  says  Royal 
shares  could  be  buoyed  by 
higher  prices,  new  ships,  and 
strong  consumer  demand. 
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pending  on  fund  asset 
growth.  They've  grown  $13 
billion  since  the  sale,  but 
Price's  successor's  must  boost 
performahce  to  sustain  that 
pace.  The  funds'  17.4%  stake 
in  Sunbeam,  off  78%  this 
year,  has  shaved  three  per- 
centage points  from  retui-ns, 
Price  says. 

CREDIT  UNIONS  1, 
BANKS  0  

DESPITE  FIERCE  LOBBYING  BY 

banks,  the  Senate  on  July  28 
voted  to  restore  the  right  of 
credit  unions  to  add  mem- 
bers from  more  than  one 
company  or  other  gi'oup.  The 
move  reverses  a  Supreme 
Court  ruling  that  credit 
unions  could  only  accept 
members  with  a  single  "com- 
mon bond."  That  raised  the 
specter  of  thousands  of  cred- 
it unions  being  busted  up. 
The  White  House  wants  the 
Senate  to  impose  community- 
lending  requirements  on 
credit  unions.  But  President 
Clinton  is  expected  to  sign 
the  bill. 


WARNING: 
DANGEROUS  E-MAIL 

SECURITY  SPECIALISTS  HAVE 
found  serious  flaws  in  E-mail 
programs  in  Microsoft's 
Outlook  Express  and  Out- 
look 98  and  Netscape's  Com- 
municator E-mail.  Malicious 
hackers  could  use  the  sys- 
tems to  damage  computers. 
Microsoft  and  Netscape  are 
working  on  patches  and  have 
begim  posting  fixes  on  their 
Web  sites.  "It's  a  race  be- 
tween us  and  the  hackers  to 
get  there  first,"  says  George 
Meng,  product  manager  for 
Microsoft  Outlook. 


DOWNSHIFTING 
AT  TRW 

TRYING  TO  CONTEND  WITH 
razor-thin  margins  in  its 
struggling  auto  parts  busi- 


ness, TRW  is  shrinking.  The 
Cleveland-based  company 
plans  to  shutter  as  many  as 
20  of  its  137  manufacturing 
plants  and  lay  off  some  7,500 
workers.  It  also  will  take 
pretax  charges  of  up  to  $150 
million  by  2000.  trw  hopes 
that  the  moves  will  increase 
operating  profit  margins  and 
improve  cash  flow  by  about 
$100  million  over  two  years. 
Auto  parts  represent  about 
60%.  of  trw's  neariy  $11  bil- 
lion in  revenues.  The  recent 
strike  at  General  Motors  ex- 
acerbated TRw's  problems, 
but  the  business  had  already 
been  under  pressui'e  to  boost 
margins. 

PATENT  PLETHORA 
PENDING  

LIFE  AT  THE  PATENT  &  TRADE- 

mark  Office  could  become  a 
lot  more  hectic.  That's 
because  a  July  24  ruling  by 
the  Court  of  Appeals  for  the 
Federal  Circuit  in  Washing- 


ton will  make  it  easie 
patent  financial  innovat 
by  patenting  the  comp 
programs  and  models 
underlie  them.  The  dec 
overturned  a  lower  c 
ruling  that  a  mutual- 
operating  system  devise 
Signature  Financial  Groi 
Boston  was  a  "methoi 
doing  business"  and  \v 
could  not  be  patented, 
result?  Peter  Trzyng 
Chicago  patent  law' 
predicts  "a  flood" 
patents. 

ET  CETERA ... 

■  Merck,  faced  with  a  re 
stock  price  drop,  is  plan 
a  $5  billion  share  repurcl 

■  Bagel  with  your  Joe?  ] 
World  Coffee  &  Bagel 
buying  Manhattan  Bage 

■  Royal  Philips  Electron! 
buying  atl  Ultrasound 
about  $800  million. 

■  Beating  rival  uuNet,  PS 
will  offei-  corporate  custor 
Internet  phone-calling. 
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IR.  STARR'S  ENDGAME 

AS  EVERYONE  RUNNING  SCARED 

s  Independent  Counsel  Kenneth  W.  Starr  presses  the 
I  endgame  in  his  probe  of  BUI  Clinton,  the  President — not- 
led  for  his  agility  in  escaping  legal  snares — is  rapidly 
ning  out  of  room  to  maneuver.  But  Clinton's  luck  may  hold 
,  a  little  bit  longer:  For  vei-y  different  r-easons,  neither  his 
publican  antagonists  nor  his  dwindling  band  of  Democrat- 
lefenders  seem  inclined  to  deal  with  a  Presidential  sex 
ndal  on  the  eve  of  the  November  elections. 
>tarr's  July  28  immunity  deal  with  foiTner  White  House  in- 
n  Monica  Lewinsky — and  the  President's  decision  to  give 
eotaped  testimony  in  the  case  on 
g.  17 — represent  the  most  serious 
eat  yet  to   Clinton's  heretofore 
irmed  Presidency.  But  rather  than 
ilting,  congressional  Republicans  are 
ry  of  launching  an  all-out  assault  on 
!  White  House.  The  reason:  If  all 
irr  has  is  evidence  that  Clinton  lied 
ier  oath  about  consensual  sex  with 
ivinsky,  that's  not  enough  to  capsize  a 
jsidency. 

The  special  prosecutor  is  expected  to 
id  his  report  to  Capitol  Hill  as  early 
Sv<;ptember.  And  StaiT  could  still  ch"op 
3ombshell  that  points  to  a  White 
use  pattern  of  obstnicting  justice  in  a 
ing  of  scandals  from  Whitewater  to  the  Lewinsky  affair, 
rring  that,  there  is  bipartisan  sentiment  to  defer  the  issue 
:il  next  year. 

Why  are  Republicans  being  so  cautious?  They're  still  gim- 
r  about  taking  on  a  popular  Pi-esident  whose  job  approval 
ing  was  63%  in  a  Harris  Poll  taken  on  July  17-2L  What's 
re,  pollsters  say  most  voters  don't  consider  lying  about  sex 
langing  offense.  With  the  gop  holding  a  tenuous  majority  in 
'  House,  party  leaders  fear  a  partisan  ethics  assault  could 
irk  a  voter  backlash.  Republicans  also  think  they're  doing 
e  without  raising  the  specter  of  impeachment.  "If  all  else 


SHALLOW  BENCH:  Clinton  and  his  team 


remains  constant,  we'll  pick  up  seats  in  November,"  says 
GOP  consultant  Ed  Gillespie.  "Now  there's  this  wi'inkle,  and 
you  don't  know  if  it'll  spin  out  of  control.  If  Republicans  let  it 
play  out,  it's  less  likely  to  boomerang." 

For  now,  gop  leaders  are  urging  their  followers  to  hold 
theii'  tongues.  With  little  time  left  in  the  congi'essional  session, 
they  would  rather  concentrate  on  passing  a  few  symbolic 
bills  to  deflect  Clinton's  charges  of  a  "do-nothing"  Congi'ess. 
They're  taking  this  tack  because  even  a  wounded  Clinton  can 
still  marshal  public  opinion  on  such  issues  as  health  care. 
Social  Security,  and  education. 

Hill  Democrats  have  their  own  rea- 
sons to  postpone  a  showdown.  They're 
aft'aid  that  a  congi'essional  inquiry  will 
uncover  damaging  new  evidence  that 
would  force  Democi'atic  office-seekers  to 
choose  between  defending  the  President 
or  distancing  themselves  from  him. 
"We're  going  to  duck  until  more  facts 
become  available,"  says  a  senior  House 
Democi'atic  strategist.  "You  won't  hear 
many  people  up  here  defending  Clinton." 
Instead  of  exjiressing  their  support,  many 
Hill  Democrats  ai'e  giving  Clinton  free  le- 
gal advice:  "He  should  give  lus  testimo- 
ny,"  says  Senator  Dianne  Feinstein  (D- 
Calif.).  "One  way  or  another,  the  facts  ai'e  going  to  come  out." 

To  compUcate  Clinton's  problems,  some  key  members  of  Ms 
support  network  may  be  bailing  out  of  liis  foxhole.  Press 
Secretary  Michael  D.  McCun-y  is  leaving,  and  Chief  of  Staff 
Erskine  B.  Bowles  is  likely  to  follow. 

Up  to  now,  Clinton's  stalling  strategy  has  sei-ved  him  well. 
And  he's  being  helped  by  gop  reluctance  to  go  head  to  head. 
But  if  Starr  continues  to  poke  holes  in  the  President's  de- 
fense, it  may  be  cold  comfort  for  Clinton  that  his  day  of 
reckoning  comes  later  rather  than  sooner. 

By  Richard  S.  Dunham,  with  A)nij  Borrus 


CAPITAL  WRAPUP 


HO-HOLDS'-BARRED  FIGHT 

■  One  of  the  Senate's  most  potent 
.'eapons  is  under  siege.  Majority 
>eader  Trent  Lott  is  mulling  a  plan  to 
uspend,  on  a  trial  basis,  the  right  of 
enators  to  keep  secret  the  indefinite 
holds"  they  can  put  on  nominations 
nd  bills.  Senators  Ron  Wyden  (D- 
)re.)  and  Charles  E.  Grassley  (R- 
owa)  are  pushing  for  a  rule  change 
hat  would  force  senators  to  disclose 
•ueh  holds.  It'll  be  a  tough  battle: 
Pheir  colleagues  cherish  the  power  to 
•tymie  the  Senate  anonymously. 


HOPEFUL  SIGN  IN  TOKYO? 

►  Wall  Street  is  disappointed  with  the 
selection  of  Keizo  Obuchi  as  Japan's 
new  Prime  Minister.  They  doubt  he 
has  the  moxie  and  vision  to  pull  his 
nation's  economy  out  of  recession.  But 
officials  in  Washington  see  hope  in 
Obuchi's  selection  of  former  Prime 
Minister  Kiichi  Miyazawa  as  Finance 
Minister.  Miyazawa  played  a  key  role 
in  a  1987  accord  that  stabilized  the 
dollar.  More  recently,  Miyazawa 
helped  devise  a  plan  to  clean  up 
Japan's  troubled  banks. 


SLIDING  SUPPORT  FOR  SANCTIONS 

►  Ti-ade  sanctions  are  losing  their 
allure  in  the  Senate.  A  bill  penalizing 
nations  that  practice  religious  perse- 
cution is  having  trouble  rounding  up 
votes  to  get  out  of  committee.  Sixty 
senators  recently  approved  an  exemp- 
tion for  food  and  medicine  from  all 
sanctions.  And  support  is  building  for 
a  bill  to  require  cost-benefit  analyses 
for  sanctions.  The  measure  would  get 
a  boost  if  a  special  Senate  panel 
studying  the  issue  takes  a  dim  view  of 
economic  sanctions. 


BUSINESS  WEEK  /  AUGUST  10,  1998  35 


International  Business 


CHINA 


CHINA  S  ARMY 
UNDER  FIRE 


Can  Jiang  push 
the  PLA  to  give  up 
its  complex  web 
of  businesses? 


For  a  Chinese  military  chauffeur,  it 
was  all  in  a  day's  drive.  After  all, 
there  was  a  traffic  jam  and  his 
boss  wanted  to  impress  the  Amer- 
ican ^ests  in  the  back  of  his  big  black 
Lexus.  So  the  chauffeur  turned  on  his 
siren  and  flashing  red  light  and  swung 
onto  a  crowded  sidewalk  in  the  southern 
Chinese  city  of  Guangzhou.  The  driver 
bai-ked  tlirough  the  cai-'s  loudspeakere  at 
pedestrians,  scattering  them  in  his  path. 
Then  the  sedan  zipped  ahead  of  the  con- 
gested traffic.  For  the  American  execu- 
tive in  the  car,  who  was  considering  a 
business  ventm-e  with  a  People's  Liber- 
ation Army-linked  company,  it  was  a 
powerful  testament  to  the  might  of  the 
Chinese  military  and  the  carte  blanche 
that  its  official  hcense  plates  provide. 
"I  was  impressed,"  says  the  executive. 

But  the  pla's  delight  in  running 
roughshod  over  the  countiy  since  the 
military  plunged  into  business  more 
than  a  decade  ago  no  longer  impresses 
Cliina's  leaders.  In  late  July,  President 
Jiang  Zemin  ordered  the  pla  to  get  out 

ISSUE 


of  business.  So  far,  Beijing  hasn't  spelled 
out  a  precise  strategy  for  forcing  the 
military  to  divest  itself  of  thousands  of 
commercial  interests  that  span  pharma- 
ceuticals, autos,  and  telecommunications. 
But  many  analysts  believe  the  campaign 
is  for  real.  "This  is  the  most  serious  ef- 
fort ever  to  rein  in  the  pla's  activities," 
says  Tai  Ming  Cheimg,  a  senior  dii'ector 
at  Ki'oll  Associates  (Asia)  Ltd.  and  a 
longtime  PLA  watcher. 
GETTING  RICH.  Why  would  Jiang,  just 
when  China  already  is  undergoing 
wrenching  change  caused  by  an  over- 
haul of  state  industiy,  take  on  one  of  the 
most  powerful  forces  in  Chinese  poli- 
tics? Besides  the  messy  process  of  pri- 
vatizing so  many  army  businesses,  Bei- 
jing must  decide  wliich  companies  relate 
to  "core"  businesses  such  as  producing 
weapons,  many  of  which  will  remain 
within  the  militaiy,  and  how  to  com- 
pensate the  PLA  for  cash  cows  that  gen- 
erate anywhere  from  $1  billion  to  $3 
billion  in  annual  profits.  Nor  will  it  be 
easy  to  force  the  pla  out  of  such  lu- 
crative businesses  as  telecoms.  In  this 
battle,  though,  Jiang  has  plenty  of  alUes. 
Many  senior  militaiy  and  civilian  leaders 
are  now  concerned  that  the  militaiy  is 
concentrating  more  on  getting  rich  than 
on  defending  the  motherland. 

To  the  outside  world,  a  Chinese  mili- 
tary that  is  more  intensely  focused  on 
boosting  its  fighting  capability  may  seem 
threatening.  But  many  Western  ana- 

GOAL 


lysts  view  the  reforms  as  good  new 
more  professional  militaiy  will  be  e. 
for  Washington  to  deal  with  and  i 
cautious  in  throwing  its  weight  arc 
they  reason.  Also,  Jiang's  reforms  c 
make  it  harder  for  rogue  officers  to 
ban-ass  Beijing  overseas  by  traffic 
in  everything  fi-om  missiles  to  assau 
fles.  "To  the  extent  to  which 
strengthens  civilian  oversight,  it  wi 
a  good  thing,"  says  a  Clinton  Adnr 
tration  official. 


►  Military  smuggling  and  corruption  hurt 

industry.  Overall,  smuggling  costs 

$12  billion  a  year  in  lost  customs  revenue. 


Crack  down  on  cheap,  smuggled  imports 
to  alleviate  pressure  on  currency  and 
exporters;  improve  collections  at  customs 


►  Freelance  military  arms  and  missile  sales 
to  Pakistan  and  Iran — and  AK-47  smug- 
gling to  the  U.S. — have  flustered  Beijing. 


Reassert  top-level  control  over  the 
military  and  prevent  any  further  diplomat 
embarrassments. 


►  Soldiers  spend  too  much  time  makmg 
money  and  not  enough  being  a  professional 
fighting  force. 


Return  the  focus  to  soldiering;  build  a 
professional  force  commensurate  with 
China's  aspirations  as  a  world  power. 


HOW  JIANG 
PUNS 
TO  CHANGE 
THE 

MILIIARY 
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THE  PU  S  BUSINESS 
DEALINGS 


China's  military  operates 
more  than  15,000  ventures, 
most  of  them  small,with  rev- 
enue of  some  $18  billion  a  year. 
The  key  sectors: 

TELECOM  fhe  PLA  has  laid 
most  of  China's  optical  fiber 
communications  lines  and 
used  access  to  communica- 
tions facilities  to  develop  tele- 
com companies.  Ventures 
include  China  Great  Wall  Tele- 
com and  a  $90  million  paging 
operation  with  GTE. 

PHARMACEUTICALS  The 

army  owns  10%  of  the  indus- 
try, including  Shenzhen-based 
999  Enterprise,  which  pro- 
duces traditional  Chinese 
medicines. 

REAL  ESTATE  The  PLA  has 

an  estimated  1,500  hotels, 
including  the  five-star  Palace 
Hotel  in  Beijing.  Its  China 
Poly  Group  is  a  major  real 
estate  holder  with  stakes  in 
luxury  housing  and  the  new 
Shanghai  Stock  Exchange. 

SMALL  ENTERPRISES  The 

army  operates  mines,  auto 
factories,  textile  mills,  and 
restaurants,  discos,  and 
karaoke  bars,  including  ones 
that  front  for  prostitution. 


staid  Shanghai-based 
Guotai  Securities. 

The  pla's  chrqnic 
involvement  in  smug- 
gling also  prompted 
Jiang  to  act.  In  the 
past  year,  a  flood  of 
autos,  steel,  chemicals, 
and  other  products 
smuggled  in  through 
naval  ports  has  bat- 
tered domestic  pro- 
ducers. With  its  un- 
touchable status,  the 
PLA  is  responsible  for 
much  of  this  smug- 
gling, which  costs  Chi- 
na $12  billion  a  year 
in  lost  tariffs  and  im- 
port duties  alone, 
according  to  official 
sources. 

Smuggling  has  also 
accelerated  China's 
deflation:  Consumer 
prices  plunged  by  3% 
in  June,  and  some 
petrochemical  prices 
have  fallen  by  more 
than  30%.  It  also  may 
help  explain  why  for- 
eign reserves  gi'ew  by 
just  $1  billion  in  the 
first  half  even  though 
Cliina  reported  a  $22.6 
billion  trade  surplus. 
If  so,  China's  ciurency, 
which  Beijing  has 
pledged  to  keep 
pegged  at  8.3  to  the 
U.  S.  dollar,  may  not 
be  as  fairly  valued  as 


ii  China's  rapidly  deteriorating 
inomy,  however,  that  forced  Jiang  to 
.  The  army's  insatiable  lust  for  wealth 
\(m  disrupting  the  economy.  Massive 
uggling  by  PLA-linked  black  marke- 
rs is  destabilizing  industries  from  oO 
Uing  to  steel — and  may  even  be 
tting  pressure  on  China's  currency, 
litary  units  are  undermining  central 
US  to  manage  the  development  of  the 
ecom  and  auto  sectors.  The  pla's  vast 
il  estate  holdings,  which  range  from 
fiple  hostels  to  Beijing's  swanky 
lace  Hotel,  have  added  to  China's  real 
ate  bubble.  Then  there's  the  pla's 
en  defiance  of  securities  regulators 
d  law  enforcement  agencies. 
Analysts  and  company  officials  say 
i  decision  to  wean  the  military  off 
siness  was  made  early  this  year,  al- 
)ugh  haggling  over  how  to  compen- 
te  the  PLA  delayed  the  public  an- 
uncement.  Estimates  are  that  the  PL  A 
dget — which  already  was  hiked  by 
.8%  this  year  even  though  inflation  is 
ly  3% — will  increase  an  additional 


$200  million  to  $300  million  annually. 
Analysts  now  believe  that  military 
spending,  officially  listed  as  $10.9  bil- 
lion, is  up  to  four  times  higher. 

The  reason  former  leader  Deng  Xiao- 
ping encouraged  the  pla  to  get  into 
busmess  was  to  cushion  the  impact  of  a 
slowdowm  in  defense  spending  and  di- 
vert precious  ftinds  to  modei'nizing  the 
economy.  In  retm'n,  the  pla  could  ex- 
ploit the  many  inoney-making  opportu- 
nities opened  up  by  market  reforms. 
Since  then,  the  pla's  business  empire 
has  grown  enonnously.  More  than  15,000 
military  businesses  generate  sales  of  up 
to  $18  billion,  equal  to  about  2%  of  the 
gross  domestic  product,  according  to 
Kroll's  Cheung. 

The  final  straw,  however,  may  have 
been  the  vii'tual  collapse  and  forced 
mei-ger  in  mid-July  of  one  of  the  coun- 
try's lai-gest  brokerages,  j&a  Securities. 
.J&A,  reputedly  controlled  by  high-rank- 
ing pla  officers,  had  been  under  inves- 
tigation for  some  time.  Officials  effec- 
tively closed  the  shop  by  melding  it  into 


many  economists 
think.  "When  smuggling  increases  so 
rapidly,  it  puts  pressure  on  the  yuan," 
says  Song  Guoqing,  a  Beijing  Universi- 
ty economist. 

EAGER.  Jiangs  decree  has  left  companies 
scurrying  to  figure  out  what  it  means. 
One  of  the  biggest  question  marks 
hangs  over  the  telecom  sector.  The  pla 
has  used  its  communications  expertise 
and  its  control  over  vast  swaths  of  radio 
fi'equencies  to  become  a  major  player 
PLA-controlled  China  Great  Wall  Tele- 
com has  been  charged  with  developing  a 
mobile-phone  network  based  on  the 
American  c:dma  standard.  Motorola,  Lu- 
cent, Qualcomm,  Nortel,  and  Samsung 
have  can-ied  out  cdma  trials  in  different 
Chinese  cities  in  hopes  of  vrinning  con- 
tracts. Uncertainty  over  Great  Wall's 
future  is  likely  to  further  delay  the 
launch  of  any  cdma  system. 

GTE  Coi"p.  also  is  eager  to  know  what 
Jiang's  order  means.  The  Stamford 
(Conn.)-based  telecom  company  has  one 
of  the  biggest  military  joint  ventures,  a 
$90  million  paging  operation  with  a 
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Guangdong-based  unit  of  the  pla.  Be- 
cause of  ciu'bs  on  foreign  involvement  in 
telecommunications,  gte  has  no  operat- 
ing control,  no  board  members,  and  no 
right  even  to  audit  the  books.  That 
means  it  could  be  in  a  difficult  position 
if  ownership  changes.  "We  don't  know 
yet  what  oui"  reaction  is  to  tliis,"  says  a 
company  spokesman. 

Beijing's  stickiest  task  will  be  dealing 
with  a  handful  of  big  PLA-linked  con- 
glomerates, including  China  Poly  Group, 
China  Carrie  Enterprises,  and  China 
Xinxing  Group.  All  nm  a  gi-ab-bag  of 
businesses  that  include  real  estate,  phai'- 
maceuticals,  transportation,  and  textiles. 
These  gi'oups  will  either  combine  pe- 
ripheral businesses  with  other  compa- 
nies in  the  same  field  or  spin  them  off 
as  stand-alone  operations.  But  they  are 
expected  to  keep  weapons  businesses. 
TIDY  ROOMS.  The  military  already  has 
started  moving  out  of  nonstrategic  com- 
mercial businesses  such  as  Tontra  In- 
formation Industry  Group,  based  in 
Nanjing.  Eai'lier  this  yeai;  the  $170  mil- 
lion company  received  a  dii'ective  from 
the  central  government  ordering  it  to 
shed  its  military  ties.  Tontru  quickly 
sold  the  19%  stake  previously  held  by 
the  local  military  training  school  to  oth- 
er shareholders,  including  the  Nanjing 
municipal  and  .Jiangsu  provincial  gov- 
ernments, for  a  noirmial  amount.  FoiTner 
officers  continue  to  hold  executive  posi- 
tions but  had  to  retii'e  fi'om  the  militaiy. 

The  PLA  isn't  going  to  retreat  to  its 
baiTacks  without  a  fight.  It's  a  long  way 
fi'om  the  Zhongnanhai  leadership  com- 
pound to  the  freewheeling  karaoke 
lounges  in  the  South,  where  some  PLA 
cadres  like  to  do  business.  The  decree 
apjjarently  does  not  include  civilian  pails 
of  the  defense  Establishment,  such  as 
Cliina  Noith  Industries  Corp.,  wliich  has 
been  implicated  in  several  arms-smug- 
gling cases  in  recent  yeai's.  And  parts  of 
the  PLA  ar-e  likely  to  fight  a  r-ear-gTiarxl 
action.  "They're  adept  at  getting  around 
regulations,"  says  Sinologist  .Jime  Teufel 
Di'eyer  at  the  Univer'sity  of  Miami.  "The 
name  of  the  opei'ation  will  change,  but 
the  owner-ship  will  stay  the  same." 

All  that  said,  Jiang  has  chosen  a  good 
time  to  make  his  move.  Fears  that  the 
slowing  economy  will  lead  to  huge  un- 
employment has  the  leader-ship  rattled, 
and  public  disgust  at  the  pla  is  gr-ow- 
ing.  Since  Jiang's  speech,  the  state-r-un 
media  have  been  filled  with  denuncia- 
tions and  exposes  of  inilitary  commercial 
abuses.  For  now,  the  tide  of  battle  is 
rapidly  shifting  against  pla  Inc. 

By  Dexter  Roberts  in  Beijing  and 
Mark  L.  Clifford  in  Hong  Kong,  with 
Stan  Crock  in  Washington 


COMMENTARY 


By  Irene  Kunii 


OBUGHI  JUST  MAY  SURPRISE  JAPAN 


Keizo  Obuchi,  new  Liberal 
Democratic  Party  chief  and 
incoming  Japanese  Prime  Min- 
ister, is  best  known  for  a  self-effac- 
ing personality  and  mediocre  record. 
But  former  Prime  Minister  and  ldp 
elder  statesman  Yasuhiro  Nakasone, 
a  onetime  rival  and  still  hardly  an 
admirer  of  Obuchi,  thinks  the  new 
leader  has  a  chance  of  leading  Japan 
out  of  its  economic  mor-ass.  Naka- 
sone sees  Obuchi,  61,  as  a  "har-mo- 
nizer"  who  can  cut  enough  deals 
with  party  faction  leaders  to  get 
critical  policies  thr'ough. 


m 


E 


One  ui  Obuciirs 
strengths  is  his 
ability  to  keep 
tussles  in  check 


He  has  a 
point.  The  role 
of  compromise- 
maker  is  highly 
regarded  within 
the  LDP.  As  the 
pol  who  controls 
the  largest  fac- 
tion of  LDP  legislators  and  has  avoid- 
ed making  enemies  over  a  35-year 
car-eer,  Obuchi  has  kept  peace  among 
LDP  factions  by  ensuring  fights  don't 
become  feuds.  "We  can't  get  along 
without  Obuchi,"  says  ldp  Upper 
House  legislator  Ichita  Yamamoto. 

Obuchi  also  is  close  to  the  Bud- 
dhist-backed Komei  parly  and  Ichiro 
Ozawa's  Japan  Refor-m  Parly.  After 
losing  Upper  House  elections  in  mid- 
July,  the  ldp  can't  push  legislation 
through  that  chamber  without  such 
opposition  help.  Most  opposition  lead- 
ers say  they  won't  delay  measur-es  to 
revitalize  the  economy.  But  they 
want  a  general  election  before 
year-end,  and  Obuchi  is  deter-mined  to 
avoid  one.  To  get  his  economic  pack- 


ages through  the  Diet,  Obuchi  will 
likely  incorporate  opposition  propoi 
als  on  financial  reforms.  He  also  is 
likely  to  take  a  less  confi'ontationai 
approach  than  ex-Prime  Minister 
Ryutaro  Hashimoto,  who  promised 
sweeping  reforms  but  foundered 
amid  waning  ldp  support,. 
LOAN  MESS.  Obudri's  "first  priority 
is  to  "switch  the  economy  fi;-om  mir 
to  positive  gr'owlh."  His  agenda  in- 
cludes a  $70  billion  stimulus  plan,  c 
top  of  the  $115  billion  program  ear 
er  this  year.  That  means  more  pub^ 
works  expenditures  to  keep  two  ke 
LDP  constituencies- 
corrstraction  and  re 
estate — afloat.  Obu 
is  also  likely  to  inti 
duce  peraranent  cu 
of  .$29  billion  in  per 
sonal  income  taxes 
and  $14  bilhon  in  c 
porate  taxes.  His 
biggest  challenge  v 
be  to  fix  Japan's  hi 
loan  mess  by  imple 
menting  the  ldp's 
"Total  Plan"  for  re- 
pairing the  financia 
sector.  But  no  one 
knows  whether  the  ldp  will  allow  1 
banks  to  perish. 

Obuchi  also  needs  to  r-egain  the 
trust  of  the  markets,  which  are 
poised  to  push  the  yen  to  150  to  tl 
dollar,  and  the  voters,  who  worry 
about  jobs  and  future  prosperity 
amid  the  worst  recession  in  decadt 
He  has  little  time  to  do  this,  with 
the  Diet  in  session  for  only  70  day: 
beginning  July  30.  But  Obuchi  maj 
be  off  to  a  good  starl:  He  persuade 
Kiichi  Miyazawa,  the  former  Prime 
Mirrister  and  Finance  Minister  whc 
helped  draft  a  $215  bilhon  bank- 
bailout  package  earlier-  this  year,  t( 
return  to  his  Finance  Ministry  job. 

If  Obuchi  can  achieve  an  econorr 
upturn  in  his  fir-st  two  months  in  o 
fice,  his  immediate  troubles  will  be 
over  and  the  ldp's  future  wall  be  si 
cured  for  a  while.  The  ldp  gave 
Obuchi  his  job  as  much  to  save  it 
from  disaster  as  to  rescue  Japan. 

Kunii  covers  Japanese  politics 
and  the  economy  in  Tokyo. 
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AKASONE:  'JAPAN 
AN  MAKE  A  COMEBACK' 

le  former  Prime  Minister  rates  the  new  leadership 


suhiro  Nakasone,  80,  wfio  served  as 
ime  Minister  from  1982-87,  is  widely 
'.dited  with  being  Japan's  strongest 
der  in  the  past  25  years.  On  My  28, 
'.  Liberal  Democratic  Party  elder 
■iesman  talked  politics  with  business 
'EK  coirespondent  Irene  M.  Kunii  in 
\  ojfice  in  Nagatacho,  Tokyo's  Capitol 
II. 

What  can  we  expect  of  Keizo  Obuchi 
Prime  Minister? 

A  lot  will  depend  on  whether  he  can 
ow  leadership.  He  needs  to 
>emble  the  best  possible  Cab- 
Jt  appointees  and  be  able  to 
inage  them  skillfully.  The 
m  himself  is  quiet,  mild-man- 
red,  and  uncomplicated.  He 
s  never  exhibited  strong  lead- 
ship,  and  he  has  little  to  show 

the  way  of  political  accom- 
shments.  Yet  if  he  can  man- 
e  people  well,  he'll  succeed. 

!  Since  Obuchi  was  able  to  rise  to  the 
'Sition  of  LDP  faction  chief  is  he  good 
nmneuvering  and  managing  people? 
!  Obuchi  may  look  soft  on  the  smface, 
it  he's  tough  on  the  inside.  He  has 
irseverance.  In  comphcated  situations, 
:'s  flexible  and  strives  for  harmony, 
lat's  why  he's  good  at  making  com- 
'omises.  He's  biilhant  when  it  comes  to 
eating  harmony,  even  where  the  op- 
)sition  is  concerned.  He'll  need  that 


skill  in  the  Upper  House,  where  we 
have  to  pass  crucial  legislation  such  as 
financial  reform. 

Q:  Obuchi  lias  been  denounced,  partic- 
ularly by  the  Western  media,  as  inef- 
fectual and  the  worst  choice  of  a  leader 
at  a  time  like  this.  What  do  you  think 
of  such  criticism  ? 

A:  Some  of  the  criticism  is  correct,  and 
some  of  it  is  wi'ong.  You  have  to  con- 
sider the  fact  that  Obuchi  is  the  product 
of  a  consensus-driven  society. 


Q:  There  is  criticism  that  Obuchi  is 
choosing  his  aides  according  to  their 
factional  affiliation  viistead  of  according 
to  their  ability. 

A:  It's  fau-  criticism.  Obuchi  should  take 
note  of  it  and  make  amends.  He  needs 
to  show  the  people  that  he's  not  going 
to  be  influenced  by  factional  politics. 
The  criticism  is  du'ected  at  both  Obuchi 
and  the  ldp,  so  we  need  to  reflect  on  it. 
It's  crucial  that  we  show  the  people 
that  we  regret  what  we've  done  and 
try  to  make  amends. 


Q:  Will  your  party  succeed  in.  passing 
its  "total  plan"  to  clear  up  the  bad  loan 
problem? 

A:  We've  drawn  up  a  scheme  and  a 
blueprint.  We'll  clarify  details  of  the 
bridge  bank  plan  in  legislation  that  will 
be  drawn  up  in  the  weeks  to  come.  The 
most  difficult  problem  is  to  avoid  cutting 
off  funds  to  small  businesses  while  re- 
forming the  problem  banks.  That's  why 
we  need  bridge  banks.  If  we  tum  the 
bad  loans  into  losses,  we'll  ran  out  of 
capital.  The  government  will  then  have 
to  raise  money.  We'll  have  to  decide  on 
the  method  of  determining  what  is  a 
bad  loan.  And  when  we  dispose  of  the 
bad  loan,  we'll  have  to  determine 
whether  this  could  cause  a  cutoff  in 
loans  to  healthy  investors  or  create 
bankruptcies. 

Q:  Will  the  government  allow  banks  to 
go  bankrupt? 

A:  We'll  have  to  let  some  banks  go  un- 
der or  force  them  to  merge.  Bridge 
banks  vrill  take  over  the  problem  banks 
and  decide  what  to  do. 

Q:  Many  wonder  whether  Obuchi  and 
the  LDP  will  be  able  to  go  through  with 
the  task  of  closing  down  insolveyit 
iyistitutions. 

A:  If  Obuchi  can't  go  thi'ough  with  it, 
his  administration  will  fall. 

Q:  Is  there  hope  for  the  economy? 
Ki  Japan  is  in  a  slump,  and  in  the  high- 
tech sector  we're  behind.  But  I  believe 
if  we  can  revive  the  economy,  Japan 
can  make  a  comeback.  Om-  fimdamentals 
ai'e  not  bad.  Both  the  public  and  private 
sector  are  pumping  funds  into  research 
and  development.  Even  though  the 
economy  is  in  a  slump,  private  compa- 
nies continue  to  invest  an  average  3.5% 
of  their  revenue  in  R&D.  That  means 
spending  hasn't  been  cut  back 
and  remains  high  by  interna- 
tional standards.  I'm  hopeful. 

Q:  Doesn't  Japan  need  a  two- 
paviy  system  ? 

A:  We  need  such  a  system  in 
the  distant  futui'e,  but  not  now. 
The  opposition  is  too  fractured 
and  will  not  be  able  to  inte- 
gi'ate  soon.  Eventually,  there  will  be 
thi-ee  competing  groups — the  ldp,  the 
new  Democratic  Party  of  Japan,  and 
possibly  the  Japan  Communist  Party. 

Q:  Will  there  be  a  general  election  in 
the  near  future? 

A:  It's  up  to  the  Prime  Minister  to  de- 
cide. But  the  LDP  wants  to  avoid  an 
election  at  all  costs.  So  we'U  compro- 
mise with  the  opposition  and  try  to 
adapt  their  proposals  on  financial  re- 
form in  order  to  pass  legislation. 


WHO  IS  OBUCHI?  U  [  He  ]  may  look 
soft  on  the  surface,  but  he's 
tough  on  the  inside.  He  has 
perseverance  . . .  He's  flexible H 
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BRUNEI 


BROTHERS  GRIM 
IN  BRUNEI 

A  sibling  of  the  sultan  vanishes-and  so  does  $8  billion 

It's  a  fairy  tale  from  the 
Asian  crisis.  Once  upon  a 
time,  a  fabulously  wealthy 
Sultan  watched  his  neighbors 
fall  on  hard  times.  So  the 
rich  man  gladly  offered  to 
help  them  by  dipping  into 
his  vast  wealth.  But  when 
the  Sultan  reached  into  his 
coffers,  much  of  liis  gold  was 
gone.  To  his  horror,  so  was 
his  brother,  the  piince. 

That's  the  Brothers 
Grimm  version  of  current 
events  in  Brunei,  the  tiny 
country  nestled  on  the 
northern  shore  of  Borneo. 
Thanks  to  the  oil  wealth  of 
his  kingdom,  the  Sultan  of 
Bi-unei  is  a  multibillionaire. 
But  now  one  of  his  broth- 
ers. Prince  Jefri,  is  suspects  I 
of  absconding  with  billions 
of  dollars  from  the  treasury. 
The  scandal  nms  the  risk  of 
destabilizing  the  local  econo- 
my and  wreaking  more  hav- 
oc on  the  already  battered 
economies  of  Southeast  Asia. 
GUESSWORK.  In  1994,  Jefri 
set  up  Amedeo,  a  company 
dedicated  to  developing 
Biimei's  infrasti'uctui'e.  Ame- 
deo developed  the  country 
with  a  vengeance,  building 
new  hospitals,  schools,  cellu- 
lar-phone networks,  a  polo 
field,  beach  bungalows,  and 
more    for    the  country's 

300,000  people.  Then,  say  .1.1 

diplomats,  royal  accountants  hanciing  out  promised  aid  to 

found  evidence  that  some  ,  .     /-i  .    .  •   1  1 

Amedeo  managers  had  si-  hlS  llaiimg  ASiail  neighbOrS, 

phoned  off  $8  biUion.  Jefri 

may  also  have  pledged  bil-  tiie  Sultaii  itiay  havc  to  Sell  on 

lions  of  dollars  in  bonds  held  ,  .      -r.    ■,,  -r* 

by  the  Brunei  Investment  hlS  RollS-ROyCeS  aRQ  plaReS 

Agency  (BiA),  which  has  in-  

vested  heavily  offshore,  as  jhe  sultaN:  with  oil  prices  DOWN, 

collateral  to  back  his  person-  BRUNEI  was  already  hurting 

al  loans  from  foreign  banks. 


BETRAYED 


Instead  of 


Senior  officials  of  the  government,  bia, 
and  Amedeo  decline  to  comment.  But 
diplomats  and  bankers  say  the  Sultan 
now  claims  it  is  not  Bmnei's  responsi- 
bility to  pay  the  $10  billion  that  Amedeo 
owes  to  its  suppliers  and  workers.  Jefri, 
meanwhile,  has  vanished. 

No  one  knows  how  much  damage  the 


Amedeo  affair  has  caused.  Branei  does 
not  publish  budget  figures,  so  it's  im- 
possible to  figure  out  where  the  Sul- 
tan's wealth  ends  and  govemment  re- 
serves begin  or  even  if  Amedeo  has 
state  backing.  "There  aren't  any  fire 
walls  between  the  personal  finances  of 
the  royal  family,  the  government,  bia, 


and  Amedeo,"  says  a  diplomat, 
feeling  is  that  it's  all  in  the  same  p: 
et."  Thus  diplomats  beheve  that  ,f 
and  Amedeo  have  blown  a  hole  in,l 
national  finances,  which  ai"e  ah'eady  a 
ing  the  effects  of  a  30%  drop  ire 
prices  over  the  last  year.  The  econt 
will  not  grow  at  all  this  year,  as  1 
posed  to  4%  in  1997. 

That's  bad  news  for  the  Sultn 
neighbors.  The  Sultan  plays  badmi  f 
with  Malaysian  Prime  Ministci- 
hathir  Mohamad,  and  he  had  {)le( 
$3  billion  to  back  the  recapitalizatir 
Malaysia's  battered  financial  sysi 
Malaysian  officials  won't  conim 
but  diplomats  say  the  aid  niMv 
materialize. 

royal  cutbacks.  The  Sultan  also 

pledged  to  contribute  to  two  Iiite 
tional  Monetary  Fund  bailouts  w 
$60  billion:  He  had  promised  $l.:i  hi 
to  Indonesia  and  $500  million  tn  1 
land.  Bank  Indonesia  officials  h;i\( 
cently  learned  that  Bi-unei  has  itiii)i 
new  conditions  on  the  aid:  It  can  i 
be  tapped  as  "the  last  line  of  defe 
after  Indonesia  has  depleted  tlu- 
of  its  $43  billion  package.  "Of  <  <ii 
we're  not  happy  with  these  rid  k  11 
terms,"  says  a  senior  official  of  1 
Indonesia. 

Singapore  could  also  get  drawn  . 
the  mess.  The  Brunei  ringgit  is  pej.( 
to  the  Singapore  dollar,  and  i-umoi's 
mounting  that  cuirency  raiders  \\  ai 
test  the  link.  Singapore  does  not  v,i 
to  see  the  peg  severed,  since  it 
valuable  symbol  of  stability  in  tlu- 
tered  local  markets.  If  the  Bi-unci  1 
git  collapses,  the  effect  on  Singapi 
markets  could  be  considerable. 

To  recover  from  the  disaster,  tlif 
tan  has  had  to  tighten  his  belt.  He 
closed  the  state-of-the-art  Jenui 
Amusement   Park,   which  doi  s 
charge  admission,  for  two  days  a  w 
He  has  slaughtered  40  polo  ponie  i 
cut  stable  costs.  Diplomats  say  he  f 
raise  fimds  with  a  king-size  gai'ajjc 
starting  with  a  Boeing  747  and 
Airbus  Industrie  widebody  planes  in: 
royal  fleet,  and  throwing  in  some  • 
Rolls-Royces.  Next  to  go  may  bei 
Beverly  Hills  Hotel,  the  Dorch('st( 
London,  or  even  a  newly  acquired  1 
dence  in  Paiis  where  Jefri  is  rumure : 
be  hiding. 

The  Sultan  also  wants  Jefi'i  li ' 
again.  Jefri's  21-year-old  son  Halu 
who  was  also  an  Amedeo  manage 
being  held  under  house  arrest  t( 
Jefti  back  to  Brunei  to  face  a  gova 
ment  incjuiry.  That  probe  may  .-e 
some  light  on  the  whereabout^  i 
Brunei's  billions,  but  the  scandal  '1 
tainly  ends  the  Brunei  fairy  tale. 

By  Miduii  l  N 
in  Bandar  Seri  Bci/n 
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COMMENTARY 


By  Ian  Katz 


BRAZIL  SHOULDN'T  SQUANDER  THIS  WINDFALL 


rhe  $19  billion  auction  of  phone 
company  Telebras  on  July  29 
was  celebrated  by  Brazil  as  a 
nilestone  in  its  economic  opening, 
■^r  good  reason:  Telebras  reaped 
14%  more  than  the  $11.5  billion  min- 
mum  price.  The  winning  investors, 
ncluding  MCi  Communications  Corp. 
md  Telefonica  de  Espaiia, 
vill  modernize  the  tele- 
;om  system  and  give  Pres- 
dent  Fernando  Henrique 
"ardoso's  government 
)adly  needed  cash. 

But  it's  too  soon  to  sam- 
)a.  Cardoso  must  see  to  it 
hat  the  Telebras  revenues, 
)art  of  $25  billion  in  for- 
'ign  direct  investment  that 
nil  enter  Brazil  this  year, 
ire  not  wasted.  With  just 
wo  months  before  Octo- 
)er's  presidential  election, 
andidate  Cardoso  might 
wmt  to  raise  government 
spending  to  pump  life  into 
Brazil's  economy  and  win 
uvor  with  voters.  "The 
;emptation  is  immense," 
iays  Walter  Molano,  Latin 
\merica  economist  for  SBC 
iVarburg  Dillon  Read. 
'Politicians  have  a  very 
short  time  horizon." 

What  Cardoso  must  do 
s  make  sure  every  possi- 
ble centavo  goes  to  pay  off 

Brazil's  $283  billion  total   

iebt.  In  the  wake  of  the  Asia  crisis, 
debt  appears  to  have  echpsed  cur- 
rent-accounts deficits  as  the  main 
fear  among  emerging-market  in- 
vestors. In  Brazil,  20%  interest  rates 
on  its  largely  domestic  debt  pad  the 
fecal  deficit,  which  has  hit  a  trou- 
bling 6.7%  of  gross  domestic  product. 
Retiring  debt  would  send  a  message 
to  investors  that  Brazil  is  serious 
about  getting  its  fiscal  house  in  or- 
der. Paying  off  debt  is  politically  fea- 


sible, too.  BraziHans  will  deem  the 
privatization  a  success  as  long  as 
phone  service  improves. 

Cardoso  should  see  the  wave  of 
foreign  investment  and  privatization 
revenue  washing  over  Brazil  this 
year  as  a  one-time  windfall  to  im- 
prove economic  fundamentals.  But  it 


CARDOSO:  How  will  he  spend  the  Telebras  billions? 


seems  Brazil  is  already  catching  elec- 
tion-year fever.  In  July,  Cardoso  ex- 
tended a  military  pay  raise  to  all  fed- 
eral employees  at  a  cost  of  $1  billion 
a  year.  He  has  also  scrapped  a  12% 
federal  budget  cut  worth  $3.5  billion 
that  had  been  planned  earlier  to  im- 
prove the  fiscal  balance. 

One  worrisome  aspect  of  the  sale 
of  Telebras'  stake  is  that  Brazil's  27 
states  will  receive  about  40%  of  the 
revenues,  or  $7.6  billion.  The  states 


Paying  down  debt  would  send  investors 
a  message  that  Brazil  is  serious  about 
putting  its  fiscal  house  in  order 


must  put  some  of  the  money  towai-d 
retiring  Brazil's  debt,  but  they  are 
free  to  use  a  large  portion  of  it  how- 
ever they  hke.  Controls  over  spend- 
ing in  many  states  are  notoriously 
lax.  Funds  are  easily  shifted  from 
one  account  to  another  and  can  dis- 
appear into  black  holes  of  corruption. 
PAST  MISTAKES.  Brazil 
should  recall  the  mistakes 
of  other  Latin  nations.  Just 
before  Mexico's  presidential 
election  in  1994,  the  gov- 
ernment allowed  its  cur- 
rent-accounts deficit  to 
bulge  dangerously,  relying 
unwisely  on  volatile  short- 
term  investment  to  finance 
dollar-dominated  debt.  In 
Argentina,  President  Car- 
los Menem  succumbed  to 
temptation  in  1994  as  he 
prepared  to  run  for  reelec- 
tion. Previously,  Argentina 
used  privatization  money  to 
help  balance  the  budget. 
But  as  the  election  neared, 
Menem  loosened  the  purse 
strings  and  fiscal  accounts 
worsened.  As  a  result,  the 
economy  was  vulnerable 
when  Mexico's  devaluation 
crisis  broke  out.  "Argentina 
definitely  got  complacent," 
says  Maitln  Redrado,  direc- 
tor of  Fundacion  Capital,  a 
Buenos  Aires  economic 
think  tank. 
This  time,  Brazil  will  be  under 
scrutiny.  That  could  be  a  blessing  if 
it  encourages  the  government  to  em- 
brace austerity.  "The  market  will  be 
watching  so  closely  that  any  slipup 
vdU  cause  investors  to  get  nervous," 
says  James  W.  Barrineau,  Latin 
America  strategist  for  Salomon 
Smith  Barney  in  New  York.  "The 
market  will  send  a  quick  signal  that 
it  doesn't  like  what's  going  on." 

Selling  Telebras  is  a  landmark  for 
Brazil.  It  was  a  huge  effort  facing 
constant  opposition.  If  Cardoso  and 
Brazil's  states  can  avoid  the  tempta- 
tion to  waste  the  Telebras  money,  it 
wQl  be  an  even  finer  accomplishment. 

Sao  Paulo  bureau  chief  Katz  cov- 
ers Latin  politics  and  economics. 
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WHY  INDIA'S  RULING  PARTY 
IS  FLIRTING  WITH  DISASTER 


In  the  Indian  town  of  Ayodhya  nothing  remains  of  the 
mosque  that  Hindu  fundamentalist  mobs  razed  in  1992.  A 
court  order  stopped  extremists  from  building  a  temple 
there.  But  now,  the  Hindu  nationalist  Bharatiya  Janata  Par- 
ty is  mmiing  a  coalition  government,  and  Bjp-aftUiated  gi'oups 
are  preparing  materials  needed  for  the  temple.  If  it  gets 
built,  mobs  may  attack  other  mosques  on  disputed  sites. 

What's  woiTisome  is  the  bjp's  seeming  inability — or  un- 
willingness— to  control  events.  Prime  Minister  A.  B.  Vajpay- 
ee won  the  March  election  by  cam- 
paigning on  a  moderate,  reform 
platform.  Now,  it  is  obvious  that  ex- 
treme elements  inside  the  rip  are  tryiiii; 
to  isolate  Vajpayee  and  impose  their 
own  agenda.  This  struggle  is  producing 
an  ineffective  economic  policy  and  such 
dangerous  acts  as  the  nuclear  tests  in 
May  and  the  bid  to  build  a  temple  in 
Ayodhya. 

INVESTOR  FLIGHT.  To  political  analysts, 
the  group  to  fear  is  the  Rashtriya 
Swayamsewak  Sangh  (Rss),  which  stall- 
ed in  the  1930s  as  a  gi*ass-roots  Hindu 
organization.  Today,  rss  hard-liners  fa- 
vor extreme  nationalism  in  economic 
matters,  the  formation  of  paramilitary  groups,  and  rewTiting 
history  textbooks  to  gloiify  Hindu  heroes.  The  gi'oup  wants  to 
set  the  tone  for  the  whole  regime.  "I  tell  you,"  says  Chandra 
Sekhar,  a  former  Prime  Minister  and  onetime  admirer  of 
Vajpayee,  "the  bjp  is  nothing  but  the  wing  of  the  rss." 

The  dominant  personality  among  the  hard-liners  is  L.  K. 
Advani,  the  home  minister.  It  was  Advani's  associate  Yash- 
want  Sinha  who  managed  to  land  the  Finance  Minister  port- 
folio, outmaneuvering  Vajpayee's  candidate.  Sinha  then  pre- 
sented a  budget  that  dealt  a  setback  to  earlier  reforms. 
Opponents  inside  and  outside  the  coalition  have  been  picking 
apart  his  budget  ever  since,  forcing  Sinha  to  back  down  on 


VAJPAYEE:  Ptiahcil 
by  extremists 


such  moves  as  new  tariffs  to  protect  textile  makers, 
mess  has  dismayed  investors,  who  have  driven  Indian  st 
down  11.6%  since  the  budget's  unveiling  in  June.  Nei 
Advani  nor  Vajpayee  would  speak  with  business  week. 

The  BJP's  foreign  policy,  too,  is  filled  with  contradict: 
Vajpayee  authorized  the  nuclear  tests  partly  to  pacify  h 
core  elements  of  the  rss.  Since  the  tests,  though,  he  anc 
followers  have  tried  to  mend  fences  with  the  U.  S.,  Pakif 
and  the  rest  of  the  world.  But  Advani  and  other  hard-li 
■■||^piRi.--«wm  -mm  continue  to  make  bellicose  statem 
^^^r  .       -^HH  ^bout  Pakistan  and  China,  which 
■        '^1^1  helped  keep  tensions  simmering 
^^MMfcutK,...,     'W  '  tween  India  and  its  adversaries. 

NO  RETREAT.  The  next  flash  point  is 
odhya.  Vajpayee  says  he  will  abid( 
the  decision  of  the  courts,  which 
considering  claims  that  the  site  of 
mosque  belongs  to  Hindu  gi'oups. 
RSS  extremists  insist  the  courts 
rule  in  their  favor.  More  alarming,  ■ 
hint  that  they  will  not  accept  an 
verse  ruling.  They  say  that  no  c 
can  decide  matters  of  religious  s( 
ment  and  that  they  will  press  al 
with  the  temple. 
BJP  officials  claim  critics  just  don't  understand  their  pi 
Says  Mohan  Gmnswamy,  a  bjp  adviser  close  to  Advani:  " 
is  a  nonmonoUtliic  paity  with  a  spectimn  of  opinions,  and 
onciUation  of  those  opinions  can  only  be  done  by  debate." 
ers  figui'e  that  Advani  would  like  to  unseat  Vajpayee  but 
not  risk  a  backlash.  Coalition  pailners  also  prefer  to  deal 
Vajpayee.  Says  Christophe  Jaffralot,  a  French  pohtical 
entist  and  authority  on  the  bjp:  "Indians  voted  for  Vajpa 
not  the  BJP."  But  as  this  rivaliy  plays  out,  the  econon: 
slowing  and  the  reform  movement  is  losing  momentum.  I 
political  drama  India  can  ill  afford. 

By  Manjeet  Kripalani  in  New  L 


ADVANI:  Pursuing 
h  is  o  wn  agenda 


GLOBAL  WRAPUP 


BLAIR'S  POWER  PLAY 

►  British  Prime  Minister  Tony  Blair  is 
moving  to  curb  the  power  of  his  top 
treasury  official.  Chancellor  of  the 
Exchequer  Gordon  Brown.  On  July 
27,  in  his  first  cabinet  reshuffle,  Blair 
appointed  his  chief  political  fixer, 
Peter  Mandelson,  architect  of  last 
year's  election  win,  as  Tr-ade  Secre- 
tary. The  idea  is  to  check  the  ambi- 
tious Brown,  who  has  used  his  control 
of  the  budget  to  rival  Blair  for  public- 
ity and  influence.  Having  Mandelson 
in  the  Trade  slot  should  be  good  news 


for  business,  which  is  worried  by  such 
government  initiatives  as  minimum- 
wage  legislation  and  pressure  on  com- 
panies to  let  unions  organize. 

A  TELLING  VOTE  IN  NORTH  KOREA 

►  North  Korea's  first  Supreme  Peo- 
ple's Assembly  election  in  more  than 
eight  years  looks  like  a  major  boost 
for  Kim  Jong  II,  elder  son  of  North 
Korean  founder  Kim  II  Sung.  The 
July  26  voting  replaced  64%  of  the 
assembly's  687  members,  bringing  in 
Kim  supporters  while  ousting  mem- 
bers blamed  for  recent  policy  failures 


and  the  rise  of  the  military  elite.  Ki 
also  won  an  assembly  seat,  a  move 
Seoul  analysts  say  paves  the  way  fc 
his  assumption  of  the  presidency, 
vacant  since  his  father's  death  in  Ju 
1994.  The  younger  Kim  may  assum( 
the  post  around  Sept.  9,  the  50th 
anniversary  of  the  country's  foundii 
The  election  may  also  say  sometli 
about  the  severity  of  North  Korea's 
famine.  Experts  say  the  failure  to  in 
crease  the  size  of  the  assembly  for  t 
first  time  in  thi'ee  decades  suggests 
that  the  population  has  not  risen.  TI 
could  reflect  famine-related  deaths. 
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lALF  A  LOAF 
iT  BLIMPIE 

)nflict  at  the  sub  chains  has  left  investors  with  crumbs 


^  hortly  after  dawn 
^  on  St.  Patrick's 
m  Day,  1,000  comed- 
Wheef  sandwiches 
re  trucked  from 
mpie  on  Long  Island 
the  American  Stock 
change  in  Lower 
.nhattan,  passing 
«ns  of  Blimpie  sliops  that  were  much 
ser.  To  the  bleat  of  bagpipes,  Chief 
ecutive  Anthony  P.  Conza  rang  the 
;ning  bell  to  herald  his  switch  from 
(  New  York  Stock  Exchange.  The 
ders  devoured  the  subs,  unawai'e  of  a 
ange  trath:  Conza  was  on  the  turf 
■'the  other"  Blimpie. 
Long  before  Blimpie  became  America's 
.2  submarine-sandwich  chain,  Conza 
i  co-founder  Peter  DeCarlo  sliced  the 
npany  in  half  State  by  state,  city  by 
</,  they  divvied  the  nation  in  1976  to 


resolve  wairing  busi- 
ness philosophies.  "It 
was  like  Monopoly," 
Conza  says. 

Starting  with  50 
stores  each,  they  be- 
gan a  grueling  race. 
"I  said  I  could  do  it 
better,  and  he  said  he 
could  do  it  better,"  DeCarlo  explains. 
If  size  matters,  Conza  won:  With  2,000 
stores  and  $39  million  in  revenues,  his 
publicly  traded  Blimpie  International 
Inc.  is  about  10  times  as  big  as  DeCar- 
lo's  privately  held  Blimpie  Associates. 

But  it's  a  hollow  victory.  BUmpie  re- 
mains a  bifurcated  anomaly  in  a  busi- 
ness that  thrives  on  uniformity.  Its  di- 
vided status  has  throttled  growth  at  the 
larger  company  and  given  it  one  of  the 
more  convoluted  histories  in  the  annals  of 
Coi-porate  America.  And  that's  only  the 


start  of  the  problems  caused  by  mishan- 
dling the  Blimpie  name.  Investors  in 
Blimpie  International,  too,  have  been  left 
holding  ciTimbs.  Amid  free-faUing  pi-ofits, 
they  have  cjuestioned  the  multimillion- 
dollai'  payouts  the  company  makes  to  its 
executives  for  rights  to  use  the  name 
overseas.  The  result:  Shai'es  have  slid  to 
ai-ound  $i,  down  from  $16  two  years  ago. 
"I've  never  heard  of  such  a  ludicrous 
airangement  in  all  my  life,"  says  Wendy 
Liebmann,  a  New  York  retaO  consultant. 

Indeed,  even  as  Conza  tries  to  bail 
his  chain  out  by  expanding  abroad  and 
developing  new  restaurants  featuring 
tacos  and  pasta,  he  is  hampered  by  the 
other  Blimpie's  control  of  Manhattan — a 
showcase  serving  everyone  fi"om  Wall 
Streeters  to  tourists.  "It's  like  I've  in- 
vited people  over  for  dinner,"  Conza 
says,  "and  they  arrive  at  somebody 
else's  house  and  eat  their  cooking." 
NO  GREASY  SPOON.  For  all  the  problems 
the  name  has  caused,  it  was  born  inno- 
cently enough.  In  1964,  Conza  and  De- 
Carlo  were  24 — the  best  of  friends,  the 
most  naive  of  businessmen.  At  a  Hal- 
loween Party  in  Hoboken,  N.J.,  Conza, 
DeCai'lo,  and  a  tliird  fiiend  talked  about 
stalling  a  business.  The  product:  the  sub 
sandvrich  they  had  tried  on  the  Jersey 
Shore.  Tliinldng  the  name  "sub"  sounded 
Uke  a  greasy  spoon,  they  rifled  through 
the  dictionary  and  stopped  at  "blimp." 

They  borrowed  $2,000  from  a  friend 
of  DeCarlo's  in  the  textile  business.  De- 


0  RIVALS,  ONE  NAME 


In  1976,  Blimpie  was  sliced  into  two  companies,  each  with  its  own  turf 


StarKlst  ti 

---^     <  BLIMPIE  INTERNATIONAL 

CEO  Anthony  P.  Conza 
REVENUES  $39  million 

RESTAURANTS 

2,000  in  U.S.,  other  nations 

AD  SLOGAN 

"It's  a  Beautiful  Thing" 

STATUS 

Traded  on  the  Amex 

BLIMPIE  ASSOCIATES  ► 

CEO  Peter  DeCarlo 
REVENUES  $4  million 

RESTAURANTS  250  in  and 

around  New  York 

AD  SLOGAN  "America's 
Best  Dressed  Sandwich" 

STATUS 

Privately  held 
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Carlo,  with  a  perpetual  smile  and  a 
crushing  handshake,  sweet-talked  sup- 
pliers. Conza,  the  shy  son  of  a  New 
York  Stock  Exchange  runner,  quit  his 
clerking  job  at  E.  F.  Hutton  to  handle 
the  books.  "He  was  the  pencil  man  with 
patience,"  says  David  Pierro,  whose 
three  stores  in  Manhattan  and  New  Jer- 
sey overlap  both  Blimpies.  "Peter  was 
the  limo  guy  with  $1,000  suits  and 
checks  bouncing  all  over  the  place." 

Customers  flooded  in.  And  within  a 
year,  Blimpie  sold  its  fii'st  franchise. 
While  Conza  sought  to  control  Blimpie's 
fate,  DeCarlo  pushed  to  open  anywhere  a 
franchisee  was  interested.  DeCarlo  won, 
and  both  say  that  unbridled  expansion 
ate  up  all  theii'  cash,  forcing  them  to  sell 
the  stores  they  owned.  They  cashed  in 
their  car-s  and  life-insui-ance  policies.  Both 

recall  the  last  straw:   

Approaching  the 
bridge  from  New  Jer- 
sey to  Manhattan,  nei- 
ther could  come  up 
with  the  50c  toll.  Soon 
after  that,  they  sliced 
Bhmpie  in  half.  Conza 
took  Chicago.  DeCai'lo 
grabbed  parts  of  Cali- 
fornia, Maryland,  and 
Vii'ginia.  On  it  went.  "I  woke  up  one  day 
to  a  call  saying,  'Three  of  your  stoi'es 
are  imder  Peter  Three  ai'e  under  Tony,' " 
recalls  New  York  franchisee  Joe  Martig- 
nano.  "It  was  like  my  parents  split  up." 
BICKER,  BICKER.  Both  soon  floundered, 
and  DeCarlo  gave  Conza  his  rights  out- 
side the  Northeast  in  exchange  for  a 
cut  of  profits  in  those  regions.  Conza 
took  Blimpie  International  public  in 
but  pumped  money  into  a  Southwest- 
ern-style chain  that  almost  pulled  him 
under  In  1987,  he  began  selling  huge 
subfranchises.  Since  1994,  the  strategy 
more  than  doubled  sales. 

But  like  divorced  parents  bickering 
over  the  kids,  the  two  never  stopped 
arguing.  Conza  has  criticized  the  occa- 
sional sanitary  violations  of  the  New 
York  stores.  DeCarlo,  who  blames  New 
Yoi'k's  aging  real  estate,  demanded  that 
Conza  stop  undercutting  quality  by  sell- 
ing prepackaged  sandvriches  at  Southera 
gas  stations.  Conza  ordered  thousands  of 
baseballs  wdth  the  Blimpie  logo  for  a 
promotion,  but  DeCarlo  refused  to  buy 
any.  Confusing  customers  further,  they 
even  have  competing  ad  campaigns. 

Amid  the  squabbling,  archrival  Sub- 
way closed  in  on  Manhattan,  forcing 
Conza  and  DeCarlo  to  unify.  Conza's  of- 
fer to  buy  the  smaller  Blimpie  for  $40 
million — about  10  times  sales — was  re- 
buffed. "The  money  wasn't  right,"  De- 
Carlo  says.  But  he  sent  emissaries  to 


"When  management 
is  taking  money  out 

the  backdoor... 
something's  rotten" 


Conza's  test  kitchen  to  nibble  on  turkey, 
ham,  and  beef.  They  agreed  on  stan- 
dardizing cold  cuts  but  still  diverge  on 
cheese  and  bread.  Nor  can  they  settle 
on  a  menu.  "They  didn't  have  the  chick- 
en fajita  I  eat  at  home,"  gripes  a  Flori- 
da tourist,  leaving  a  New  York  store. 
FORK  OVER.  The  arrangement  was  tol- 
erable until  the  mid-1990s,  when  Blimpie 
International  ran  out  of  territoiy  in  the 
U.  S.  With  revenues  limited  to  ft'anchise 
fees  and  equipment  sales,  Conza  looked 
overseas.  But  unlike  most  trademarks, 
which  are  registered  to  a  corporation, 
"Blimpie"  is  owned  by  Conza,  DeCarlo, 
and  Chief  Operating  Officer  David  L. 
Siegel.  Without  control  of  the  name, 
Blimpie  couldn't  raise  money  to  go 
abroad. 

To  solve  the  problem  in  advance  of  a 

  $10  million  offering  in 

1995,  the  company 
agreed  to  pay  DeCai'- 
lo, who  refused  to 
give  up  his  rights, 
30%  of  the  interna- 
tional profits.  Conza 
and  Siegel  were  ad- 
vised to  fork  over  the 
name  for  free  by  Mia- 
mi investment  banker 
Steven  N.  Bronson.  His  fiirn.  Barber  & 
Bronson,  a  major  Blimpie  shareholder, 
sponsored  the  offering.  But  instead,  the 
pail-  leased  the  name  to  Blimpie  for  99 
years.  Last  year,  the  chain  paid  them 
$4.5  million  to  use  the  name  abroad — a 
good  deal  more  than  the  $3.28  million  it 
earned  in  profits.  By  2002,  they  ar-e  to 
get  $3  million  more  for  its  use.  "They 
wanted  to  maximize  their  personal 
wealth,"  Bronson  says.  "We  had  a  prob- 
lem with  it.  But  it  was  better  than  leav- 
ing ownership  with  management." 

Conza  and  Siegel,  who  own  31%  and 
15%'  of  the  stock,  respectively,  insist  the 
aiTangement  is  fair.  "We've  compromised 
oiu-  salaries  and  benefits  to  build  the  com- 
pany," Siegel  says.  "Why  should  we  give 
away  our  rights?"  But  the  deal  is  a  big 
reason  Wall  Street  soured  on  the  stock. 
"When  management  is  taking  money 
out  the  backdoor  so  a  company  can  use 
its  own  name,  something's  rotten  in 
Denmark,"  says  analyst  Michael  D. 
Smith  of  brokerage  Fahnestock  &  Co. 

Worse,  despite  the  hefty  payments, 
Blimpie  has  made  little  dent  abroad:  So 
far,  Conza  has  opened  just  37  stores 
overseas.  And  profits,  which  sank  19% 
for  the  fiscal  year  ended  June,  1997, 
were  off  a  further  20%  for  the  first 
thi-ee  quarters  of  fiscal  1998.  Blimpie's 
problems  may  have  started  with  its 
name — but  they  surely  don't  end  there. 
By  I.  Jeanne  Dugan  in  New  York 
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Know  thy  customer.  New  Business  Intelligence  software  tools  can  help  you 
make  the  most  of  all  the  data  that  streams  into  your  business  every  day. 
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ey,  you  might  manage  it  differently.  Less  than  10%  of  corporate  data  is  ever 

rage  the  "other  90%"  of  your  data  assets  and  turn  business-as-usual  into  Business  Intelligence.  So  you  can  spot 
m.  Identify  and  reward  best  customers.  And  give  your  people  on  the  spot  the  tools  to  make  better-informed 

day's  results.  Speaking  of  results,  visit  www.software.ihm.com/bis  

S.  Or  call  us  today  at  1  800  IBM-7777,  priority  code  6C8AS007.      Solutions  for  a  small  planet  "   =====  T  =« 

'Jnderstaruiing  individuals'  shopping  preferences  gives  this  550-store  U.K.  supermarket  chain  a  loyalty  edge  in  a  Ion  -margin  business. 
Itontreal  now  mines  its  18  million  accounts  to  tailor  neir  products,  services,  prices  cmd  rewards  to  its  most  profitable  customers. 
I's  Canada  uses  Business  Intelligence  to  create  high-v(due  proiuolions  that  boost  sales  revenues  while  reducing  total  operating  costs. 
'ha  Group.  Managers  at  this  Korean  conglomerate  used  to  icait  days  for  informatiim  that's  now  available  on  their  desktops  in  seconds. 


The  Workplace 


LABOR 


DIVIDED 
AT  UNITED 


A  labor  win  pits  union  members  against  themselves 


The  International  Association  of  Ma- 
chinists and  Aerospace  Workers 
(I AM)  scored  labor's  biggest  orga- 
nizing win  in  nearly  two  decades 
on  July  17  when  18,000  ticket  agents 
at  UAL  Corp.'s  United  Aii-lines  Inc.  vot- 
ed to  join  the  union.  But  the  victory 
also  has  kicked  off  a  series  of  internal 
battles  between  the  iam,  the  pilots' 
union,  and  the  carrier,  which  is  55% 
owned  by  employees. 

The  immediate  problem:  The  iam 
wants  huge  pay  gains  of  20%  to  30% 
for  their  new  members.  But  the  iam's 
26,000  mechanics  at  United  might 
resent  a  big  pay  hike  for  their 
new  colleagues  out  of  fear  that  less 


would  be  left  for  their  own  wage  gains. 

The  iam's  organizing  win  also  has 
triggered  maneuvering  over  whether  to 
renew  United's  Employee  Stock  Own- 
ership Plan  (ESOP)  when  it  expires  in 
mid-2000.  The  leaders  of  the  IAM  and 
the  Ail'  Line  POots  Assn.  (alpa)  want  to 
keep  employee  ownership  going.  But  to 
do  so,  they  must  find  a  way  to  buy  new 
shares,  even  though  employees  are  re- 
luctant to  make  new  concessions  (table, 
page  50).  And  because  the  current  esop 
is  based  on  how  much  each  employee 
earns,  the  iam's  drive  to  lift  agents'  pay 
can't  be  separated  from  the  subject  of 
ESOP  2,  as  it's  sometimes  called,  ual 
CEO  Gerald  Greenwald  also  hopes  the 


ESOP  wall  continue:  "I  do  think  ESOE 
a  good  idea,"  he  says. 

Agents  voted  for  the  iam  largelj 
cause  they  felt  shortchanged  by 
ESOP.  During  the  1994  esop  talks,  I 
ed's  then-Chief  Executive  Officer  St 
en  M.  Wolf  agreed  to  pay  all  n( 
hired  agents  $6.65  to  $9  an  hour,  ^ 
top  scale  of  $18.06  for  pre-ESOP  ag 


Nothing  validates  a  consistent  principle  more  t 
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United.  Today,  mr.w  limn  7,000  Unit- 
agents  earn  the  lower  wage, 
jreenwald  agrees  that  agents'  pay 
luld  be  increased,  by  up  to  30%  for 
ne.  With  low  unemployment  lifting 
'  for  similar  jobs.  United  has  been  hit 
agent  turnover  of  nearly  50%  a  year 
ong  agents  hired  since  1994.  How- 
T,  it  isn't  clear  how  easy  raising  theii- 


INFIGHTING 

Ticket  agents  want 
pay  gains-which 
threatens  mechanics' 
aims  and  could  one 
day  imperil  employee 
control  of  UAL 

imy  will  be.  The  reason: 
Agent  wage  levels  were 
part  of  the  concessions 
employees  gave  to  set 
up  the  ESOP.  So  lifting 
them  could  be  considered 
a  change  to  the  esop. 
"It's  very  difficult  to 
change  the  terms  of  the 
esop"  until  it  expires, 
UAL  President  and  Chief 
Operating  Officer  John 
A.  Edwardson  said  dur- 
ing a  July  22  talk  with 
reporters,  referring  to  a 
new  pact  for  agents. 

Mechanics'  resentment  over  the  sac- 
rifices they  had  to  make  to  join  the 
ESOP  adds  fuel  to  the  fire.  With  tight 
labor  markets  driving  up  the  pay  of 
skilled  mechanics  nationwide,  they're 
looking  for  big  wage  gains  when  the 
ESOP  expires.  Now  that  agents  are  in 
the  same  union,  some  mechanics  worry 


that  United  will  insist  on  lumping  both 
groups  together  in  bargaining  and  be 
less  willing  to  give  a  lot  to  mechanics. 
A  rump  group  called  the  Aircraft  Me- 
chanics Fraternal  Assn.  recently  be- 
gan trying  to  form  a  breakaway  union 
of  mechanics  at  United  by  making  this 
argument. 

The  issue  is  all  the  more  tangled  be- 
cause it's  difficult  to  separate  it  from 
ESOP  2.  Labor  has  several  reasons  to 
renew  the  esop.  As  employees  retire, 
they  can  cash  out  their  shares,  which 
over  time  lowers  employees'  55%  stake. 
Since  1994,  the  E  sop's  share  has  gone 
down  by  less  than  2  percentage  points. 
But  unless  employees  buy  new  shares,  it 
will  sink  faster  and  eventually  hit  20%, 
when  labor  loses  governance  powers. 
CONTROL  ISSUE .  Greenwald  and  labor 
leaders  also  want  to  allow  employees 
to  cash  out  some  of  their  shares  before 
they  retire.  United's  stock  has  almost 
quadrupled  since  the  esop,  leaving  a 
$17-an-hour  iam  member  with  more 
than  $70,000  in  an  ESOP  retirement  ac- 
count. But  many  want  to  take  some 
home  before  another  industry  slump  un- 
dercuts the  price.  "Our  members  have 
money  invested  and  can't  get  their 
hands  on  it.  They're  frustrated,"  says 
William  L.  Scheri,  vice-president  of  the 
IAM  transportation  unit. 

The  unions  want  to  bring  new  hires 


Very  few  insurance  companies  are  solely  represented  by  independent  aijents. 
We  have  been  from  our  inception  And  ahidincj  by  this  policy  has  produced 
^         some  impressive  residts.  Increased  dividends  jor  37  consecutive  years ^  An 
A++  rating  jor  financial  strength  from  AM  Best  A  ranking  from 
Ward's  Financial  Group  as  one  of  the  top  50  benchmark  insurers.  And 
a  new  spot  on  the  S&P  500  Indeyc  How  could  independent  agents  do  so 
much  for  our  company?  By  doing  so  much  for  their  customers.  Every  day. 
And  over  time,  that  makes  a  dramatic  difference.  For  information  on 
The  Cincinnati  Insurance  Companies,  please  call  i-800-769-0548.  ^st^Scom'^mes 


Making    our   strength    your  future 


www  ciniiii  com 
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fou  live  in  a  three  dimension 


Irabbit  sales  presentation  1998.jpg 
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one ,  too.  ^ 


The  AMD-K6-2  Processor 
with  3DNow!  Technology 


Presenting  the  ^ 
next  dimension  in 
PC  technology,  ; 


Sales  presentations  that  jump  off  the  screen.  3D  charts 
that  inspire.  QuickTime™  movies  that  make  the  computer 
screen  feel  like  the  big  screen.  You've  always  seen  it  in 
your  head.  Now  see  it  on  your  PC  with  the  AMD-K6*'-2 
Processor  with  3DNow!.™  You  get  sharp  3D  imaging, 
smooth  video  playback  and  incredibly  fast  multimedia 
from  the  Internet,  DVD  or  CD-ROMs.  Even  sound  is 
more  lifelike.  It  makes  Windows"  applications  like  word 
processing,  spreadsheets  and  desktop  publishing  run 
at  lightning  speed.  What's  more,  our  new  3DNow! 
technology  lets  you  see  3D  applications  like  LiveArt  '98, 
DVDExpress,  and  Baseball  3D  the  way  they  were  meant 
to  be  seen.  The  fact  is,  the  AMD-K6-2  Processor  with 
3DNow!  outperforms  Pentium"  II.*  More  importantly,  it  adds 
a  new  dimension  to  your  work  environment.  The  third. 
Get  more  information.  Visit  us  at  www.amd.com/business. 

AMD^ 

www.amd.com 


Get  Online  and 
get  In  Touch! 

Visit  Business  Week  Online's 

Small  Business  Center  on  America  Online 


Business  Week  Online's  Enterprise/Small  Business  Center  is  where  small- 
business  owners  and  entrepreneurs  can  find  hard-to-get  news  and  information 
important  to  their  needs.  All  the  stories  and  Special  Reports  about  small  business 
that  have  appeared  in  Business  Week  since  January,  1994,  are  easier  to  find  than 
ever,  now  that  we've  added  a  full-text  search  feature  just  for  small-biz  stories. 
There's  plenty  more  to  explore-and  to  do: 


ATTEND 


specially  scheduled  online  conferences  featuring  experienced 
entrepreneurs  who  can  answer  your  questions.  °" 
message  boards.  Exchange  ideas  with  your  colleagues  and  find  out  what  works 
for  them,  and  what  doesn't.  ■rflKKjlrtB  easily  to  World  Wide  Web  sites  for 
small  business  flagged  by  BW  as  best  bets-or  to  many  other  sites. 

transcripts  of  past  online  conferences  about  small  business 
and  other  relevant  subjects.  U^||^m  with  Business  Week  editors. 

Use  BW  Online's  Small  Business  Center  in  the  way  that 
works  best  for  you  and  your  business. 

From  the  Business  Week  Online  main  screen,  click  the  BW  Plus!  button, 
then  select  BW  Online's  Small  Business  Center  from  the  list  of  BW  Plus!  choices. 
For  online  events  about  small  business  and  entrepreneurs,  check 
BW  Online's  Conference  Calendar  (via  the  Talk  &  Conferences  screen). 


DOWNLOAD 


BE  IMAGINATIVE 


See  you  online! 
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BusinessWeek  ONL  IHEi 


For  a  free  trial  diskette  including  10  free  hours  on  AOL, 
call  1-800-641-4848  and  mention  Business  Week. 


The  Workplace 


into  the  esop,  too.  Since  1994,  emplo 
have  received  shares  based  on  w 
they  join  United.  They  do  so  bee 
they're  working  at  the  lower  pay  sc 
created  to  fund  the  esop.  Essenti 
they're  taking  the  same  concession 
pre-1994  employees,  proportionat 
the  time  they've  worked.  Howeve 
2000,  all  union  wage  rates  will  s 
back  to  their  pre-ESOP  levels.  Anc 
the  ESOP  shares  vnll  have  been  dis 
uted  to  employees.  So  anyone  hirec 
ter  then  won't  get  United  stock, 
don't  want  some  pilots  to  be  ow 
and  othei-s  to  be  non-owners,"  says 
spokesman  Madison  Walton. 

The  central  problem  is  how  to 
new  shares.  Although  many  emplo 
have  enjoyed  handsome  stock  gi 

UNITED'S  ESOP  DILEMMA 

►  in  1994,  employees  paid  $4.i 
billion  in  concessions  to  buy  55' 
of  the  carrier  through  an  Employ 
Stock  Ownership  Plan. 

►  The  ESOP  concessions  end  by 
July,  2000. 

►  To  renew  the  ESOP,  United's 
unions  must  buy  stock — to  main- 
tain their  majority  share,  to  inclu 
new  hires  in  the  ESOP,  and  to  ca 
out  employees  who  want  to  sell 
shares.  But  employees  are  reluc-; 
tant  to  make  more  concessions. 

they  are  not  willing  to  gi-ant  anq 
round  of  wage  and  benefit  cuts.  I 
ever,  they  also  don't  want  to  give  uj 
extraordinai-y  control  that  comes 
majority  ownership.  For  exampl< 
1995  Greenwald  killed  merger  talks 
usAirways  Inc.  after  employees 
they  didn't  like  the  idea.  And  tc 
Scheri  says  he  plans  to  block  any  { 
for  Edwardson  to  become  ceo  s 
Greenwald  retires  at  the  end  of  th( 
tion  plan.  The  reason:  Scheri  ar 
that  United's  management  didn't  re 
neutral  dm-ing  the  lAM's  drive  to  re 
agents.  "People  just  don't  like 
wardson],"  says  Scheri. 

Both  the  lAM  and  alpa  are  ex 
ing  ways  to  retain  such  power  w^t 
new  concessions,  alpa  has  hired 
Morgan  &  Co.  and  Eugene  J.  K( 
the  independent  Wall  Street  banker 
engineered  the  current  esop  for  th 
lots,  to  look  into  the  question.  But 
so  many  conflicting  demands,  this 
be  a  challenge  that  even  Wall  Str 
best  minds  can't  solve. 

By  Aaron  Bernstein  in  Waskin 
and  David  Leonh-ardt  in  Chicago 
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The  new  Mita  Digital  Copier/Printer. 
(PC  is  optional.) 

As  a  stand-alone  copier  it's  in  a  class  by  itself,  making  up  to  99  copies  from  a  single  scan.  9g 
And  as  a  600  dpi  network  printer,  it  lets  you  produce  sorted,  stapled,  finished  documents  aMmM.t^M, 
right  from  your  desktop.  So  while  the  computer  may  be  optional,  the  Ai3030  is  anything  but. 
For  more  information  call  l-800-ABC-MITA  or  visit  www.mita.com. 


©1998  Mita  Copystar  America.  Inc. 


The  All  New  Chrysler  LHS 

On  one  hand, 
its  exceptionally  quiet. 
On  the  other  hand, 
it  screams  luxury. 


From  the  first  moment  you  get  your  hands  on  the  all-new  cluster  lighting  to  its  leather-trimmed  heated  from  t 

Chrysler  LHS,  one  point  comes  through  loud  and  clear:  This  the  most  intelligent  personalized  driver's  seat  meio 

IS  a  true  luxury  sedan  that  won  t  leave  you  wanting  for  more.  tem  in  its  class,  the  all-new  Chrysler  LHS  not  onhe: 

From  its  Swiss  watch-like  gauges  to  its  electroluminescent  luxury,  it  flat-out  spoils  you  around  every  turn,  n  n 


"Base  MSRP  includes  deiiiridlion  Ta/ and  opiiui  '.--ua 


Can  CEO  Ollila  keep 
the  cellular  superstar 
flying  high? 


Behind  his  gentlemanly  demeanor,  Jorma  Ollila,  ceo 
of  Nokia  Coip.,  is  a  man  of  extremes.  As  his  wife, 
Liisa  Annikki,  tells  it,  her  husband  ftres  up  the 
Finnish  sauna  a  good  15  degrees  warmer  than  she 
likes  it,  all  the  way  to  212F — hot  enough  to  boil  a 
pot  of  tea.  It  was  a  week  after  Easter  when  the 
Ollilas  drove  north  from  Helsinki  for  their  first  trip  this  year 
to  the  family's  lakeside  cabin.  Ice  was  still  floating  on  Lake 
Pukala,  and  the  kids  challenged  their  father  to  dive  in. 
Emei'ging  from  the  sauna,  Ollila  paused,  then  plunged  naked 
into  the  icy  lake. 

Ollila,  a  47-yeai--old  foiTner  banker,  hves  by  the  plunge.  He 
believes  people  get  comfy  and  complacent  and  that  it  takes  a 
dive  into  the  unknown,  or  a  push,  to  tap  into  then*  strongest 
instincts — those  that  gTiide  sui-vival.  Six  years  ago,  as  an 
untested  ceo,  he  bet  the  133-yeai-old  Finnish  conglomerate  on 
cellular  phones,  challenging  rivals  Motorola  Inc.  and  L.  M. 
Ericsson.  In  the  stiniggle  that  ensued,  Ollila's  Finns  outdid 
themselves.  Fast  and  focused,  with  a  canny  eye  for  design, 
Nokia  wrested  mai'ket  shai'e  from  entrenched  competitor  and 
emerged  as  the  most  profitable  player  in  the  industiy. 
GOOD  NEWS.  Sales  in  Nokia's  tvrin  engines — the  mobile  phones 
and  base  stations  that  make  up  the  bulk  of  its  revenues — more 
than  quadi-upled,  fi-om  $2.1  billion  in  1993  to  $8,7  billion  last 
yeai*.  And  the  good  news  keeps  poioing  in,  with  operating  earn- 
ings for  the  recent  June  quarter  surging  to  $616  million,  up 
76%  from  the  same  quaiter  in  1997.  Tliese  days,  the  $9.8  billion 
Nokia  lias  one  of  the  hottest  cell  phones  on  the  market — the 
6100  series — whose  batteiy  and  unique  circuitry  support  a 
whole  week  of  standby  time  (page  60).  It's  the  fir'st  supersmall 
phone  with  that  kind  of  batteiy  life.  And  Nokia  is  the  fii'st 
company  to  develop  a  mobOe  ]:)hone 
that  smfs  the  Vv'eb. 

All  told,  Nokia  is  providing  trou- 
bled Motorola  Inc.,  the  leader  in 
old-fashioned  analog  yihones,  with 
a  humiliating  tutoria:  on  digital 
communications  (page  (  ':!).  Motoro- 


JORMA  OLLILA 

Nokia's  CEO  doesn't 
hesitate  to  plunge 
in-be  it  an  icy  lake  or 
new  markets 
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'EO  Chiistopher  B.  Galvin  glumly  concedes  that  "the  ana- 
business  is  trending  down."  Ollila,  for  his  part,  predicts 
t  Nokia  will  be  "No.  1  in  the  world  in  the  number  of 
mes  sold,  in  growth,  and  return  on  capital  employed." 
The  company's  startling  climb  has  provided  the  Continent 
h  something  it  was  sorely  lacking:  a  new  high-tech  su- 
star.  What's  more,  that  triumph  is  in  a  crucial  technology — 
bile  communications.  That's  the  next  frontier  for  the  In- 
net,  and  one  of  the  few  areas  where  Europe  is  racing 
■ad  of  the  U.  S. 

UJ\NCHE.  Smack  in  the  middle  of  Nokia's  success  stands 
la,  whose  name  is  accented  on  the  "0."  He's  a  self-avowed 
itechie  who  hasn't  even  put  plumbing  in  his  lakeside  cab- 
But  it's  Ollila  who  is  improvising  a  brand-new  style  of 
h-tech  management.  Refuting  the  common  "slip-and-you- 
"  thinking,  Ollila  sticks  with  slip  and  you  grow, 
'n  a  sense,  this  model  is  a  variation  on  the  man's  fi-eezing 


plunge  at  the  lake.  Ollila  views  disasters  as  education,  and  he 
fu'es  almost  no  one.  Wliile  others  rash  to  the  world's  high-tech 
hot  spots,  Ollila  created  one  of  his  own  in  an  undei-populated 
stretch  between  Russia  and  the  Ai'ctic  Circle.  From  there,  he 
nurtures  a  network  of  suppliers  around  the  globe.  And 
just  when  Nokia  seems  to  be  perfoiTning  in  top  gear,  as  it 
is  now,  Ollila 
risks  disarray 
by  switching 
the  jobs  of  all 
his  top  man- 
agers. He  even  muses  that  if  he  could,  he'd  switch  his  own  job. 

That's  mere  idle  thought,  though,  as  Ollila  and  Nokia  face  an 
avalanche  of  work.  To  keep  the  company's  sales  and  earnings 
gi'owing  at  25%  to  30%,  he  must  push  the  company  to  chiuTi 
out  new  models  of  phones  at  a  dizzying  rate.  He  must  fight  off 
a  welter  of  cell-phone  rivals  while  coping  with  market  gyra- 
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Cover  Story 


STAFFERS  HEADING  HOME 

OUila  believes  Nokia  draws  strength  from  the  understated  coUegiality  of  its  culture,  which  he  associates  wil 
the  Finnish  character-and  which  he  intends  to  preserve.  "We  don't  snap  our  suspenders,"  he  says 


tions  in  Asia.  And  he  must  deal  with  shortages  bred  by  too 
much  success.  The  6100  phones  are  so  popular  that  at&t — 
Nokia's  most  important  U.  S.  customer — can't  satisfy  all  of  its 
subscribers.  But  at&t  ceo  C.  Michael  Armstrong  doesn't 
seem  wonied.  "I  met  personally  with  the  CEO  of  Nokia,"  he 
says.  "They  have  what  they  call  a  two-month  recoveiy  plan." 
NEW  DAWN.  Wliile  fighting  the  handset  wars,  Ollila  must  also 
contend  with  heavy  hitters  such  as  Alcatel  Alsthom  and 
Northern  Telecom  Ltd.,  which  compete  against  Nokia  in  cel- 
lulai-  base  stations,  or  so-called  infrastractm-e.  Looking  beyond 
the  consumer  cellular  market,  Nolda  and  its  rivals  foresee  an 
enormous  business  market  developing  in  which  many  of  the 
data  networks  that  connect  the  world's  PCs  will  go  vnreless. 
That's  one  reason  big  infrastmcture  players  are  spending  bil- 
lions to  swallow  data-networking  companies,  and  Ollila  may  be 
forced  to  join  the  fray.  As  if  all  that  weren't  enough,  Ollila  al- 
ready is  turning  liis  phones  into  tiny  computers  and  Web 

smfers,  which  is  bump- 
ing him  up  against  some 
of  America's  high-tech 
b|%iisers  in  Silicon  Valley 
aad  Redmond,  Wash. 
Tar  from  fretting  about 
the  futiu'e,  though,  Ollila  pas- 
,4|>nalt-ly  ejnbraces  it.  Sitting 
in  his  summer  cottage  a  few 


months  after  his  spring  plunge,  the  lake  shimmering  bei 
him,  OUila  describes  a  breathtaking  new  dawn  in  the  wLre 
world.  Imagine  all  of  the  infomiation  in  the  world,  he  saysrj 
the  voices,  pictui'es,  movies,  music,  news,  every  item  on  thd 
ternet — all  of  this  available  thi'ough  a  wallet-size  device. 

This  future  isn't  so  far  away.  Ollila  believes  it  will  beg 
Japan  in  about  tliree  years,  when  the  country  finishes  lao 
infrastructure  for  a  new  wireless  technology  wave.  En<] 
and  the  U.  S.  should  come  a  year  or  two  later.  Techies  c; 
the  Third  Generation,  the  fii"st  two  being  analog  and  di  i 
cellular.  The  new  generation  will  be  marked  by  dramati  i 
creases  in  bandwidth.  Wireless  phones  will  send  inform; 
at  up  to  two  megabits  per  second.  That's  40  times  l.i 
than  today's  computer  modems — fast  enough  for  telecore 
encing  on  a  mobile  phone.  Reseai'chers  at  Nokia,  as  well  ai 
competitors,  already  have  most  of  this  technology  in  hai' 

For  the  winners  in  this  market,  the  growth  prospect.- 
potential  rewards  seem  boundless.  Eventually,  radio  o 
bility  will  be  built  into  all  manner  of  household  apj^liare 
That  vrill  let  consumers  set  their  VCRS  fi-om  the  road  ;tni 
able  machines  to  notify  their  manufacturers  of  parts  i 
ures.  Conventional  cell  phones  will  shrink  in  size  and  p 
eventually  becoming  embedded  in  watches  or  earrings.  X 
executives  predict.  At  that  point,  cell  phones  may  well 
number  the  population  in  rich  countries.  Much  of  the  pli  i 
less  developing  world,  meanwhile,  will  leapfrog  the  tiC 


Nokia  is  preparing  for  the  day,  not 
so  far  away,  when  many  of  the  data  networks^ 
that  connect  the  world's  PCs  go  wireless 
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lal  poles  and  wires  and  move  straight  to  cellular, 
tapid  gi'owth  should  about  double  the  worldwide  number 
:ellular  subscribers,  now  equally  divided  among  Europe, 
a,  and  the  Americas,  to  550  million  by  2001,  according  to 
mservative  estimate  from  Dataquest  Inc.  This  benefits  the 
three — Motorola,  Ericsson,  and,  of  coui'se,  Nokia — which 
)  three-quarters  of  the  cellular  market  with  nearly  equal 
res.  Motorola,  though,  is  straggling  to  escape  from  dying 
log,  where  prices  are  collapsing.  And  Ericsson,  while  ful- 
n  stride  with  Nokia  in  digital  sets,  is  far  larger  and  more 
;rse  and  is  burdened  viith  less  profitable  old-line  busi- 
ses.  When  Ericsson  de- 
ed 24%  earnings  gains  on 
/  27,  the  market  compared 


FROM  PAPER  MILLS  TO  CYBERSPACE 


1998  Share  price  doubles 
over  the  first  six  months, 
and  second-quarter  net 
income  soars  65%.  Nokia 
expands  rapidly  in  China. 


lu  Nokia's  fai'  gTeater  sec- 
-quarter  growth  and  drove 
stock  dovm  13%. 
'or  now,  it's  the  Finnish 
ipany  that  is  seducing  in- 
ters. Of  the  three  con- 
lers,  Nokia  has  the  highest 
rating  margins — about  18% 
he  second  quarter — and  is 
most  focused  on  the  boom- 
cellular  market.  The  stock, 
ch  is  traded  in  Helsinki, 
ckholm,  London,  and  New 
k,  already  is  up  130%  tliis  year.  "They  ai-e  executing  ahnost 
'lessly,"  says  Mai'k  McKechnie  of  Nationsbank  Montgomeiy 
urities. 

tut  the  challenges  the  company  faces  ai*e  formidable.  First, 
ne  prices  ai'e  likely  to  head  down — way  down — a  trend  that 
kely  to  spook  cell-phone  stocks.  Even  Nokia  executives  say 
.  in  a  few  yeai's,  knockoffs  of  its  wliizzy  6100  phones,  which 
for  as  much  as  $500  now,  vrill  likely  be  sold  at  Wal-Mart 
res  for  $19.95.  To  keep  fetching  top  dollar  for  its  phones, 
da  must  keep  developing  the  zippiest  featui'es.  Indeed,  it's 
pressure  that's  pusliing  Olhla  toward  Internet  phones. 
ilVERGENCE.  Ollila's  strategy  fits  right  into  the  much- 
yhooed  digital  convergence — the  joining  of  telephones, 
,  computers,  even  kitchen  appliances,  into  brainy  do-it-all 
traptions.  Of  all  these  devices,  the  computer-with-cell- 
ne  is  a  natural.  OUila  will  push  this  vision  aggTessively  in 
U.S. — the  biggest  market  today.  But  he's  also  spreading 
gospel  in  China — the  world's  fastest-growing  market  and 
{ia's  largest — as  well  as  in  Net-obsessed  Japan. 
Vouble  is,  Nokia  isn't  the  only  one  searching  for  a  digital 
Dorado  in  the  fonn  of  convergence.  Wliile  Ollila's  sharp 
nimble  Finns  ambushed  Ericsson  and  Motorola  in  the 
phone  market,  they're  now  converging  right  into  a  Silicon 
ley  traffic  jam.  To  sell  pocket-size  Net  devices,  Ollila  must 
leuver  his  way  among  the  brightest  stars  of  America's 
h-tech  economy,  where  everyone  fi"om  Microsoft  Corp.  to 
m  Corp.  wants  to  own  a  piece  of  the  same  business. 

few  of  them  are  convinced  that  tliis  next  revolution  is 
ig  to  be  conducted  thi-ough  mobile  telephones.  Who's  to  say. 


1865  Engineer  Fredrik  Idestam 
founds  a  paper  mill  that  later 
becomes  Nokia. 

1922  Nokia  neighbor  Finnish  Rubber 
Works,  maker  of  galoshes  and  tires, 
merges  with  power-  and  phone-cable 
maker  Finnish  Cable  Works. 

1967  Nokia  and  the  combined 
Finnish  Rubber  &  Cable  Works  merge 
to  form  Nokia  Group.  Company 
invests  heavily  in  electronics. 

1992  Jorma  Ollila  takes  the  reins  and  focuses  Nokia 
on  telecom.  Boosts  GSM  phone  production. 

1994  Nokia  lists  on  the  New  York  Stock  Exchange. 

1996  Nokia  sells  off  cable  and  color-TV  businesses 
and  grows  in  cellular. 


after  all,  that  mobOe  Web  surfers  won't  use  pahntop  comj^uters 
equipped  with  telephone  chips?  And  there's  always  the  chance 
the  public  will  shrag  at  the  entire  selection  of  these  tiny  de- 
vices. "You  have  to  think  har-d,"  says  Richai-d  Howard,  director 
of  the  wireless  research  lab  at  Lucent  Technologies  Inc.'s  Bell 
Labs.  "Do  you  really  need  full-motion  video  in  a  car  phone?" 

So  despite  his  laid-back  manner,  Ollila  has  no  time  to  catch 
his  breath.  He  must  prepare  Nokia  for  a  metamorphosis. 
Like  a  snake  gi-owing  out  of  its  skin,  the  company  has  to 
emerge  sleek  and  strong  in  the  next  generation,  when  simple 
handsets  are  stocking  stuffers  and  mobile  phones  molt  into 

powerful  new  be-alls. 

Ollila's  tried-and-trae  moti- 
vator is  the  plunge.  In  the 
past,  there  have  been  plenty 
of  crises  around  which  to  rally 
the  team.  Ollila  recalls  them 


with  great  fondness.  But  now, 
Nokia  has  become  synonymous 
with  success,  with  giddy 
growth  and  a  soaring  stock.  It 
even  has  its  name  on  Ameri- 
ca's Nokia  Sugar  Bowl. 

So  how  does  Ollila  conjure 
up  a  sense  of  fear  and  ur- 
gency? For  starters,  on  July 
1,  he  reached  into  Nokia's 
sparkling  glass-and-steel  head- 
quarters on  the  shore  of  the 
Baltic,  took  the  inner  circle  of 
foiu'  fortysomething  Finns  who 
run  the  company's  main  divi- 
sions, and  switched  all  their 


SPREADING  THE  GOSPEL 

In  China,  the  world's  fastest-growing  market  and  Nokia's 
biggest,  bus  ads  promote  its  next-generation  cachet 

jobs.  His  infrastincture  executive,  Matti  Alahuhta,  was  ro- 
tated from  his  customer-schmoozing  position  into  the  mar- 
keting vortex  of  handsets.  Asia-Pacific  chief  Sari  Baldauf 
was  told  to  head  up  infrastractui'e,  as  well  as  development  on 
the  Third  Generation.  Handset  chief  Pekka  Ala-Pietila,  who 
oversaw  the  spectacular  development  of  the  6100s,  became 
vice-chairman,  charged  with  exploring  new  ventures.  Later 
this  year,  Ollila  will  bring  back  his  chief  executive  for  U.  S. 
operations,  Olli-Pekka  Kallasvuo,  to  be  chief  financial  offi- 
cer. In  short,  except  for  Ollila,  every  top  person  at  the  com- 
pany is  getting  ready  for  a  brand-new  job— all  in  the  name  of 
"removing  people  from  theii'  comfort  areas,"  as  Ollila  puts  it. 
Despite  the  upheaval,  Ollila  is  detennined  to  preserve  a 
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The  handset  chief  who  oversaw  development  of  the 
6100  is  now  vice-chairman  in  charge  of  new  ventures 

corporate  culture  in  Helsinki  dominated  by  Finns.  He  jokes 
about  this,  explaining  that  the  best  brains  in  Silicon  Valley, 
London,  or  Hong  Kong  recoil  from  moving  to  icy  Helsinki, 
where  it's  dai'k  all  winter.  The  trick  is  to  give  his  new  recnuts 
autonomy  and  let  them  pursue  their-  careers  in  Nokia's  big 
markets,  where  taxes  are  far  lower  and  the  lakes  thaw  by 
Easter.  But  Ollila  also  believes  that  Nokia  draws  strength 
from  its  understated  collegiality,  which  he  associates  vdth 
the  Finnish  character.  "We  don't  snap  our  suspenders,"  he 
says  in  his  fluent  British  English. 

The  culture  Ollila  struggles  to  preserve  goes  back  a  ways. 
Founded  in  1865  in  a  mill  town  100  miles  north  of  Helsinki, 
Nokia  has  made  just  about  everything  at  one  time  or  anoth- 
er. Many  Finns  still  associate  the  name  with  the  rubber 
snow  boots  they  woi'e  as  children  (table,  page  57).  A  himdred 
years  latei;  Nokia  had  gi'own  into  a  regional  conglomerate. 
GOOD  TIMING.  In  the  mid-'80s,  the  company  made  perhaps  its 
best  acquisition,  landing  a  local  hotshot  from  Citibank  named 
Jorma  Ollila.  The  son  of  an  electrical  engineer  in  Seinajoki  in 
Western  Finland,  Ollila  was  chosen  at  age  17  for  a  scholai-ship 
at  Atlantic  College  in  Wales.  After  returning  to  Helsinki  for 
a  political  science  degree,  he  went  to  the  London  School  of 
Economics  and  then  joined  the  British  headquarters  of 

Citibank.   At   34,  the 
young  father  of  three 
children  moved  to  Nokia. 
He  started  out  in  finance 
but  was  determined  to 
learn  about  industry.  One 
colleague  recalls  the  tall, 
thin    financier  circulating 
through  the  nearly  deserted 


REMOVING  PEOPLE 

FROM  THEIR  COMFORT  AREAS' 

On  July  1,  Ollila  gave  the  inner  circle 
of  forty  something  Finns  who  run  Nokia's 
chief  divisions  new  jobs  to  position  them 
for  the  first  leg  of  the  next  century 


SARS  BALDAUF 

The  former  top  Asia-Pacific  exec  vdll  head  Up 
development  of  Nokia's  Third  Generation  produ;  t; 

headquarters  on  a  Saturday,  introducing  himself  to  the'i 
people  there,  in  his  low-key  way,  as  "the  cashier." 

In  1988,  as  Nokia  was  getting  steamrolled  by  Japanese*; 
American  titans,  management  imdement  a  generational  i\i 
drawing  Ollila  and  a  gi-oup  of  other  thutysomethings  iiitc 
sitions  of  power.  OUila,  then  38,  got  his  fii-st  taste  of  indi , 
heading  the  tiny  cellular-phone  division. 

What  he  learned  fii-ed  up  his  engines.  Eiu'ope  was 
toward  a  digital  standaixl  for  mobile  phones.  This  would  i 
vide  Eui'opean  manufactm-ers  with  a  vast  unified  home  i 
ket.  If  Nokia  could  concentrate  its  resouixes  on  mobile 
munications,  it  could  seize  a  leadership  role. 

Ollila  got  a  chance  to  test  this  plan  in  1992  when; 
board  abruptly  named  the  41-year-old  CEO.  He  claim . 
wasn't  hungiy  for  the  job,  or  even  ready  for  it.  But  he  Yi 
vision  of  Nokia  that  inspired  his  colleagues.  In  short  orde 
pumped  up  research  in  Helsinki  and  Tampere,  100  mile 


Mastery  in  phones  doesn't  guarantee 
success  in  pocket-size  Net  devices,  where  Nokia 
will  have  to  contend  with  palmtop  PCs 


niALAHUHTA 

e  ex-infrastructure  honcho  has  been  given  global 
iponsibility  for  handsets 

north,  and  ever  in  distant  Oulu,  near  the  Arctic  Circle, 
tightened  bonds  with  key  supphers,  building  up  the  U.  S. 
idquarters  in  Fort  Worth,  Tex.,  near  chip  supplier  Texas 
truments  Inc.  At  the  same  time,  he  unloaded  pieces  of  the 
conglomerate,  seUing  off  computers,  cables,  and  TVs. 
ifTLE  CORRECTION.  Ollila's  timing  was  perfect.  As  the  dig- 
phone  standard  called  GSM  took  off  in  Europe,  Nokia 
3  ready  with  easy-to-use  cell  phones,  all  equipped  with  the 
demark  TV-shaped  screen.  The  company  engineered  its 
)nes  so  that  the  same  models,  with  small  variations,  could 
adapted  to  the  varying  frequencies  and  standards  around 
world.  Motorola,  meanwhile,  concentrating  on  the  splin- 
ed  U.S.  market,  was  still  pumping  research  into  analog 
linology.  That  left  Eui'ope  and  the  gi-owing  digital  mai-kets 
f^ia  lai'gely  to  the  two  Scandinavians,  Nokia  and  Encsson. 
Right  on  cue,  mobile-phone  gi'owth  exploded.  Ollila  quick- 
jxpanded  capacity  by  enlisting  parts  suppliers  across  Eu- 
le.  while  barging  into  China  and  Mexico.  Then,  in  late 
15,  Nokia  hit  a  speed  bump.  The  stock  plummeted  by  half, 
1  calls  for  executive  filings  echoed  from  Wall  Street  to 
Isinki.  But  Ollila  resisted  the  pressiu'e.  He  and  his  col- 
gues  chopped  up  responsibility  for  inventory,  logistics, 
1  design,  and  divvied  them  up  by  region.  After  a  few 
nths,  they  had  the  company  back  on  track.  Ollila  now 
ws  the  crisis  as  a  precious  lesson,  vindicating  his  vision  of 
itle  Finnish  management.  "In  that  situation,  a  typical 
lerican  company  would  have  fired  12  people,"  he  says. 
Sitting  in  his  simple  summer  cottage,  a  tennis  book  on  the 
fee  table  and  his  wife,  Liisa,  up  the  lull  hoeing  the  gai'den, 
ila  sometimes  contemplates  retirement.  But  he  has  little 
16  to  indulge  such  fantasies.  Nokia  is  riding  high  on  a 
it  of  new  handsets,  including  the  6100,  the  centerpiece  of  an 
iT  nationwide  campaign.  To  all  other  cell-phone  players  and 
nnabes,  that  makes  Nokia  the  company  to  beat.  Soon, 
;h  Motorola  and  Ericsson  vdll  come  out  with  racy  new 
)ducts  of  their  own.  Ericsson  is  preparing  a  multiband 
orld  phone"  that  should  extend  roaming  across  oceans, 
d  analysts  expect  Motorola's  new  digital  phones  to  grab 
:k  some  share  in  the  U.  S.  market. 

Such  competition  could  erode  some  of  Nokia's  recent  gains, 
t  the  company  thinks  it  can  outnm  rivals  by  doing  what 
ke  Inc.  accomplishes  with  its  sneakers.  Ollila  hopes  to 
■n  one  product  into  dozens  of  niche  offerings,  each  one 


targeted  to  different  moods,  occasions,  and  age  groups.  Al- 
ready Nokia  pumps  out  new  models  eveiy  35  days. 

The  testing  gi-ound  for  this  approach  is  .Japan— home  of.  the 
woiid's  most  gadget-happy  consumers — where  Nokia  launch- 
es many  of  its  niche  systems.  New  ones  include  a  tiny  $950 
steel-encased  phone  that  has  the  look  and  feel  of  the  ever-pop- 
ular Zippo  lighter.  That  one  targets  executives.  For  the  fast- 
growing  mar-ket  of  teenage  girls,  there  ai'e  chameleon  phones: 
By  changing  a  panel,  you  match  the  phone's  color  to  your 
clothes  or  frngemails.  And  for  the  techno  crowd,  Nokia  will 
soon  release  the  second  version  of  its  $995  Communicator,  a 
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OLLI-PEKKAKALLASVUO 

Later  this  year,  Nokia's  No.  1  executive  in  the  U.S.  will 
return  to  Helsinki  to  become  chief  financial  officer 

phone  that  folds  open  into  a  tiny  Web-sui-fing  computer.  It's 
still  painfully  slow,  with  cellular  data  transmission  stuck  at 
9,600  baud.  But  Ollila  is  hoping  that  the  Communicator's 
fleeter,  more  powerful  offspring  will  carry  Nokia  into  the 
Third  Generation. 

To  win  in  this  uncharted  teiritory,  Nokia  and  its  competi- 
tors will  require  more  than  fabulous  cyberphones.  They'll 
need  to  offer  customer's  network  knowhow  in  their  base  sta- 
tions. These  are  the 
transmission  stations, 

costing  from  $75,000   

to  $300,000,  that  ac- 

count  for  35%  of  Nokia's  sales.  Operating  companies  buy 
them  by  the  hundreds  and  scatter  them  through  their  cov- 
ei-age  areas.  For  customers  to  extend  their  data  networks  into 
mobOe  telephones,  as  the  industry  expects,  all  the  players  are 
going  to  have  to  pack  these  stations  with  network  smarts. 

To  pick  up  tliis  expertise,  Nokia  last  December  bought  Ip- 
silon,  a  Silicon  Valley  systems  company,  for  $120  million.  But 
since  then,  its  rivals  have  been  buying  far  bigger  outfits.  In 
June,  Alcatel  Alsthom  snapped  up  dsc  Communications  Corp. 
for  $4.4  billion.  Weeks  later,  Nortel  nabbed  Bay  Networks 
Inc.  in  a  .$9.1  billion  deal.  Analysts  think  Nokia  may  shop  for  a 
big  systems  company  of  its  own.  But  it  is  still  toying  with  de- 
veloping the  expertise  in-house,  according  to  Ala-Pietila. 

Wliile  Nolda,  Ericsson,  and  Motorola  are  all  preparing  to 
battle  one  another  with  Internet  phones  and  intelligent  base 
stations,  they've  been  forced  to  join  forces  on  the  Third  Gen- 
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eration.  Their  worst  nightmai'e:  All  the  new  featiu'es  anive  on 
schedule — on  palmtop  computers  instead  of  cell  phones.  To 
avoid  that  scenario,  in  June  the  three  companies  formed  a 
London  joint  venture  with  British  computer  maker  Psion 

PLC.  The  deal  estab- 
lishes a  common  soft- 
war'e  platfomi — Psion's 
operating  system — for 
the  coming  generation  of  mobile  Net  devices. 

In  linking  up  with  tiny  Psion,  OUila  and  his  competitor  jilt- 
ed none  other  than  William  H.  Gates  III.  Earlier  in  the  year, 
the  Microsoft  chairman  toured  Europe,  plugging  Microsoft's 
Windows  CE  software  for  Thu'd  Generation  machines.  He 
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lost  out.  His  software,  phonemakers  complained,  . 
wi'enched  fi-om  the  PC  and  not  created  for  next-generjc 
machines.  Gates's  loss,  though,  means  that  cellular  \)]n< 
could  eventually  be  battling  a  slew  of  Microsoft-powrt 
handheld  devices  in  the  same  mobile  market. 

Ollila  claims  not  to  be  wonied.  "The  market  vrill  In] 
enough  for  all  of  us,"  he  says.  But  don't  misread  the  , 
He's  plenty  competitive:  He  can  recite  the  exact  ages  > 
two  sons  when  they  finally  beat  him  in  tennis.  When  it  r 
time  to  plunge,  Ollila  is  extreme — a  man  of  fire  an.; 
leading  Nokia  into  cyberspace. 

By  Stephen  Baker  in  Helsinki,  with  Roger  0.  Crocki 
Chicago  and  Neil  Gross  in  New  York 


THE  BEST  WIRELESS  PHONE  ON  THE  MARKET' 


In  the  spring  of  1996,  a  tense  team 
of  Nokia  Corp.  researchers  gath- 
ered in  Salo,  an  industrial  subiu'b 
of  Helsinki.  Their  charter:  to  create  a 
new  "icon"  among  cell  phones — some- 
thing jazzy,  like  the  Apple  Computer 
Inc.'s  first  Macintosh.  The  marketing 
division  presented  a  wish  list  of 
grueling  specs:  featheiy  weight,  long 
battery  life,  and  whizzy  new  features 
to  attract  techies.  Then 
came  the  cHncher:  It  was  to 
be  unveiled  in  Beijing  in 
November,  1997— just  20 
months  away.  "We  knew 
that  time  was  oui-  enemy," 
says  program  manager 
Arto  Kiema. 

What  they  came  up  with 
is  Nokia's  6100  series — 
powerful,  4.5-ounce  phones 
about  the  size  and  shape  of 
a  slim  pack  of  cigarettes. 
•The  phones  debuted  on 
schedule  in  China — a  major 
gi'owth  market  for  cell 
phones.  Since  then,  con- 
sumers from  Sydney  to 
Seville  have  snapped  up  an 
estimated  3  million  units. 
The  phones  are  now  fea- 
tured in  AT&T's  nationwide 
U.  S.  promotion,  helping 
Nokia  steal  market  share 
from  leaders  Motorola  Inc.  and  L.  M. 
Ericsson. 

The  saga  of  the  6100  sets  new 
standards  for  conquering  high-tech 
markets.  Developers  began  with  a 
simple  precept:  Fii'st.  to  save  money 
and  time,  they  recycled  everything 
from  complex  decoding  software  to 
ring  menus  from  earlier,  2100  series 
phones.  For  panache,  they  added 
new  features.  But  they  confined  the 
innovations  to  things  that  wouldn't 
tax  the  battery,  such  as  simple 
computer  games,  an  alarm  clock, 
and  an  infrared  modem  for  down- 


loading E-mail  from  data  networks. 

Most  important,  Nokia  listened  to 
key  customers.  The  Finns  went 
straight  to  big  service  providers, 
such  as  AT&T,  which  buys  thousands 
of  cell  phones  and  resells  them  in 
subscription  packages.  Such 
providers  want  their  customers  to  be 
able  to  communicate  across  frequen- 
cy bands  used  by  different  formats, 

/     /     f  ^ 


BREAKTHROUGH 

Research  at  Nokia's  Finnish  labs  slashed  power 
consumption  in  tiny  phones-which  won  over  AT&T 


such  as  analog  and  digital  cellular 
and  PCS.  They  also  want  phones 
switched  on  for  as  many  hoiu's  as 
possible  to  maximize  the  number  of 
calls  received. 

Since  Hthium-ion  cell-phone  batter- 
ies are  the  standai'd,  Nokia  concen- 
trated on  ratcheting  down  power  con- 
sumption in  the  handset.  For  help,  it 
enhsted  Texas  Instruments  Inc.  The 
Dallas-based  chip  giant  came  up  with 
]jroprietary  power-saving  circuits  that 
bi'ought  Nokia's  handsets  ft"om  six 
volts — the  standard  for  digital 
phones — down  to  tliree.  Nokia  then 


scrambled  to  redesign  other  comjxi- 
nents  to  run  on  less  power. 

The  most  arduous  job  Nokia  face 
was  customizing  the  phone  for  evi  r 
major  market.  Developers  built  in 
rudimentaiy  voice-recognition  for 
Asia,  where  keyboai'ds  are  problem 
atic,  and  raised  the  ring  volume  so 
the  phone  could  be  heard  on  crowd( 
Asian  streets.  A  bigger  challenge 
was  building  in  extra  re- 
ceivers so  the  regional 
models  could  handle  all  t\ 
different  formats:  gsm  dig 
tal  in  Europe  and  much  o 
Asia  and  one  analog  and 
two  digital  modes  for  the 
splintered  U.  S.  market. 
"To  work  through  all  the 
protocols  was  painful,"  sa 
Kiema.  "Sometimes  they'i 
in  conflict." 

WINDOW.  As  the  phone  b< 
gan  to  take  shape  in  the 
summer  of  1997,  AT&T  was 
looking  for  a  new  model  t 
anchor  its  nationwide  pro 
gi'am.  It  was  Nokia's  gold 
en  opportunity — and  poini 
of  peak  anxiety.  Rivals 
were  ready  with  their 
phones;  Nokia  was  not. 
The  Finns  showed  AT&T  a 
test  version  of  the  zippy 
new  model,  whose  batteries  manag( 
a  full  week  of  standby  time,  and  pe 
suaded  AT&T  to  wait.  Three  months 
into  the  rollout,  Nokia's  only  proble 
was  ramping  up  production  quickly 
enough  at  its  Fort  Worth  plant. 
"This  is  the  best  wireless  phone  on 
the  market,  bar  none,"  gushes  Dani 
Hesse,  ceo  of  at&t  Wireless. 

Now,  Nokia's  team  in  Salo  is  tiy- 
ing  to  squeeze  more  phone  into  eve; 
smaller  packages.  With  the  right 
partners  and  a  fu-e  in  the  belly,  it's 
only  a  matter  of  time. 

By  Stephen  Baker  in  Helsin, 
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COMMENTARY 


By  Roger  O.  Crockett 

MOTOROU:  SLOW  AND  STEADY  ISN'T  WINNING  ANY  RAGES 


In  moments  of  uncer- 
tainty, Motorola 
Chief  Executive 
Christopher  B.  Galvin 
often  seeks  counsel 
from  members  of  his 
board,  including  his 
father  and  former  ceo, 
Robert  W.  Galvin.  The 
senior  Galvin  is  always 
ready  with  this  advice: 
Regardless  of  how  dif- 
ficult things  appear  to 
be,  the  issues  are  solv 
able  if  you  stick  to  the 
fundamentals. 

If  only  the  funda- 
mentals would  stand 
still.  With  each  passinu 
quarter,  it  seems,  Mo- 
torola finds  it  harder 
muster  the  velocity 
that  today's  digital 
mai-kets  demand.  And 
now,  Galvin's  turn- 
ai'ound  plan  seems  cau- 
tious and  out  of  step 
compared  with  the  bold 
and  swift  gestures  of 
his  rivals.  Although  he 
expects  the  company  to 
return  to  profitability 
by  the  fourth  quarter, 
Galvin  insists:  "It  wiU  take  some 
time,  a  year  or  two,  to  work  om-  way 
through  all  the  issues." 
PLATITUDES.  Trouble  is,  Galvin  needs 
results  today.  In  cell  phones,  the 
company  is  losing  share  to  competi- 
tors Nokia  Coii3.  and  L.  M.  Ericsson. 
It's  seriously  late  with  the  next  gen- 
eration of  phones.  And  the  chip  pic- 
ture is  even  gloomier  Galvin  thinks 
he  can  stanch  losses  in  his  flounder- 
ing semiconductor  unit  by  farming 
production  out  to  contractors.  But  to 
do  that,  he'll  have  to  quickly  sign 


Cover  Story 


some  contracts.  Says  Don  Warkentin, 
CEO  of  Motorola  customer  Aerial 
Communications  Inc.:  "Others  do 
tend  to  move  faster  than  they  do." 

Since  assuming  the  top  post  in 
January,  1997,  the  48-year-old  Galvin 
has  made  several  moves  that  look 
right — on  paper  (table,  page  64).  He 
has  announced  cost-cutting  goals  and 
a  companywide  restioictm-ing.  He  has 


"NO  ORTHODOXY- 
CEO  Galvin  says  Motorola  isn't  bound  by  "the  old  way."  Yet 
investors  are  wary:  The  stock  is  off  40%  in  the  past  year 


consummated  some  high-powered 
partnerships  and  promised  to  speed 
up  product  development. 

But,  for  all  that,  Galvin  remains 
vague  and  offers  little  more  than 
platitudes  on  the  key  issue:  Can  Mo- 
torola get  its  execution  act  together? 
"The  majority  of  the  company  is  exe- 
cuting very  well,"  he  maintains.  "A 
lot  of  people  say,  'Why  don't  you 
have  this  one  version  of  a  phone?' 
That  doesn't  mean  the  rest  of  the 
company  isn't  executing  superbly." 

If  it  is  executing  superbly,  the  evi- 
dence isn't  visible.  Instead,  the  com- 
pany's performance  has  been  erratic, 
which  has  tried  Wall  Street's  pa- 
tience. Motoi-ola's  stock  has  cratered 
40%  diuing  the  past  year  and  now 
hovers  at  .$51  per  share.  "Manage- 
ment credibility  has  becojne  an  is- 
sue," says  Susan  Flischel,  cliief  in- 
vestment officer  for  the  equities 
division  of  Countiyvdde  Investments 
Inc.,  an  institutional  investor  holding 
about  2.5,000  shares.  "There's  a  ques- 
tion as  to  whether  they  can  turn 
things  around." 


Motorola  remains  fa 
behind  on  the  digital 
curve  with  rivals  beat- 
ing it  to  the  punch.  Or 
July  21,  for  example, 
the  company  unveiled 
an  impressive  lineup  o 
cell  phones.  Yet  the 
most  popular  models- 
phones  that  handle  bo1 
analog  calls  and  digital 
calls  at  two  radio  fre- 
quencies— won't  be 
ready  by  Christmas, 
when  40%  of  all  cell 
phones  are  sold.  "That 
late — big-time  late," 
says  Jane  Zweig,  senic 
vice-president  for  wire 
less  telecom  consultant 
Herschel  Shosteck  As- 
sociates Ltd. 

Galvin  admits  to 
missing  the  move  to 
digital  phones  in  the 
U.  S.  He  says  the  re- 
cent reorganization  of 
the  company's  commun 
cations  businesses  will 
help  it  get  new  phones 
out  faster  "We've 
brought  the  entire  con 
munications  business  t 
gether  so  we  can  reprioritize  the  in 
vestment  to  make  sure  it  goes  on 
those  propositions  the  marketplace 
says  are  most  important.  We  beHev( 
that  will  solve  the  problem." 
WIRELESS  LINKS.  But  Motorola  has 
bigger'  problem  still.  It  seems  to  be 
making  the  same  mistake  it  made 
when  it  introduced  its  hot  StarTAC  i 
January,  1996:  pricing  the  new 
phones  so  high  they'll  never  reach 
the  masses.  Motorola's  new  slim 
V-sernes  phone  will  retail  for  $500  o: 
less,  according  to  Merle  L.  Gilmore, 
president  of  Motorola's  newly  consol 
dated  communications  enterprise. 
The  average  selling  price  for  digital 
phones  in  the  U.  S.  is  .$150  to  $200, 
Zweig  says.  "Is  there  enough  value 
in  this  cute,  new  little  phone?"  Zwe: 
wonders. 

Motorola's  idea  of  value  is  expect 
ed  to  emerge  fr'om  the  company's  re 
cent  acquisition  of  Starfish  Software 
Silicon  Valley  specialists  in  linking 
data  between  mobile  devices  and 
computers.  Thanks  to  Starfish,  Mo- 
tor'ola  says,  phones  released  within 
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the  next  18  months  will 
store  addresses,  tele- 
phone numbers,  and 
other  data,  just  like 
3Com  Corp.'s  Palm  or- 
ganizer. And  the  soft- 
ware makes  it  possible 
to  update  a  list  on  your 
phone  and  have  it  auto- 
matically update  similar 
hsts  in  your  office  or 
home  PC — all  over  a 
wireless  channel. 

But  if  the  future  is 
in  software,  does  Mo- 
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torola  need  to  be  in  the 


GALVIN'S  FIX-IT  PLAN  FOR  MOTOROU 

NEW  PRODUCTS  AND  MARKETS  A  new  lineup  of  digital 
phones  and  pagers  due  out  this  fall  and  winter  will  give 
Motorola  a  chance  to  gain  lost  ground  in  key  wireless  markets, 
especially  in  the  U.S.  The  company  also  is  betting  on  contro- 
versial investments  in  emerging  industries,  such 'as  satellite 
communications  and  cable  modems. 

REORGANIZATION  By  consolidating  autonomous  communi- 
cations divisions,  such  as  cellular  phones  and  two-way 
radios,  under  one  umbrella,  Motorola  hopes  to  better  share 
resources  and  respond  more  quickly  to  customers.  The  semi- 
conductor business  is  undergoing  a  similar  streamlining. 

COST  CUTTING  Plans  to  slash  annual  manufactur- 
ing costs  by  4%,  or  $750  million,  and  lay  off 
15,000  workers — mcluding  plant  closings  in  the 
semiconductor  and  paging  operations  overseas — are  expected 


The  area  in  the  i  < 
urgent  need  of  rep;ui 
the  semiconductor  div 
sion.  Beset  by  soft  de 
mand  and  pricing  pre: 
sure  in  Asia,  the 
company's  chip  busine; 
has  flattened,  slipping 
from  $8.5  billion  in  sas 
in  1995  to  $8  biUioii  ii 
1997.  But  Galvin  hasn; 
been  quick  to  trim  fat 
Despite  a  semiconducr 
reorganization,  Motni'i 
still  has  one  of  the 
broadest  chip  portfoli( 
in  the  business  with 
about  40,000  different 
chips.  The  goal  is  to  i- 
duce  that  by  50%  wit;i 


business  of  making  eel-      ^0  boost  profits  by  m id- 1 999.   ^^^^  ^^^^^j^^ 


lular  handsets?  Cur 
rently.  Motorola's  slice 
of  key  U.  S.  cellular 
mai'kets,  such  as  tdma 
and  CDMA,  languishes 
near  single  digits — well 
below  the  double-digit 
shares  of  Nokia  and 
Qualcomm  Inc.  And  the  market  is 
about  to  get  a  lot  tougher  as  nimble 
competitors  such  as  Samsung  Elec- 
tronics Co.  rash  in. 

Indeed,  Motorola  may  have  fallen 
so  far  behind  rivals  offering  whizzier 
featui'es  that  manufactuiing  cellular- 
phone  handsets  could  be  a  commodity 
game  that  the  company  can't  win.  A 
solution:  focus  on  designing  handsets 
and  cutting-edge  chips  that  power 
smart  phones,  but  let  others  build  the 
handsets.  The  company  already  does 
some  outsourcing  in  Korea,  where 
Pantech  Co.  builds  a  Motorola  phone. 
Extending  that  strategy  would  cut 
costs  and  speed  up  the  delivery  of 
new  products.  Says  Bob  Egan,  direc- 


ACQUISITIONS  AND  PARTNERSHIPS  Long  committed  to 
developing  technology  internally,  Motorola  is  now  willing  to 
partner  with  rivals  and  acquire  companies  with  superior  tech- 
nological expertise.  Its  recent  purchase  of  Starfish  Software, 
which  develops  wireless  software,  was  the  11th  key  alliance 
consummated  since  January. 
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tor  for  wii'eless  research  at  consultant 
Gailner  Group  Inc.:  "They  need  to 
get  the  heck  out  of  spending  lots  of 
development  money  on  handsets." 
Galvin  isn't  i-uling  out  such  a  possibili- 
ty, but  no  change  is  imminent. 
FLAT  CHIPS.  Motorola  also  needs  a 
strategy  to  build  a  more  competitive 
cellular-infrastiTicture  business.  For 
years,  the  company  has  been  ham- 
pered by  not  having  its  own  switch, 
the  big  computer  that  directs  cellular 
calls.  Worse,  future  wireless  net- 
works will  be  based  on  fast  routers 
that  converge  data  with  voice  traffic, 
a  narrowing  but  still  big  gap  in  Mo- 
torola's portfolio.  Yet  Galvin  has  let 
rivals  beat  him  in  the  race  to  acquire 
this  kind  of  networking  expertise. 
Nortel  Northern  Telecom  Ltd.  re- 
cently bought  Bay  Networks,  a 
company  that  specializes  in  high- 
capacity  routers.  Motorola  has  yet 
to  make  a  similar  move.  The  furthest 
Galvin  has  gone  is  to  discuss  al- 
liances with  networking  powerhouses 
Cisco  Systems  Inc.  and  3Com. 


Still,  Galvin  needs  i 
do  more  to  beat  Luce 
Technologies  Inc.  and 
IBM,  both  of  which  ai'( 
r-unning  profitable  mi- 
croprocessor segment 

  even  in  an  industry 

dovraturn.  The  out- 
sourcing solution  applies  here,  too. 
Motorola  could  design  its  chips  but 
let  other  manufactm-ers  build  then 
By  farming  out  production  of  non- 
core  chips,  the  company  could  slasl 
semiconductor  capital  expenditures 
and  depreciation  expenses,  both  no 
more  than  $1  billion  and  the  highe: 
of  any  Motorola  sector 

Galvin  says  he  continues  to  eval 
ate  which  of  Motorola's  older  plant 
to  shutter  Over  time,  he  says,  the 
company  will  blend  in-house  produ 
tion  with  outsourcing.  "When  you'i 
in  renewal,  like  we  are,"  he  says, 
"there  should  be  no  orthodoxy  thai 
holds  you  to  the  old  way."  Market- 
place to  Galvin:  The  new  way  neec 
to  arrive  fast. 

Crockett  covers  Mutm-: 
from  Cliii-ii 


See  Galvin  interview  at 
www.businessweek.com. 


Handsets?  Forget  making  them. 
Motorola  should  farm  out  production 
and  focus  on  high-margin  software 
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Finance 


MARKETS 


THE  21st  CENTURY 
STOCK  MARKET 

Ready  or  not,  floorless  trading  systems  are  here 


Amid  the  clutter  of  multicolored 
paper  slips  and  the  din  of  traders, 
tens  of  billions  of  dollars'  worth 
of  shares  noisily  change  hands  in 
a  typical  day  at  the  New  York  Stock 
Exchange.  A  veritable  army  of  6,000 
floor  brokers,  specialists,  computer 
technicians,  and  miscellaneous  clerks  is 
required  to  keep  the  vast  trading  floor 
limning  smoothly. 

Away  from  the  exchange  floor,  how- 
ever, a  revolution  in  trading  secmities  is 
under  way  that  directly  challenges  the 
Big  Board  and  other  exchanges.  A  flui-- 


ry  of  new  trading 
mechanisms  is  about 
to  transform  today's 
largely  antiquated  ex- 
changes into  21st  cen- 
tury cybermarkets — 
floorless,  global,  and 
highly  automated. 
The  process  is  taking 
shape  with  a  burst  of 
activity  that  is  sur- 
prising even  the  most 
jaded  experts.  Says 
Robert  M.  Greber, 
chauTnan  of  the  Pacif- 
ic Exchange:  "The 
changes  of  the  past 
few  months  are  so 
dramatic  as  to  be 
unbelievable." 

Perhaps  most  no- 
table is  OptiMai-k,  de- 
vised by  market  vet- 
eran William  A. 
Lupien  and  defense 
industry  consultant 
John  T.  Rickard.  It's 
backed  by  several 
well-heeled  investors, 
including  Goldman, 
Sachs  &  Co.,  other 
major  investment 
banks,  and  Dow  Jones 
&  Co.,  which  owns 
15%.  The  system  fea- 
tures a  supercomput- 


ASSETS  IN  ONLINE 
ACCOUNTS  ARE  BOOMING... 
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ABILLIONS  OF  DOLLARS 
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...AND  EXCHANGE  SEAT 
PRICES  ARE  PLUNGING 

•  New  York  Stock  Exchange 
seats  are  now  valued  at  $1.35 
million,  down  32%  from  a 
record  high  $2  million  in 
February. 

•  Chicago  Board  of  Trade  seats 
are  valued  at  $410,000,  down 
52%  from  $857,000  record 
high  in  1997. 

•  Chicago  Mercantile  Exchange 
seats  are  valued  at  $330,000, 
down  64%  from  $925,000 
record  high  in  1994. 

DATA;  EXCHANGE  REPORTS 


er  that  conducts  highly  so- 
phisticated courtships  between 
buyers  and  sellers  in  cyber- 
space, arranging  matches  in  \ 
nanoseconds,  without  layers  of  \ 
floor  middlemen.  It  will  begin 
trading  nyse  stocks  in  October  on 
the  Pacific  Exchange  and  next  year  on 
the  screen-based  nasdaq  stock  market, 
which  predominantly  trades  high-tech 
issues. 

OptiMark's  imminent  unveiling  is 
only  a  small  part  of  the  whirlwind  of 
activity.  The  last  few  months  have  seen 
a  spate  of  mergers  and 
alliances,  with  many 
exchanges  either  shut- 
ting down  floors  in  fa- 
vor of  faster  and 
cheaper  screen-based 
systems  or  considering 
such  a  move.  A 
sampler: 

■  NASDAQ  is  planning 
to  put  its  network  on 
the  Internet. 

■  Chicago's  futures  ex- 
changes are  debating 
when,  not  if,  to  close 
then*  venerable  trading 
pits. 

■  MATIF,  the  Paris 
futures  exchange, 
shuttered  its  pits  eight 
weeks  after  introduc- 
ing screen-based 
trading. 

■  London's  futures  ex- 
change agreed  to  put 
some  contracts  onhne 
after  losing  one  of  its 
biggest  to  Germany's 
electronic  exchange. 

■  Cantor  Fitzgerald  & 
Co.  is  seeking  approval 
to  trade  U.  S.  Treasury 
bond  futures  online. 

■  The  American  Stock 
Exchange's  acquisition 
in  June  by  the  Nation- 


al  Associa-    "^"^  j 
tion  of  Secu-         '  ' 
rities  Dealers 
set  off  other  com- 
binations, including  the  merger 
Pacific  Exchange  and  the  Clf 
Board  Options  Exchange,  whu 
now  exploring  screen-based  n\ 
trading. 

■  The  NYSE  is  considering  linkin^'A' 
exchanges  in  Canada  and  Latin  An 
ca  and  has  opened  talks  with  tin  ' 
Bourse.  NASDAQ's  parent  is  ha\  in- 
ilar  talks  with  Frankfurt  and  Lm 

■  The  Securities  &  Exchange  ( Di 
sion,  in  a  reversal,  has  proposed  ) 
alternative  trading  systems  opr; 
with  minimal  oversight.  "Now,  ourDS 
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Green  light:  SEC 
Chairman  Levitt  says 
that  "now  our  basic 
philosophy  is  to  get 
out  of  the  way" 


)sophy  is  to  get  out  of  the  way, 
e  still  providing  investor  protec- 
"  says  Chairman  Aithur  Levitt  Jr. 
s  cybermarkets  emerge,  they  could 
!  profound  effects  on  every  Ameri- 
with  assets  in  the  stock  market, 
y  publicly  traded  company,  every 
rities  industry  employee,  and  count- 
investors.  Electronic  trading  will 
i  transform  overseas  markets.  The 
I  iges  they  bring  will  be  both  dis- 
1  ive  and  liberating. 
I  Ithough  the  future  is  far  fi-om  clear 
i  tricky  questions  of  global  regulation 
]  investor  protection  remain  to  be 
J  id,  the  outlines  of  the  21st  century's 
I  rities  markets  are  becoming  evi- 
i  .  Exchange  floors  will  be  little  more 


than  showy  fron- 
tispieces. Ex- 
changes won't  be 
run  for  the  benefit 
of  a  membership 
cartel  because 
there  will  be  no 
seats.  Instead, 
they  will  be  run 
like  a  business  and 
may  even  be  pub- 
licly traded.  With 
the  advent  of  elec- 
tronic trading  sys- 
tems, there  will  be 
more  choice  among 
trading  methods. 
Exchanges  will  be 
integi'ated  globally 
through  high-speed 
data  Hues  and 
satellite  uplinks. 
Many  markets  will 
simply  migrate  to 
the  Internet.  "One 
has  to  question 
whether  we  need 
exchanges  in  their 
ciuTent  form,"  says 
brmer  SEC  com- 
missioner Steven 
M.  H.  Wallman. 
v  'Why  maintain  a 
•  tioor  for  what  is  es- 
sentially an  electronic  business?" 

Most  large  companies  will  list  their 
shares  globally  and  trade  round  the 
clock.  The  cost  of  raising  capital  could 
decline  as  the  Internet  makes  it  easier 
to  distribute  shares  of  initial  public  of- 
ferings and  as  more  investors  pile  into 
the  market.  For  investors,  the  risk  of 
default  will  be  reduced  by  instanta- 
neous settlement  of  trades  instead  of 
the  cm-rent  three  days.  In  a  few  years, 
it  will  be  as  easy  and  cheap  to  buy  ibm 
from  Budapest  as  it  is  from  New  York. 

Ah-eady,  the  nasd  is  looking  to  move 
NASDAQ  into  cyberspace  despite  inade- 
quate secui'ity  and  huge  problems  with 
the  Internet's  limits  on  capacity.  "I  have 
no  doubt  that  investors  will  trade 


NASDAQ  stocks  over  the  Internet  in  a 
few  years,"  declares  nasd  President 
Richard  G.  Ketchum. 

The  NYSE  is  also  investing  in  new 
technologies,  but  they  will  be  gi'afted 
onto  a  process  that  involves  lots  of  real 
people.  "Our  customers  want  a  broker 
and  not  a  mailbox  to  receive  then-  order 
and  see  that  it  gets  executed,"  says 
NYSE  Chairman  Richai'd  A.  Grasso.  Still, 
he  warns  his  members  that  "the  real 
challenge  is  to  define  their  relevance 
in  a  world  of  technology." 
CONTROL  FREAKS.  Why  the  rapid-fii'e 
changes,  and  why  now?  A  big  factor  is 
the  Internet,  which  has  attracted 
droves  of  novice  investors  and  created 
an  entirely  new  industry  of  online  bro- 
kers. In  1996,  there  were  only  1.5  mil- 
hon  online  brokerage  accounts.  That 
number  is  expected  to  explode  to  5.3 
million  by  the  end  of  1998.  Such  ac- 
counts are  now  responsible  for  25%  of 
all  retail  trades.  By  2002,  there  will  be 
14.4  million  online  accounts,  with  $688 
billion  in  assets,  reckons  FoiTester  Re- 
search Inc.  analyst  Michael  Gazala. 

Already,  74  Internet  brokers  offer 
quick  trades,  real-time  quotes,  access 
to  reseai'ch,  and  even  portions  of  ipos — 
at  rock-bottom  prices.  But  investors 
are  clamoring  for  access  to  markets  be- 
yond national  borders  and  more  con- 
trol over  their  orders.  They  don't  just 
want  to  place  their  orders  through  an 
electronic  broker,  they  want  to  access 
markets  online.  "It  gives  me  more  con- 
fidence when  I  can  place  an  order  and 
see  it  reflected  immediately  in  Nasdaq's 
[buy  and  sell]  quotes,"  says  Timothy 
E.  Brog,  a  New  York-based  small-busi- 
ness consultant. 

The  nasd  recently  gave  its  blessing 
to  market  makei-s  who  want  to  provide 
pension  and  mutual  fimds  with  dii-ect  ac- 
cess to  NASDAQ.  Market  makers  are  pro- 
fessional traders  who  put  theii'  own  cap- 
ital behind  then-  buy  and  sell  quotes  on 
the  NASDAQ  system.  Retail  investors  can 
already  do  the  same  tlu'ough  Datek  On- 
line, whose  Island  ti'ading  system  lets 
investors  place  orders  du-ectly  into  the 
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NASDAcj  system.  "Millidus  of  people  will 
be  nejjoLiating  the  price  of  seciuities,  and 
not  just  a  few  powei-ful  NASDAQ  mai'ket- 
makers  or  New  Yoi-k  specialists,"  says 
Jeffi-ey  A.  Citron,  the  27-yeai-old  chau-- 
man  of  Datek  Online  Holdings  Corp. 
(Datek  Online  has  ilisassociated  itself 
from  Datek  Securities,  some  of  whose 
founders  are  under  SKC  investigation.) 

As  cybermarkets  evolve,  Wall  Sti'eet 
firms  will  have  to  make  big  adjust- 
ments. Some  jobs  will  be  lo.st,  especial- 
ly among  floor  brokers.  Full-sei-vice  bro- 
kers who  work  out  of  branch  offices 
will  have  to  shift  their  revenue  base 
from  transactions  to  advice.  "Brokers 
must  leani  to  add  value  by  giving  their 
customers  more  personalized  advice  and 
relying  less  on  transaction  fees,"  says 
SEC  Chairman  Levitt.  "The  firms  that 
don't  recognize  that  are  going  to  be 
out  of  business." 
HARD  TRUTH.  Some  investment 
banks  will  distribute  under- 
writing deals  such  as  iFos 
through  online  auctions, 
which  will  make  distribution 
faster  and  cheaper — but 
may  also  entice  new  rivals 
to  offer  lower  fees  to  issuing 
companies.  "The  changes 
that  will  hit  us  over  the 
next  10  years  will  be  pro- 
found," says  John  W.  Bach- 
mann,  managing  partner  of 
St.  Louis-based  Edward 
Jones,  whose  4,200  invest- 
ment advisers  cater  to  the 
retail  market.  "The  Inter- 
net will  reveal  that  lots  of 
what  we  think  are  value- 
added  services  are  really 
commodities." 

Cybermarkets  also  could  have  impli- 
cations for  major  financial  centers,  since 
their  economies  could  be  at  risk  if  se- 
curities firms  stop  concentrating  in  big 
cities  where  current  markets  are  locat- 
ed. "With  the  globalization  of  markets 
and  the  trend  toward  electronic  trading, 
traders  and  investors  can  move  their 
trades  anyplace  in  the  world,"  says 
Brooksley  Born,  chairwoman  of  the 
Commodity  Futures  Trading  Commis- 
sion. "Their  location  in  a  financial  center 
becomes  less  significant."  Nasdaq's  data 
center  operates  out  of  an  unprepos- 
sessing building  in  a  Trimibull  (Conn.) 
business  pai'k. 

The  online  onslaught  already  is 
driving  down  the  value  of  exchange 
seats  (chart).  Seat  prices  in  New  York 
have  plummeted  82%,  fi'om  a  record 


THE  CYBERMARKET  ERA 

Exchanges  are  consolidating  worldwide.The  National  Association  of  Securities 
Dealers,  parent  of  the  NASDAQ  Stock  Market,  kicks  off  the  trend  in  June,  me 
ing  with  the  American  Stock  Exchange.  Amex  acquires  the  Philadelphia  Stock 
Exchange.  NASD  enters  discussions  with  Germany's  Deutsche  Borse,  which  is 
planning  a  pan-European  alliance  with  the  London  Stock  Exchange. 

Floors  are  shutting  down  and  screens  are  moving  in.  NASDAQ  explores  putt 
its  network  on  the  Internet  and  begins  automating  Amex's  auction  floor.  The  P 
cific  Exchange  plans  to  close  two  stock-trading  floors.  Screen-based  alternative 
markets  gain  ground.  OptiMark's  trading  system,  the  most  sophisticated  yet,  is 
begin  trading  NYSE  stocks  in  October.  MATIF,  the  Paris  futures  exchange,  cios 
its  pits  eight  weeks  after  introducing  screens. 

Regulators  are  encouraging  cybermarkets.  The  Securities  &  Exchange  Comr 
sion  sets  off  a  trading  revolution  with  1997  order-handling  rules  requiring 
dealers  to  display  customer  orders  on  the  NASDAQ  screen.  The  SEC  propo:^ 
lettmg  Bntam's  Tradepomt  Financial  Networks  place  its  terminals,  which  tif 
directly  to  London  Stock  Exchange,  in  the  U.S. 

Investors  are  going  online  in  droves 

The  new  electronic  brokerage  industr 
projected  to  have  5.3  million  cus- 
tomer accounts  by  end  of  year, 
sets  available  for  transactions  ii 
f^«aa£»   online  accounts:  $233  billion. 
J^/"^   'A  Online  brokers  are  moving  up- 
I    stream  by  converting  Web  site;:^ 
li^tis^^^    financial-services  portals.  Some 
fer  customers  direct  access  to 
exchanges.  | 

DATA:  BUSINESS  WEEK  I 

vest  at  least  $100,000  can  get  at 
to  it.  This  fall,  they  will  be  able  tea 
trading  orders  dii'ectly  to  the  nyseIs 
or  the  NASDAQ  network,  commiso 
free.  But  Merrill  will  not  compete'! 
discount  brokers,  insists  Vice-Chairi 
John  L.  "Launny"  Steffens.  "Execiio 
may  be  commoditized,  but  advice^ 
V   X        never  be,"  he  says. 
\/V      HUMAN  TOUCH.  The  market  ren;,i- 
ary  to  $1.35  million,  while  a    X       \.    puts  the  NYSE's  Grasso  in  a  il(  i 
CBOT  seat's  value  has  plunged  ^  position.  Although  the  nysk  i^.: 

52%  from  a  year  ago.  Online  biggest  exchange,  it's  in  danger  dc 

brokers'  commissions  also  have  coming  the  most  costly.  Neither  ( i 

been  cut  to  shreds,  averaging  under     nor  his  members  are  techno] ili 
$16  a  trade,  down  from  almost  $53  in 
1996. 

Large  secui'ities  firms  aren't  yet  ful- 
ly embracing  the  Intemet.  Instead,  they 
are  gingerly  testing  the  waters. 
"They're  being  conservative  out  of  fear 
they'll  cannibalize  their  existing  bro- 
kers," says  Piper  Jaffray  Inc.  analyst 
Stephen  Franco. 

With  more  than  14,000  brokers  work- 
ing out  of  701  branch  offices,  Merrill 
Lynch  &  Co.  isn't  shy  about  moving  its 
services  online,  but  onlv  clients  who  in- 


million  in  Febru- 


They've  spent  $1  billion  since  19|  ■ 


speed  up  delivery  of  orders  to  the  I 
But  they  insist  that  only  humanta 
perform  the  complex  alchemy  invi.'< 
in  matching  buyers  and  sellers. 

And  Grasso's  open-mindedness  '. 
goes  so  far.  He  refuses  to  let  Opti 
use  an  existing  network,  the  Intel  a 
ket  Ti'ading  System,  to  gain  acce 
the  NYSE's  order  flow,  its  is  a  dataif 
work  created  by  Congress  in  19 
connect  the  nyse  to  the  seven  <hi 
U.  S.  exchanges.  If  OptiMark's  ole: 


NASDAQ  plans  to  move  its  network  to  the  Intemet 
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In  1997,  NEC  registered  more  patents 
than  ail  but  two  of  tlie  top  250  technology 
and  manufacturing  companies. 


You  never  know  what  NEC  will  come  up  with  next.  That's  because  we're  at  the  heart  of  developments  in  the  integrated  tech- 
nologies of  multimedia:  The  computers  and  Internet  servers  that  can  make  web  storefronts  and  other  virtual  companies  possible. 
The  communications  systems  and  imaging  devices  that  enable  second-graders  in  Mexico 
to  share  lessons  with  classmates  in  London,  The  semiconductors  that  tell  your  bank  in 
Iowa  how  many  lire  you  just  withdrew  from  a  cash  machine  in  Milan. 

And  we're  developing  a  whole  new  generation  of  display  technologies  that  can  bnng 
fossils  or  other  objects  to  life  by  surrounding  them  with  3D  text  and  graphics.  Discover 
the  world  of  multimedia.  Because  it's  your  world.  And  NEC  multimedia  can  help  you  run  it. 

WWW.neC.com     1.800.338. 9549     -..nirce  1997  Registered  U  S  Patents  -  U  S  P.jleni  and  Trademark  Office 


just  imagine 
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Soon,  it'll  be  as  easy  to  buy  IBM  in  Budapest  as  New  Yoi 


can't  interact  with  the  NYSE's,  it  may 
never  attract  enough  investors  to  get 
its  system  up  and  running.  As  Grasso 
sees  it,  OptiMark  shouldn't  be  able  to 
piggyback  off  his  exchange's  business. 

OptiMai'k's  Lupien  figui-es  Grasso  has 
to  resist  because  of  the  makeup  of  the 
NYSE's  membership:  Of  1,428  members, 
479  are  floor  specialists  and  365  are  in- 
dependent floor  brokers. 
"Our  system  threatens 
more  than  half  the  vot- 
ing membership,"  says 
Lupien.  "It's  no  wonder 
they're  fighting." 

Unable  to  resolve  their 
dispute,  the  warring  par- 
ties have  tossed  the  ball 
to  the  SEC,  which  is  seek- 
ing industry  comment  on 
why  it  shouldn't  let  Opti- 
Mark get  the  access  it 
wants.  Most  industry  ob- 
servers believe  Grasso  is 
less  concerned  about 
OptiMark  than  the  precc 
dent  it  would  set.  If  0\> 
tiMark  is  allowed  to  use 
ITS,  other  alternative 
trading  systems  might 
pile  through  the  door. 
Datek's  Citron  admits  hi 
would  be  among  them. 
"Dick  Grasso  has  lined  up 
his  tanks  against  us,"  he 
says  with  a  scornful 
laugh.  "And  he  should." 

The  online  revolution 
will  create  winners  and 
losers,  but  most  experts 
believe  retail  investore  will 
be  among  the  winners.  Gregor  S.  Bailai; 
nasd's  chief  information  officer,  envi- 
sions a  day — perhaps  just  a  few  years 
away — when  retail  investors  will  use 
personalized  stock  mai'kets  to  help  man- 
age their  portfolios.  Using  advanced 
software,  investors  will  seek  out-  the 
securities  that  they  want  for  their  port- 
folios as  well  as  the  exchange  that  of- 
fers the  cheapest  execution  and  the  in- 
vestor's preferred  trading  method, 
Bailar  says.  It  might  be  an  online  auc- 
tion for  shareholders  who  want  to  trade 
directly  with  each  other,  or  it  might  be 
NASDAQ's  dealer  market  or  a  link  to  tlie 
Euromarket.  Nasdaq  plans  to  offer 
them  all.  "We'll  become  an  Internet 
portal  site,  offering  a  market  of  mar- 
kets," says  Bailar. 

While  retail  investors  will  have  more 
control  over  their  orders,  institutional 
investors  will  continue  to  drive  the  mar- 


kets. And  new  trading  systems  such  as 
OptiMark  could  make  their  jobs  a  lot 
easier,  says  Peter  Jenkins,  who  most 
weeks  handles  8  million  shares  as  head 
of  global  ti'ading  for  fund  manager 
Scudder  Kemper  Investments  Inc.  Op- 
tiMark's  supercomputer  lets  a  portfo- 
lio manager  who  wishes  to  sell  500,000 
shares  of  General  Electric  Co.,  for  ex- 


PIONEERS:  OptiMark's  Lupien  ami  Rickard  devised  a  computer- 
ized system  that  matches  bjiyers  and  sellers  in  nanoseconds 


ample,  put  in  an  order  to  sell  at  the 
market  price  of  $150,  but  indicate  a 
willingness  to  shave  off  a  quarter-point, 
to  $149)^,  if  the  whole  lot  could  be  un- 
loaded at  once.  Likevdse,  the  system 
would  find  a  buyer  who  wants  ge 
shares,  but  not  at  the  market  price. 
Because  of  its  ability  to  tease  out 
trades  that  othei-wise  would  remain  hid- 
den— and  to  do  so  anonymously — Jenk- 
ins expects  volume  to  skyrocket. 

Cuirently,  large  institutional  tradei-s 
play  a  cat-and-mouse  game  with  orders. 
They  can't  afford  to  show  a  large  order 
or  the  market  will  move  against  them. 
But  nor  can  they  afford  to  wait  too  long 
to  pounce  or  they  won't  get  the  shares 
their  portfolio  managers  need  at  the 
prices  they  want.  If  the  cost  of  delays 
and  missed  trades  can  be  reduced,  says 
Jenkins,  the  cost  of  trading  wiU  di'op  and 
investor  returns  will  improve.  "This  is 


really  very  exciting,"  says  Jen 
"There's  nothing  else  like  it  out  the 
But  some  view  the  cyber-market 
olution  more  with  trepidation  thai 
citement.  At  the  Paris  futures 
change,  Marche  a  Terme  Internati( 
de  France  (matif),  officials  bega 
experiment  with  screen-based  tn 
last  .Apiil  with  the  thought  that,  ai 
year  or  so,  the  mai 
would  decide  wh( 
screens  or  open  o\ 
were  superior  Withii 
weeks,  the  market  p 
electronic  trading- 
now  some  100  matif 
ployees  and  600  flooi 
kers  are  out  of  a 
"They  want  us  to  1 
electronically,  [but] 
not  the  same  profess 
says  Eric  Boutigny 
of  matif's  top  tra 
"Tliis  way  of  life  is  f 
ing.  I  have  to  loo) 
other  work."  All  reo 
generous  sevei'ance 
ages  for  up  to  two  ji 
salary  and  an  addit 
18  months'  unemploy 
allowance.  "We  did  t 
the  French  way,"  Si 
matif  official.  "Wh 
happens  to  Chicago, 
will  be  a  massacre." 
"OMENS."  That  possi 
was   not   lost  on 
Chicago  futui'es  mai 
with  their  10,000  tr 
and    140,000  addit 
workers.    The  Ch 
Board  of  Trade,  for  example,  is  fi 
cally  preparing  its  electronic  excl 
in  the  face  of  new  competition 
broker  Cantor  Fitzgerald,  whi 
seeking  cftc  approval  to  trade 
Ti'easury  bond  futures  online. 
not  going  to  be  like  Julius  Caesa 
ignore  the  omens,"  declares  cbot 
Patrick  H.  Ai'bor.  "We  will  defenjo" 
mai'ket  shai'e."  Indeed,  the  cbot's  la 
on  July  28  voted  to  allow  eh  1 1 
trading  alongside  open  outcry,  .-i; 
Sept.  28.  First,  though,  the  cm '  \ 
convince  its  members,  many  nt 
oppose  letting  screens  in.  The  ' 
Born  declines  to  indicate  whelli 
will  grant  permission  to  Canti  i 
says  there  is  nothing  in  her  aui 
mandate  that  allows  her  to  stiip 
technologies  to  protect  jobs. 

What  Arbor  and  other  LaSallr 
mavens  fear  most  is  that  whi!i'  ' 
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0  OF  THE  TOP  100  BANKS  WORLDWIDE  INVEST  IN  OUR 
CHNOLOGY.  WHERE  ARE  YOU  PUTTING  YOUR  MONEY? 


Sybase  has  the  information 
technology  you  need  to  bring 
together  different  infornnation 
systenns  and  computing  platforms 
into  one  powerful  solution. 
So  everyone  in  the  organization 
has  the  information  they  need, 
when  and  where  they  need  it. 

Our  technology  is  used  at: 

•  70%  of  the  world's  top  banks 

•  Stocl<  markets  from  Tokyo 
to  New  York 

•  19  of  the  top  25  US  Life/ 
Health  Insurers 

We're  helping  them  develop 
applications  for  things  such  as: 

•  Sales  Force  Automation 

•  Global  Risk  Management 

•  Electronic  Commerce/Internet 

For  more  information  about  how 
we  could  put  together  a  solution  for 
your  business,  visit  www.sybase.com 
or  call  1-800-8-SYBASE  (Ref.  CPBU2). 


i  Sybase 

/  iV  f  (.)  «  M  A  r  I  U  N    A  iV  Y  W  HERE. 


1  Sybase,  Inc  All  righls  reserved.  All  Irademarks  are  the  properly  of  their 
respecltve  owners,  Photomosaic'  Rob  Silvers  v^ww,photomosaic.com 
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The  bull  market  may  be  hiding  potential  flaws 


are  concentrating  on  beating  their  local 
competitors,  Europe's  exchanges  are 
plotting  an  invasion.  Germany's 
Deutsche  Borse  now  has  17  member 
Anns  with  terminals  on  U.  S.  traders' 
desks.  Deutsche  Borse  and  others  are 
doing  limited  trading  in  German  gov- 
ernment bond  futures  and  are  seeking 
regulatory  permission  to  expand  the 
program.  That  could 
siphon  away  significant 
market  share.  Europe's 
equity  exchanges  are  also 
a  threat  to  American 
ones.  They  have 
leapfrogged  the  nyse  and 
NASDAQ,  according  to 
Douglas  M.  Atkin,  chief 
executive  of  Instinet  In- 
ternational, because  they 
began  closing  floors  and 
automating  10  years  ago. 

Take  the  highly  ad- 
vanced Stockholm  Stock 
Exchange,  the  fii'st  to  go 
public  and  to  give  mem- 
ber firms  remote  access. 
Stockholm-based  om 
Gruppen,  which  owns  the 
exchange,  also  owns  Swe- 
den's derivatives  and 
commodities  mai'kets  and 
has  joined  forces  with 
Denmark's  bourse.  "This 
is  just  the  first  step  in 
oui'  ambitions  to  create  a 
Nordic  trading  platform," 
says  CEO  Lars  Bredin. 
The  Swedish  exchange  is  WRITING  ON 
discussing  an  alhance  with 
Finland  and  Norway  and  has  begun 
selling  its  off-the-shelf  trading  technol- 
ogy to  exchanges  in  Australia  and  else- 
where. If  the  SEC  allowed  it,  the  ex- 
change would  have  its  system  installed 
on  U.  S.  brokers'  terminals  tomorrow. 
INVESTOR  POWER.  The  SEC  isn't  quite 
I'eady  to  let  that  happen,  but  cleai'ly  it's 
in  the  mood  to  experiment.  For  years, 
the  regulatory  agency  was  a  bulwark 
against  market  restnacturing.  Levitt  is 
giving  the  gi-een  light  to  new  systems 
as  long  as  they  comply  with  the  in- 
vestor-protection and  antifraud  rules. 
Even  more  far-reaching,  the  sec  last 
year  required  nasdaq  market  makers 
and  electronic  systems  to  display  cus- 
tomer orders  in  the  main  xasdaq 
network. 

Almost  overnight,  Nasdaq  became 
more  open  and  understandable.  Liquid- 
ity, or  the  measure  of  how  easy  or  dif- 
ficult it  is  to  trade  a  stock,  increased. 


And  the  gap  between  buy  and  sell  or- 
ders shrank,  transferring  $25  billion 
fi'om  na.sdaq  dealers  to  investors.  "The 
single  most  fundamental  change  to  the 
equity  mai'kets  in  the  last  20  years  has 
been  the  SEC's  order-handHng  mles," 
declares  Datek's  Citron. 

However,  regulators  can't  rest  yet. 
For  global  markets  to  become  a  reality, 


THE  WALL:  NASD's  Ketchum  predicts  Net 


they  must  coordinate  investor-protec- 
tion and  antifraud  regimes,  which  vary 
gi'eatly  by  country.  The  sec,  for  ex- 
ample, insists  that  only  foreign  securi- 
ties registered  with  the  agency  may 
be  sold  in  the  U.  S.  And  to  register, 
foreign  companies  must  comply  with 
American  accounting  standards,  which 
are  stricter  than  most  countries'  and 
have  the  effect  of  lowering  profits. 
Grasso  and  others  are  lobbying  Levitt 
to  accept  less  strict  international  i-ules, 
but  so  far  those  efforts  are  in  vain. 
Says  Levitt:  "I'm  absolutely  dead  set 
against  diminishing  the  quality  of  any 
of  our  accounting  standards." 

Even  the  sec's  best  and  brightest 
aren't  sui'e  where  the  revolution  in  cy- 
beiTnarkets  is  headed,  and  the  hidden 
dangers  wony  them.  OptiMai'k,  for  one, 
has  its  disadvantages.  Orders  sent  to 
the  supercomputer  ai'en't  displayed  any- 
where, and  that  could  deprive  the  mar- 


kets of  crucial  information.  If  cb 
markets  cause  the  disappearance  f 
termediaries — the  nyse  floor  brii 
who  interact  with  the  specialisttw 
match  the  trades,  or  the  nasdaq n 
ket  makers  who  commit  theii-  nw  i 
ital — markets  could  be  hurt. 
MISSING  BUFFER  ZONE.  This  is  e>i  >. 
tine  if  the  bull  market  suddeiil.\ 
beaiish.  In  a  down 
"the  need  for  iiitei 
aries  to  provide  liq 
becomes  pai'amoimt,?, 
John  N.  Tognino,  chi' 
ecutive  of  the  ff( 
Ti'aders  Assn.  "Yd 
hide  a  multitude  m 
in  a  buU  mai-ket."  Ai 
line   traders,  mai 
them  new  to  tin 
market,  could  be  i 
ing  shai'es  that  1;;. 
most  of  their  valu 
can't  be  unload  t  i 
now,  studies  sh' 
online  traders  are  u 
below-market  rate.- 
turn.  This  may  In' 
penmg  because  il 
trading  too  mueli. 
cheap  and  easy,  i'l 
button,  and  off  it 
says  Menill  Lyiu  ' 
fens.  "The  ability 
for  the  sake  of 
doesn't  product 
results." 

And  there  ar: 
trades  sooti   than  a  few  nu 

While  many  excha:  ^ 
shutting  down  their  floors,  the  ' 
looking  for  a  new  building  so  i"  • 
most  triple  floor  size,  to  lOO.OOo  - 
feet.  Even  the  na,sd  is  hedging  n  - 
"I  don't  think  floors  will  disap 
says  Amex  President  Thomas  V. 
Jr.  Next  year,  Amex  will  have  ai 
tronic  order  deliveiy  system.  In 
exchange  won't  be  closing  dow 
floor  or  getting  rid  of  its  floor  - 
ists,  Ryan  insists. 

Still,  technology'  has  opened  up 
dant  new  opportunities  for  com] 
that  sell  secuiities  and  investi  r 
buy  them.  Just  exactly  w^here  tlus  ; 
of  remarkable  change  sweeping  le 
nancial  markets  is  going  is  uncleal 
few     doubt     the  momentun 
unstoppable. 

By  Paula  Dwyer  in  Wasin 
with  Andrew  Osterland  in  ('> 
Kerry  Capell  iji  London,  and  > 
Reier  in  Paris 
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location,  location,  location.  With  all  our  different  offices, 
)e  need  a  choice  of  color  printers,  ^ 


Irish  Szego 
Broker 

ERA,  Elite  Group 
Realtors 


Not  every  office  needs  the  same  thing  in  a  color  printer.  Which  is  why  we 

CREATED  THE  LEXMARK  OpTRA™  COLOR  FAMILY  OF  PRINTERS.   FOR  THOSE  WHO  WANT  TO  PRINT  FAST, 
WE  CAN  PRINT  UP  TO  12  COLOR  PAGES  A  MINUTE.  AND  IF  YOU  WANT  TO  PRINT  WIDE,  WE  CAN  DO 
THAT,  TOO.  All  AT  A  RESOLUTION  OF  1200  DPI  QUALITY,  WITH  FEATURES  THAT  MAKE  HOOK-UP  AND 
NETWORKING  EASY.  AT  PRICES  AS  LOW  AS  $449.*  THE  FACT  IS,  WE'vE  GOT  A  PRINTER  TO  FIT  YOUR 
BUDGET,  YOUR  PEOPLE,  YOUR  NEEDS.  EXACTLY. 

You  TOLD  US  YOU  WANT  TO  PRINT  QUICKLY,  CLEARLY,  EASILY  AND  INEXPENSIVELY  -  JUST  AS 
YOU  DO  IN  BLACK  &  WHITE,  WiTH  THE  BRILLIANCE  OF  VIVID  COLOR.   So  OUR  OPTRA  COLOR  FAMILY 
DOES  JUST  THAT  CALL  l-SOO-LEXMARK  (I-8OO-539-6275)  OR  VISIT  US  AT  WWW.LEXMARK.COM/s/ 
TO  LOCATE  A  COMPETITIVE  COMPARISON.  EXACTLY  WHAT  YOU  WANT...IN  PRINT 


Lexm^krk 


■  Color  J 200 


'1998  Lexmark  International,  Inc.  All  rights  reserved  'Estimated  street  price.  Pnces  may  vary  Lexmark,  Lexmark  with  diamond  design,  and  Optra  are  trademarks 
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INVESTIGATIONS 


MONEY  UUNDERING 
ON  WALL  STREET? 

The  FBI  says  Aleks  Paul  was  a  conduit  for  shady  brokers 


By  all  outward  appearances,  Aleks 
Paul  embodies  the  American 
di'eam.  His  nickname  is  Russian — 
"Losha" — but  he  came  to  the 
U.  S.  from  Israel,  not  the  former  Soviet 
Union.  In  his  11  years  nmning  a  jewel- 
ry business  out  of  a  tiny  booth  in  Man- 
hattan's 47th  Street  Diamond  District, 
the  40-year-old  Paul  accumulated  all  the 
trappings  of  upper-middle-class  solidity, 
from  a  two-yeai-old  Mercedes-Benz  to  a 
modest  home  in  the  prosperous  Long 
Island  suburb  of  Kings  Point. 

But  there  is  a  dark  side  to  Aleks 
Paul — or  at  least,  so  says  the  fbi  in 


ill 


court  papers  filed  under  seal  in  the  U.  S. 
District  Court  in  Manhattan.  On  July 
17,  Paul  was  quietly  arrested  by  feder- 
al agents  and  charged  with  violating 
federal  currency  reporting  laws.  As  al- 
leged by  an  FBI  agent  in  the  sealed 
criminal  complaint  against  Paul,  a  copy 
of  which  was  obtained  by  business 
WEEK,  Paul  is  accused  of  having  a  side- 
line involving  not  gemstones  but  rather 
the  fool's  gold  of  Wall  Street — fraudulent 
micro-cap  stocks. 

According  to  the  federal  complaint, 
the  obscure  jeweler  led  a  double  life. 
He  allegedly  used  his  wholesale  jewehy 
business  to  act  as  a  money-laundering 
sei-vice  for  micro-cap  "chop  houses"  that 
rip  off  investors.  As  detailed  in  the  com- 
plaint, Paul  helped  crooked  brokers  who 
had  transferred  the  proceeds  from 
stock  scams  to  offshore  accounts — pre- 
sumably to  avoid  taxation  and  regula- 
tory scmtiny.  Paul  allegedly  got  their 
money  back  home  in  a  way  designed  to 
kee])  the  feds  unaware.  In  a  brief  tele- 
phone interview,  Paul  called  the  fbi's 
allegations  "all  lies."  His  attorney,  Ben- 
jamin Brafman,  says  that  the  charges 
will  be  vigorously  fought  and  that  he 
expects  they'll  "ultimately  prove  to  be 
baseless."  He  said  that  Paul  has  plead- 
ed not  guilty  and  was  released  on 
$300,000  bail. 

Cross-border  money  transfers,  al- 
most invaiiably  in  contravention  of  fed- 
eral money-laundering  statutes,  are 
crucial  in  the  world  of  stock  swindlers 
luit  ai-e  hard  to  track  down  by  law  en- 
forcement. Still,  they  have  been  de- 


scribed as  widespread  by  chop-hi' 
brokers  and  traders  (BW — Dc 
What  the  feds  usually  lack  is  insii. 
guide  prosecutors,  and  then  ,1 
thi-ough  the  web  of  deals.  In  this  ca; 
seems,  the  feds  stnick  gold.  Thf  > 
three  cooperating  witnesses,  tw 
whom,  described  but  not  named  ii ,. 
complaint,  have  already  pleaded  giii 
to  money  laundering  and  other  cha/" 

Apparently  the  feds  and  theii  " 
erators"  will  be  busy  in  the  weel,~ 
months  ahead.  People  famihar  will , 
inquiry  say  that  fuither  aiTests  ;u  ( 
pected  imminently,  and  that  tlir  , 
as-yet-unpublicized  investigation  is 
tinuing.  According  to  those  familiar 
the  fii"ms  involved,  investigators 
been  seeking  details  of  possible 
volvement  of  Russian  and  Italian 
nized  ciime  gi'oups,  though  no  such 
nections  are  alleged  in  the  complai 
RARE  GLIMPSE.  Even  the  limited  d< 
described  in  the  complaint  ensnare 
of  the  most  important  names  in  the 
er  reaches  of  the  micro-cap  woi 
State  Street  Capital  Markets  (reft 
to  in  the  fbi  affidavit  by  its  foi 
name,  Wliite  Rock  Partners)  as  w( 
First  Metropolitan  Securities  and  ( 
al  Equities  Group.  State  Street, 
later  changed  its  name  again  to 
Capital  Markets,  and  First  Metro 
tan  ai'e  named  in  the  fbi  affidavit, 
al  is  not,  but  its  filings  at  the  Nat 
Association  of  Securities  Dealers 
Paul  as  "ovraer"  of  that  finn.  The 
fii-ms  are  now  defunct.  Calls  to 
former  top  officers  were  not  retur 

The  one-count  federal  comp 
against  Paul  gives  a  rare,  det 
glimpse  into  the  mechanics  of  an  all 
"chop  house"  money-laundeiing  sch 
As  detailed  in  the  complaint,  the 
got  wind  of  the  scheme  in  August, 
when  a  person  identified  only  as  "C 
dential  Soui'ce  One" — evidently  a  V 
Rock  Partners  officer — approachec 
FBI.  According  to  this  fbi  soui-ce,  th 
foranant's  associates  at  White  Rock 
"making  payments  to  stockbroker'^ 
induce  the  br"oker"s  to  aggi'essively  rd 
mote  the  stock  of  certain  companie. ! 
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W  became  the  category  leader  by  inventing  the  category.  How  could 
they  stay  on  top?  Better  access  to  critical  information  would  certainly  help.  So  we  helped 
them  build  a  Virtual  District  Manager  system.  In  less  than  3  months,  regional  managers  were 
generating  daily  store  performance  reports,  reviewing  resumes  and  setting  up  new  employees 
on  the  system  (a  big  thing  for  a  company  growing  as  quickly  as  they  are).  What  made  it 
possible?  Netscape  Directory  Server  and  Enterprise  Server  software.  Today  there's  no  telling 
what  business  will  break  away  from  the  competition  with  a  Netscape  solution.  Learn  more 
with  a  free  information  packet-call  800-945-9361  or  visit  home.netscape.com/breakaway/hd 


31998  Netscape  Communications  Corpofation.  Netscape  and  the  Netscape 
Netscape  Difeaory  Server  and  Enterprise  Server  are  also  Netscape  trademarlts.7 


larlts  of  Netscape  Corporation, 
id  trademark  of  Home  Depot,  Inc. 


«u»eas«7  — f- 


50u«h«m  District  at  Mn 


Vicittion  e( 

l«  U.i.C.   I  JTX 


The  Paul  case  has  ensnared  some 
of  the  most  important  names  in 
the  netherworld  of  micro-caps, 
including  State  Street  Capital 


viol.,.:  .5?^^  *o  offerj,  ,a,,~  ??"  .-?fS'5«^  i»S; 


eth«  to  e«ir  ri  *rv^"«r«t»  ud  iar..  t^Xlfv™  xiwwlooly  did 
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PAUL'S  ADDRESS  IN  THE  DIAMOND  DISTRICT  AND  THE  FBI  COMPLAINT 


principals  owned  stock  in  to  raise  the 
stock's  market  price."  According  to  the 
confidential  informant.  Paul  "assisted 
the  principals  of  WTiite  Rock" — none  of 
whom  ai'e  identified  in  the  complaint — to 
hide  the  profits  fi'om  regulators. 

The  fii'st  leg  of  the  scheme,  the  FBI 
maintains,  began  when  principals  of 
WTiite  Rock  opened  accounts  in  Em-ope 
and  the  Caribbean  and  "transfeired  the 
proceeds  of  theii"  seciu"ities  trading  into 
these  accounts."  The  fimds  were  then  al- 
legedly transferred  to  accoimts  in  Is- 
rael and  S\ritzerland  controlled  by  Patil. 
When  the  money  annved  in  the  Israeli 
and  Sv\iss  accounts,  the  FBI  affidavit 
continues.  Paul  transfeired  an  eciuiva- 
lent  amount  of  cash  fi-om  his  47th  Street 
jewelry  business  to  the  principals  of 
WTiite  "Rock— in  batches  of  S200.000  to 
8:300,000  at  a  time.  Since  the  cash  did 
not  go  directly  from  the  offshore  ac- 
counts to  the  WTiite  Rock  principals, 
the  FBI  alleged.  Paul  was  able  to  avoid 
federal  requirements  that  banks  file 
"cuiTency  transaction  reports"  identifj-- 
ing  the  souix-e  of  the  cash.  Paul's  fee.  ac- 
cording to  the  FBI.  was  a  tidy  piece 
of  the  action — hit. 

According  to  the  participant- 
turned-infoiTTier.  who  say- 
he  traveled  to  Eiu-ope  to 
set  up  the  accounts  there, 
this  scheme  was  used  in 
199.5  to  enrich  White 
Rock's  principals  in  the 
initial  public  offering  of 
an    obscure  Corona 
(N.Y.)  constniction 
company  called  U.  S. 
Bridge  of  X.  Y.  Inc.  The 


informant  told  the  FBI.  the  affidavit 
notes,  that  principals  of  White  Rock 
"paid  stockbrokers  to  aggi-essively  pro- 
mote U.  S.  Bridge  stock."  The  White 
Rock  principals  cashed  in  theii-  stock  at 
inflated  prices.  Paul  is  quoted  as  sa\ing 
this  past  Febmaiy  that  the  White  Rock 
principals  "had  about  .S7  milhon  in  pro- 
ceeds of  stock  deals  ovei-seas" — a  refer- 
ence, apparently,  to  other  stock  deals 
as  well  as  U.  S.  Bridge.  That  companj^s 
president,  .Joseph  Polito.  vigorously  de- 
nied knowledge  of  the  wrongdoing  al- 
leged in  the  FBI  affidaxit.  The  fii-m  re- 
cently changed  its  name  to  USA  Bridge 
Constraction  of  Xew  York.  The  stock, 
which  traded  at  .SU  in  late  1996,  has 
fallen  below  Si. 

RESILIENT  SCHEMES.  A  "Confidential 
Sotu'ce  Two"  materialized  for  the  FBI  in 
November,  1997.  According  to  the  FBI 
affida\it,  this  person  has  pleaded  guilty 
to  appai'ently  tim'elated  charges  of  pos- 
session of  forged  secm-ities  and  inter- 
state transportation  of  stolen  property. 
"CS2,"  as  the  FBI  calls  liim,  taped  liimself 
last  December  at  a  meeting  with  a  per- 
son described  only  as  "co-conspii*- 
ator  one."  This  pei-son's  name  and 
brokerage  affihation  ai-e  not  dis- 
closed in  the  affidaxit,  but  the 
affida\it  says  he  met  the  fbi 
infoiTnant  at  the  Manhattan 
offices  of  Fh^st  Metropohtan 
Securities — a  recently  de- 
funct brokerage  that  has 
been  the  .subject  of  a  series  of 
regulatoiy  actions  and  investor 
complaints.  According  to  the  FBI, 
"co-conspirator  one"  had  about  S3.8 
million  in  overseas  accounts  fi-om  stock 


deals  that  he  wanted  to  bring  int- 
U.  S. 

The  FBI  seized  the  opportunit\j 
sented  by  this  wad  of  offshore  :i 
At  the  dii-ection  of  the  FBI.  accordj 
the  affidavit,  its  informant  conv|c 
about  -SI  million  in  overseas  funda 
cash  for  "co-conspirator  one"  and 
ilarly  shadowy  "co-conspirator  t 
also  apparently  fi-om  First  Meti 
tan — and  other  unnamed  person 
this  took  place  between  .Januar 
April.  1998,  the  FBI  maintains. 

If  nothing  else,  the  Paul  prose 
is  notable  for  something  not  men 
in  the  affidavit:  the  resihency  of 
stock  schemes.  State  Street/WTiite 
is  no  longer  in  business,  but  its  f 
president,  John  Doukas,  can  be 
at  AIBC  Investment  Services'  New 
office— Suite  4047  at  One  Worid 
Center.  And  that  just  happens 
the  foi-mer  offices  of  State  Street. 
Metropolitan  is  no  longer  in  buj 
But  a  call  to  the  old  office  phone 
ber  of  its  foi-mer  chaii-man.  Sal\ 
Mon-eale.  is  answered  at  his  n€ 
fices — LCT  Capital  Management.  TI 
men  did  not  retui-n  calls. 

Like  AIBC,  LCP  was  the  subjec 
recent  "sweep"  by  state  regulators 
eral  of  whom  have  sought  pen 
against  lcp.  notes  Alabama  sea 
commissioner  Joseph  Borg,  who  hi 
ed  against  both  firms.  Usually,  th( 
cipals  of  chop  houses  have  been  a 
shrug  off  regulaton,'  attacks.  Bui 
the  feds  targeting  their  al]-imp( 
cross-border  money  spigot,  therreia 
ing  to  get  hit  where  it  really  hiir 
By  Gary  Weiss  in  A 
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side  Wall  Street 


GENE  G.  MARCIAL 

9RE  CALLERS  DIAL 
WEST'S  NUMBER 

ephen  Dalton,  head  of  First  Capital 
iroup,  thinks  he  has  spotted  an  up- 
coming prize  in  telecom  gear  and 
ices,  a  fast-growing  field.  His  pick: 
!st  Communications  International 
it),  the  fourth-largest  long-distance 
ier  serving  retail  and  wholesale 
amers. 

t  is  dwarfed  only  by  WorldCom," 
Dalton,  who  manages  assets  of 
i  than  $1  billion.  Dalton's  record  in 
ng  mispriced  stocks  has  beaten  the 
cet  indexes.  In  the  first  half  of  1998, 
^•oup,  a  unit  of  First  Union,  posted 
5  of  22.7%,  vs.  17.7%  for  the  Stan- 
&  Poor's  500-stock  index, 
alton  says  Qwest  is  well  fixed  to 
advantage  of  changes  in  the  indus- 
including  growing  demand  for  in- 
ied  bandwidth  capacity  and  Inter- 
elated  services.  Qwest,  which  got  a 
report  in  this  column  in  late  Feb- 
ruary, when  it 
was  trading  at 
split-adjusted  36, 
has  risen  to  40M 
by  July  28.  Qwest 
is  "still  little  un- 
derstood" and  de- 
serves a  higher 
valuation,  says 
Dalton.  He  ex- 
pects the  stock 
will  hit  60  in  a 
^1  -  year. 
.^F^J'  Certain  ana- 

'ON:  Qwest  is  lysts  are  also  high 
;  e  understood"  on  Qwest.  Neither 
j  ~  the    merger  of 

I  and  British  Telecom  nor  Bell  At- 
f  ;'s  purchase  of  gte  has  dampened 
f  enthusiasm.  Those  deals  "highlight 
P  rahie  of  Qwest,  with  its  state-of- 
|!  rt,  U.  S.  long-haul  network,  and 
1^  g  back  office  systems,"  says  Blake 
1   of  Lehman  Brothers.  Qwest  is 
'  ing  an  18,440-mile  fiber-optic  net- 
scheduled  for  completion  by  mid- 
Rath  figui'es  Qwest  will  post  eam- 
it  .^S^?  a  share  in  1999,  vs.  an 
aied  loss  of  lU  in  1998. 
lalyst  William  Vogel  of  Nations- 
'     Montgomery  Securities  says 
!  ;t  will  "continue  to  do  well,"  part- 
I  cause  it's  the  only  company  with  a 
'  ork  in  place  for  "data  Internet 
'  )col  connectivity."  And  it  is  likely. 


he  adds,  that  Qwest  will  also  "enter 
into  a  partnership  with  a  European 
communications  company  over  the  next 
few  weeks."  Qwest  spokesman  Steven 
Jacobsen  says  the  company  is  aggres- 
sively evaluating  its  options  in  Europe. 


IS  SAFEWAY 
WOOING  KROGER? 

The  buzz  may  not  have  reached  the 
deli  counter,  but  talk  at  Kroger  (kr) 
supermarkets  is  all  about  the  stock, 
which  has  been 


PAYING  MORE 
AT  THE  CHECKOUT 


JAN,  2,  '98 
A  DOLLARS 
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hitting  new  highs. 
Kroger  shares 
have  chmbed  33% 
so  far  this  year, 
and  are  now  at 
48 — ^just  off  the 
peak  of  50, 
reached  on  July 
21,  1998.  What's 
going  on?  Apart 
from  better  earn- 
ings, renewed 
takeover  whispers 
have  fueled  inter- 
est in  Kroger, 
says  Elaine  Hahn, 
president  of  Hahn 
Capital  Management  in  San  Francis- 
co, whose  track  record  in  bagging 
takeovers  has  been  good.  In  1997,  half 
of  Hahn's  12  core  stocks  ended  up  be- 
ing acquired. 

Kroger,  which  operates  1,400  super- 
markets and  815  convenience  stores  in 
the  Midwest  and  South,  may  be  the 
target,  says  Hahn,  of  Safeway,  with 
1,360  stores  in  the  U.S.  and  Canada. 
Hahn  says  Safeway  has  built  up  a  $2 
billion  cash  hoard  for  a  new  acquisition. 

A  big  part  of  Safeway's  growth  has 
come  from  acquiring  other  grocery 
chains.  "The  fit  between  Kroger  and 
Safeway  in  terms  of  strategy  and  man- 
agement style  is  almost  perfect,"  says 
Hahn.  She  notes  that  both  focus  on 
improving  operating  profit  margins 
through  cost-cutting  and  through  rais- 
ing prices  in  high-margin  superstores. 
And  the  locations  of  their  stores  mesh 
well:  Safeway's  strongholds  are  the 
West,  Southwest,  and  Mid-Atlantic  re- 
gions. Analysts  expect  Kroger  to  earn 
$1.97  a  shai-e  in  1998  and  $2.30  in  1999, 
vs.  last  year's  $1.65. 

Should  Kroger  decide  to  stay  inde- 
pendent, it  could  make  an  acquisition 
of  its  own,  as  has  been  rumored  in 
the  past.  But  Hahn  says  it's  more  like- 
ly that  it  will  strike  a  friendly  merger 


deal  with  Safeway.  Hahn  figures  that 
in  a  buyout,  Kroger  would  fetch  $15.4 
billion,  or  60  a  share.  Safeway  has  a 
market  value  of  $21.7  billion,  vs. 
Kroger's  $12.6  billion.  A  spokesman 
says  Kroger  doesn't  comment  on 
rumors.  A  Safeway  spokeswoman 
wouldn't  comment  on  the  company's 
acquisition  plans. 

ALL  BUTTONED  UP 
AT  BURLINGTON 

Burlington  Coat  Factory  (bcf)  isn't 
exactly  retaUing's  Rodney  Danger- 
field — who  gets  no  respect.  Burlington's 
stock  has  gained  43%  this  year,  fi'om 
16  to  23  a  share.  But  Bemar-d  Sosnick  of 
Genesis  Merchant  Group  says  Burling- 
ton is  underpriced,  compared  with  bet- 
ter-knovm  peers:  Over  the  past  seven 
years,  its  earnings  have  risen  at  an  an- 
nual rate  of  14.3% — faster  than  rivals. 

Burlington,  which  has  254  stores  and 
sales  of  nearly  $2  billion,  "is  creating  a 
new  image"  as  it  diversifies  without  giv- 
ing up  dominance  in  outerwear,  says 
Sosnick.  Nordstrom  earnings  have  dis- 
appointed investors  during  the  1990s, 
he  notes.  Yet  its  stock  sells  at  a  price- 
earnings  ratio  of  23,  vs.  Burlington's  13. 
The  Burlington 
p-e  is  also  lower  GETTING 
than  J.C.  Penne/s,      WARMER  FAST 
even  though 
Burlington  has  a 
better  earnings 
record. 

In  sum,  Sosnick 
thinks  Burlington 
is  worth  at  least 
30  a  share  or  a  p-e 
of  19,  based  on  es- 
timated earnings 
of  $1.55  for  the 
year  ending  June 
30,  1999,  and  $1.85 
in  2000.  Burlington 
has  been  granted 
"anchor"  unit  status  in  shopping  centers 
and  malls,  so  it  plans  to  add  footage  at  a 
yearly  rate  of  8%  to  10%,  says  Sosnick. 
It  also  plans  to  relocate,  expand,  or  re- 
model 40%  of  its  stores  over  the  next 
three  years.  Burlington  has  avoided 
cyclicity,  he  says,  by  adding  men's  suits, 
women's  apparel,  and  juvenile  furniture 
to  its  product  line. 
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Corporate  Gifts/Premiums 


This  is 
AME 


YOU'RE  ALLOWED  TO 
SHOP  FOR  200  PEN  SETS 
AT  I  A.M.  IF  YOU  WANT  TO. 


PROMOMiiRT 

http://www.promomart.com/bw 

Your  impnnted  business  gift  cyberstors 

Enter  the  monthly  drawing 
for  $1,000  In  free  stuffl 


Visit  www.promomart.com/bw 


Corporate  Entertainment 


VISITING  LONDON? 


Strangers  by  Fate... 

Friends  by  Eigint! 
"Group  Dinner  Parties" 
+44(0)171  887  61 10 
FUNEVENTS 

(Pa.  ,y  Planners  S  Event  Organisers  Est  97) 
www.funevents.com 


Enjoy,  an  evening  of  fine  dining  in  the  heart 
of  Lendon  &  join  other  business  travellers! 


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

Lanerjel        Colurpru        Draft 'Master 
DeskJet       Draftpro  DesignJet 
Electrostatir  Plotters  Ruggedwnter 

HP  9000  Workstations  &  Vectras 
Demo  &  Refurbished  Equipment 
Ted  Dasher  &  Associates 

PO  Box  131269  Birmingham,  AL  35213-6269 
Phone  205/263-4747  Fax  205/263- 11 08 
800/638-4833  •  E-mail  sales@dasher  com 


Corporate  Gifts 


Logo  Tattoos! 


iOOO  Temporary  Tattoos  with  your  Logo, 
JustS189.00l! 

plus  SIO.lJO  S&H  (CA  add  7.25%  sales  tax)  ' 
Customized!  Full  ColOf!  2"  X  2" 


3000  Alamo  Drive,  Ste  201  •  Vacaville.  CA  95687 
Tel:  707/448-7072  •  Fax:  707/446-8273 


BusinessWeek. 


Marketplace 


BUSINESSWEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 
CHICAGO.  IL  60611 


Vacation  Rentals 


PRIVATE  ISLAND 


Only  house  on  private  island  At  ocean 
inlet  on  North  Carolina  coast.  In  Bear 
Island  natural  area  High  sea-oat- 
covered  sand  dunes.  No  roads.  No 
cars  Spectacular  views.  New  House, 
boat  and  motor  $1 ,495  00  per  week 
Sand  Islands  Refuge 
1  -252-728-2503 

500  Front  Street  •  Beaufort,  NC  •  28516 


Travel 


Rome  florfnif  Vi-nicf 
Juiimy  I'mhra  SkiIv 
\malfi  Coiisl  Ukt  Diiliicl 

CARAVELLA 
ITALIA 

\^  seeitalv.com  gtOUpS. 
Free  Brochure:  888-665-2112 


Escorted 
tours  of 

Italy 
in  small 


ABSOLUTE  LOWEST  PRICES! 

XME   ISU/XIMDK  OF  THE 

B  A  Kl  A  IVI  A  S 

Discover  intimate,  distinctive, 
Iriendly,    {amily    owned  0 


guest  houses  &  villas.  Bargain 
to  deluxe.  Money  saving  airfares 
nationwide.  Call  our  island 
experts  today. 

.VT  1-800-333-0392 
^i/jj/U^  www.snulFhotelsxoiii  , 


Stress  Relief  Products 


Panasonic  -  The  Finest  In 
Shiatsu  Massage  Chairs 


■  Have  Your  Own  Personal 
Massage 
Therapist,  Day 
Night/Otfice-Home 

*Get  Full  Details  Today! 

Panasonic  Massage  Chairs  Direct 
Traditional  or  Contemporary  Styles 
L  Nationwicle  800-353-991 7  i 


Business  Opportunities 


I  MADE  OVER  $1,000,000 
LAST  YEAR... 


In  a  zero  stress,  relaxed,  ideal 
lifestyle,  home-based  business. 
Now  I  want  to  teach  2  people  In 
select  markets  my  simple 
"turn-key"  system.  Call  my 


24-Hr.  Hotline  800-331-0312 


EXECUTIVE  CONSULTANT 

Thrive  from  vour  home  or  small  office, 
with  S100.00D+  earning  potential,  a.s  an 
independent  lea.se-finance  consultant, 
bringing  American  businesses,  equip- 
ment dealers,  and  capital  sources  to- 
gether $14,950  invesimenl.  Financing 
available.  100%  money-bsck  euarantee. 
For  FREE  literature  and  videoTcall  now, 
toll-free  800-373-3.'i81.  Come  check  us 
out  at  www.wildwoodfinancial.com- 

WTI.DWOOD  FiiiiKBlGrouip.Ud. 


Education/Instruction 


JHBA  &  MS  D«arees 


Executive  Edwcatioii 


800.441.4746 

 lyww.i'si'mu.edy  

Accre^iteTEyHie 
Distance  Education  Training  Council 


Advanced  Education 


PRESTON 


UNIVERSITY 

Distance  Learning 
Masters  &  Ph.D  Programs 

1204  Airpon  Parkway 
Cheyenne  WY  82001  USA 
Tel:  800-549-2111  FAX:  307-ft34-.Wl 
Email:  admissionsi'c'prestoii.cciii 


Business  Opportunities 


MAKE  MONEY  AS  A 
BUSINESS  FINANCE 
CONSULTANT 


Arrange  Business  Loans  and 
Equipment  LeasesUom  51,000 to 
SIO  million.  No  co-brokering.  Work 
directly  w/National  Lenders. 
Unlimited  earnings  potential  and 
residual  income. 
COLOR  brochure  ani  FREE 
computer  disk 

CALL  1-800-336-3933 

k  The  Loan  Consultanis,  Inc.  , 


Independent  Distributors  Wanted^ 

Earn  BIG  Profits 
from  Home 

*By  phone/fax  *High  impact  product 
^Proven  optional  lead  generation 
*Not  MLM  *Free  information 

1-800-432-0018  x5252 

V  FREEDOM  ASSOCIATES  J 


Private  Bank 


For  Sale  /  Free  Report 
Call:  800-733-2191  (USA) 
Fax:  310-798-3842  (USA) 

email:wbc@ibm.net 
Worldwide  Business  Consultants 


University  Degre 


Bachelor's,  .Master's,  Ph. I 
using  phone  maiLEmail. 
No  classes.  Low  costs. 

Columbia  Pacific  Univerjj 
105  Digital  Dr.,  Novate,  CA  sfl 

800-552-5522  \ 

http://www.CPUniv.ea 


MBA  byDistaike  Leuh 

Majoi  Bntisd  university  otters  .icrr^ii.vij  i, 
Bachelc's  or  GMAT  neefles    ■       ■  ■ 
Intelligence  Unit  as  one  of  wor  -    -  '.'  - 

HERIOT-WAH  UNIVERSITY     (800)  f^B/ 
North  American  Distributor  I  '»  !>■ .  ■ 
6921  S!ocl<lon  St  Suite  2.  El  Cerr  ;- 
For  immediate  FaxBack  literature:  froi  i 
fax  machine's  phone,  call  (510)  486-8i 


The  Leader  in  Distanir 
Learning  for  20  Yeai 


•Associate«Bachelor«Master«DVi 

Business  (Mgmt,  HRM,  Health  C;: 
Management  of  Technology 
Pschology.  Law 
Southern  California  Driver  y 
for  Professional  Studiei 

1840  E  17th  St  BW,  Santa  Ana,  CA  'i 
800-477-2254  wwwscupsU 


Business  Financing 


Get  Cash  for  Invgib 

Finance  Your 
Accounts  Receiva  < 

Low  Rates  •  No  Hassles  •  No  Finiii 
We  can  customize  financim 
to  suit  your  company 

AeroFund  Financial,  c 
(800)  747-4234 


Franctiising 


Franchise 

your  busine:; 

Call  for  information  on  franci ' 

your  business  or  seminai 
scheduled  throughout  the  co:r 

mncorp' 

Sp»ciallsts  in  Franchise  Davtlopir 

i-boo-franchiseb; 


Cigars 


CUBAfi 
CIGARS 


Delivery  anywher 

Canada  416-717-1110 


1 
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Business  Services 


ciion,  Pri\jc\,  Ia\-hrL'f 
neev.  Bank  Accts,  t  re-Jil  Card* 
)ffices:  Las  Vegas  -  Nassau 
late  Fees,  Nevada  Corps.  $95 


III] 


E  30%to  50% 


rO-A-PAGE 

BUSINESS  CjIECKS 
& 

^er/InkJet 

)MPin  ER  Checks 

ill  fi.r  .1  I  Rl  I-,  hnK  hurc 

00-239-4087 

SIGNER  Checks 

V  ticsigncrchecks  com 


TISFACTION  GUARANTEED 


CORPORHTE 


E  information 

J.S.  States  and  Offshore 

mey  owned  and  operated 


v.corpcreations.com 


672-9110 


ftDEMHRK 


100 
i. 


CONSULTANTS 


International  firm  expanding  in 
VS  needs  independent  consultants 
to  represent  our  company.  We 
offer  some  of  the  nnest  Training 
and  Development  processes 
available  today.  Very  high  income 
potential.  Extensive  training  and 
support.  Management,  marketing, 
or  consulting  experience  helpful. 
Send  resume  or  brief  personal 
history  to: 

RESOURCE  ASSOCIATES 
CORPORATION 

D.E.  Rollins,  VP  Development 
Department  BW88 
31  Hickory  Road 
Mohnton,  PA  19540 
(800)  799-6227,  Ext.  12 
FAX:  (610)  775-9686 


Publishing  Services 
Publish  Your  Book 

7.5-year  tradition  of  quaiity.  Subsidy 
boot;  publisher  offers  publishing 
services  for  bootts  of  all  types  For 
free  Author's  Guide  wnle  Dorrance- 
BW,  643  Smithfield,  Pittsburgh,  PA 
or  call  l-8()()-fi9,5-9';y9 


REACH  OVER  6  MILLION 
RESPONSIVE  PROSPECTS 
WHEN  YOU  ADVERTISE 
IN  THE  BUSINESS  WEEK 
MARKETPLACE. 

The  next  Marketplace  section 
closes  on  August  24th  for 
the  October  5th  issue. 
For  rates  and  information  contact: 

Business  Week  Marketplace 
500  North  Michigan  Avenue 
Suite  2010 
Chicago,  IL  60611 
Phone  800-424-3090 
Fax  312/464-0512 


Investment  Services 


■■ 

Real-time  Quotes 

Stocl^s,  Commodities  Options  &  News 
j        delivered  continuously  via  the  Internet! 
Signal  Online 

DATA 

BROADCASTING 
CORPORATION 

America's  leading  provider        Get  started  fasti 
of  real-time  market  data  to  www.dbc.com/sm 
the  individual  investor.             888  200  1016  x180L 

Year  2000  Consulting 


Year  2000  Fix 

Concise  guide  gives  easy  steps  for 

testing  and  repair  *  Designed 
for  small  business  and  home  users 
$19.95  +  $3.00  Ship  (V/M/AE) 

800-910-6272  Fax  41 5-841 -0963 

IntelliSource  POB  31340  SF  CA  94131 
http;//www.year-2000.cc 


Time  Sharing 


TIME  SHARING 
LARGE  LUXURY  YACHTS 

SIOOK  to  $3.5  Mil.,  100% 
secured  investment,  will 
return  over  50%  every  year. 

954-537-3334 

Principals  only  please 


UNIQUE  GOLD  CROWN 
TIMESHARE  PROPERTIES 
FL,  CO,  TN,  NC,  SC 

(also  other  areas) 

From  $1,995 

Offered  by  owner.  Sleeps 
6-1-  reasonable  maintenance 
fees  &  taxes.  Can  be  traded 
with  RCI  properties  through- 
out the  world.  Permanent 
ownership  with  deed  &  title. 

For  more  information: 

Ph  407-884-6529 
Fax  407-889-5065 

http://www.microsol.net/mlrpropenies 


Financial  Services 


Comprehensive  Financial 
Research  Analysis 

Specializing  in: 

•  Investments        •  Corporations 

•  M  &  A         FOR  •  Institutions 

•  Credit  Reviews    •  Individuals 
25  years  of  Wall  Street  experience. 
Quantitative  &  qualitative  analysis 

Call  Joseph  Consulting 
914-638-1924 


Menswear/Fashion 


MEN^S  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

FREE  catalog 'High  quality  160  styles 


HITCHCOCK  SHOES.  INC. 

Dept.  55M  Hingham.  MA  02043 
1-800-992-wiDE  www.wideshoes.com 


Home  Furnishings 


r     Buy  Direct!  ^ 

from  North  Carolina,  furniture 
capital  of  tfie  world.  Shop  and 
save.  In  home  delivery.  Over  400 
manufacturers  to  choose  from. 

HOMEWAT  FURNrrURC  COMMMY 
RO.  Boh  1548.  Mt.  Airy.  NC  270S0 
^  (800)  334-9094  |336)  786-4151  . 


Boarding/Prep  Schools 


RIVERSIDE 

MILITARY  ACADEMY 

EXCELLENCE  IN  COLLEGE  PREP 
SINCE  1907 

-  Honor  JROTC  school  with  distinction 

-  Safe,  structured,  all  boys  hoarding 

Environment 

-  Grades  7/12,  full  accredited,  small  classes. 

Weekly  report  cards. 
•  Promotes  leadership,  self-confidence,  and 
Manners 


-  Computer  in  every  dorm  room 

-  Full  athletic  program 

-  Band,  Fine  Arts,  and  Aviation 

-  Affordable  Tuition 

•  Located  on  Lake  Lanier  in  North  GA 

-  www. cadet  com 


FOR  MORE  INFORMATION  CALL  1-800-GO-CADET 


Book  ExQerpt 


SPACE  JAM 

The  stakes  were  huge,  both  for  science  and  NASA. 
moments  after  Pathfinder's  launch,  all  seemed  lost 


Last  summer's  Pathfinder  exploration 
of  Mars  was  one  of  NASA's  most 
successful  missions.  The  Path 
finder  spacecraft  and  its  tiny 
rover,  tlie  "one  foot  geologist" 
called  Sojourner,  sent  back 
stunyiiyig  pictures  of  the 
planet.  Data  from  the 
mission  showed  that 
Mars  was  once 
warmer  and  ivetter 
than  premously  be- 
lieved, raising  tfie 
prospects  for  find- 
ing  evidence  of 
past  life. 

But  minutes 
aft  er    it    w  a  s 
launched,  the  Path- 
finder   spacecraft ' 
nearly  succumbed 
to    a  mysterious 
communications 
problem.    Even  as 
NASA  publicly  celebrat- 
ed  the  successful 
launch,  fears  were  rising 
in  mission  control  that 
Pathfinder  might  be  doomed 
The  story  is  told  here  for  the 
first  time,  in  this  excerpt  adapted 
from  Mars:  Uncovering  the  Secrets  of 
the  Red  Planet,  by  Paul  Raeburn,  busi- 
ness  week's  senior  editor  for  science 
technology. 


and 


Shortly  before  2  a.m.  on  Dec.  4,  1996,  the  night  sk>'  over 
Cape  Canaveral,  Fla.,  was  illuminated  by  the  roaring 
exhaust  of  a  Delta  11  launch  vehicle  caiTjing  an  in- 
terplanetary spacecraft  unlike  any  other  in  the  history 
of  space  flight.  The  mission  was  to  return  an  American  probe 
to  the  surface  of  Mars  for  the  first  time  in 
20  years. 

The  planet,  the  foiuth  fi-om  the  sim  and  one  of  Eaith's  clos- 
est neighbors,  is  a  cold  and  desolate  place,  its  surface  a  rust- 
red  desert.  Yet  it  is  our  solar  system's  one  planet,  aside 
from  Earth,  that  could  harbor  life.  Perched  atop  that  Delta  II 
rocket  was  a  Mars-bound  spacecraft  called  Pathfinder.  It  was 
not  designed  to  look  for  life  but  rather  to  inaugui-ate  a  second 
round  of  explorations  that  could  lead  to  a  manned  mission  ear- 
ly in  the  21st  centurj'.  Pathfinder  was  to  give  scientists  their 


first  close  look  since  1976,  when  ■ 
\Tking  spaceci-aft  returned  tin 
pictures  fi'om  the  ruddy  Mr 
surface. 

As  Pathfinder  soareci. 
to  begin  its  309-millli  i 
journey.  Mars  w  a- 
visible  on  the  I  n 
A  cheering  iv:' 
control  team  \'.  a 
settling  in  i' 
tor  the  flight 
something 
wTong.  ".A  ~ 
as  we  stai 
ting  datM 
when  we 
out  that 
this  big  pi'i  V 
remembered 
ard  Cook,  Pat 
er's  mission 
er.  Cook  aske; : 
the  engineers  iii" 
ing  the  flight  u>  \ 
on  the  status  of  t  i  - 
sion  irom  their  pei-- 
"You  go  around  tl, 
and  even'body  says,  . 
working  fine.'  Until  one  t 
said,  'I  don't  see  any  data!' 
ed  looking  at  the  situation,  am!  - 
tills  feeling  builds  up:  My  God,  this  i.-  it  i 
is  the  end." 

When  Pathfinder  was  launched,  its  first  task  was  ti 
its  position  relative  to  the  sun  and  tell  mission  conii 
which  way  it  was  pointing.  What  Cook  quickly  leameiw 
that  a  sensor  that  was  supposed  to  report  on  that  fti:ti 
was  not  providing  any  data. 

MISPLACED  CONFIDENCE?  The  potential  ramifications 
huge.  Pathfinder,  a  three-foot-tall,  1,973-pound  tetrali 
packed  with  more  computing  power  than  any  spaced 
history,  was  a  radical  departure  fi'om  its  predeces.-'j 
1976  Viking.  Indeed,  Pathfinder  was  a  departui-e  fron 
thing  NASA  had  pre\iously  attempted.  Tlie  Viking  missi'  i 
of  NASA's  most  ambitious  and  sophisticated  inteiiil 
missions,  tost  $1  billion  in  the  1970s — the  equivalent 

Excerpted  from  Mars:  Uncovering  the  Secrets  of  i 
Planet  by  Paul  Raeburn,  published  by  the  Natioi 
graphic  Society.  Copyright  1998  by  the  National  Gf 
Society.  Text  copyright  1998  by  Paul  Raeburn. 
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$3  billion  in  1997  dollars.  The  total  budget  for 
finder  was  a  scant  $265  million — less  than 
enth  the  cost  of  Viking.  That  included  $55 
)n  to  launch  the  ^spacecraft,  $14  million  to 
:he  mission,  and,  for  the  first  time  ever,  a 
te-controlled,  camera-equipped  rover  built  at 
t  of  $25  million. 

Pathfinder  failed,  the  consequences  for  NASA's 
exploration  program  would  be  devastating, 
igency  was  deteiTnined  to  prove  that  it  could 
the  costs  of  planetary  missions  while  con- 
ig  to  bring  back  high-quality 
;e.  Pathfinder  was  supposed 
)vide  the  proof.  If  Pathfind- 
liled,  the  Mai*s  program 
1  face  years  of  delay,  and  its 
;  approach  to  space  explo- 
i  would  encounter  increased 
ific  and  Congressional  skep- 
1.  As  word  of  the  problem 
the  sensor  spread,  even  Pathfinder's  bright  and  brash 
f  team  of  scientists  and  engineers,  who  had  been  work- 
ith  a  building  sense  of  anticipation  tlu"oughout  the  proj- 
sared  that  their  confidence  and  optimism  might  have 
misplaced. 

lat  was  particularly  unnerving  was  that  the  launch  had 
■d  so  well.  During  Pathfinder's  initial  ascent.  Cook  and 
lleagues  didn't  hear  anything  from  the  spacecraft.  That 
I  ccording  to  plan:  Only  the  rocket  was  sending  infonna- 
I  ack  to  mission  control  at  Cape  Canaveral.  Contact  wdth 
I  lacecraft  was  supposed  to  be  made  about  90  minutes  af- 
anch,  when  Pathfinder  would  separate  from  the  upper 
of  the  rocket  and  turn  on  its  transmitter.  That's  when 


''As  soon  as  we  started 
getting  data,  that's  when  we 
figured  out  that  we  had  this 
big  problem 


NASA's  Deep  Space  Network — the  agency's  net- 
work of  ground  stations  around  the  world — had 
to  find  the  spacecraft  and  establish  a  communi- 
cations link. 

"For  me,  that  was  the  defining  moment,"  said 
Cook,  who  had  never  run  a  mission  before.  "The 
problem  is,  you  don't  know  where  the  space- 
craft is.  The  launch  vehicle  is  good,  but  it's  not 
perfect,  so  you  need  to  do  a  kind  of  bhnd  search. 
And  a  blind  search  is  a  scary  term.  I  could  see 
this  thing  going  out  there,  and  we  wouldn't  be 
able  to  find  it." 

Operators  at  the  Deep  Space 
Network's  Goldstone  Station  in 
Califomia  were  the  first  to  re- 
port. They  locked  on  to  the  rock- 
et's third  stage  and  waited  for 
the  signal  from  the  spacecraft. 
At  mission  control.  Cook,  wear- 
ing a  headset,  waited  for  a  voice 
report  from  Goldstone.  "We  have  X-band  acquisition  at  DSS- 
15,"  Goldstone  reported,  raising  cheers  throughout  the  control 
room.  The  Goldstone  dish  antenna  designated  DSS-15  had 
locked  on  to  Pathfinder's  signal,  which  was  being  sent  on  a 
channel  in  the  "X"  frequency  band. 

IN  THE  DARK.  The  cheers  had  barely  subsided  when  Cook  re- 
ceived the  report  that  the  sun  sensor  aboard  Pathfinder  was 
not  returning  any  data.  The  sensor  is  a  round  disk,  a  httle 
larger  than  a  hockey  puck,  vdth  a  grating  on  the  top  and  a 
series  of  photoelectric  cells  underneath.  When  sunlight  falls  on 
the  sensor,  the  grating  allows  some  of  it  to  reach  the  photo- 
cells underneath.  Depending  on  the  angle  of  the  spacecraft, 
the  sun  will  strike  only  some  of  the  cells.  As  the  spacecraft 
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changes  position,  some  photocells  fall  into  shadow  and  others 
are  newly  exposed  to  the  sunlight.  The  spacecraft  uses  that 
information  to  monitor  and  con-ect  its  orientation,  spin,  and 
trajectoi-y  during  flight. 

Pathfinder's  controllers  quickly  determined  that  not  enough 

sunlight  was  reaching 
the  sensor.  Apparently, 

 an  explosive  device 

MARS  used   to  separate 

Pathfinder  from"  its 
rocket  had  deposited  soot  on  the  sensor,  dimming  the  sunlight 
it  received.  The  amount  of  light  penetrating  the  sooty  sensor 
was  below  what  Pathfinder  was  programmed  to  recognize,  so 
the  spacecraft  was  ignoring 


Bdok  Excerpt 


the  readings 

LOST  IN  SPACE.  After  some 
discussion,  mission  engineers 
devised  a  strategy.  They 
would  reprogram  Pathfindei- 
to  lower  the  threshold  at 
which  it  would  conclude  that 
the  sensor  was  working.  "We 
veiy  quickly  figxu'ed  out  how 
to  get  the  software  working, 
and  we  were  excited,"  said 
Cook.  "It  was  fixed,  we  were 
going  to  go  on  with  the  mis- 
sion, and  evei-jthing  was  won- 
derful." Cook  and  several  oth- 
ers came  in  three  days  after 
the  launch,  on  a  Saturday 
morning,  to  transmit  the  files 
that  would  allow  Pathfinder 
to  accept  the  data  from  the 
sun  sensor.  He  told  his  wife 
he  would  be  home  in  a  couple 
of  hours. 

"We  had  these  three  files 
we  were  going  to  send  up, 
and  we  said,  no  problem,  we'll 
just  dash  'em  off.  So  we  send 
them  up,  and  they  don't  get 
there.  The  spacecraft  rejects 
them.  So  we  send  them  again 
and  again,  and  it  just  doesn't 
work."  Veiy  short  files  seemed 
to  be  reaching  the  spacecraft, 
but  longer  files  were  not  being 
accepted. 

As  Cook  struggled  with 
the  files,  the  controllers  mon- 
itoring spacecraft  communi- 
cations said  they  noticed  the 
signal  from  Pathfinder  mo- 
mentarily faded  every  five 
minutes.  This  dip  was  puz- 
zling; there  was  nothing  on 
the  spacecraft  or  on  the 

ground  that  was  happening  every  five  minutes.  "We  fig- 
ured that  was  unrelated,"  Cook  said. 

As  the  transmission  problem  continued,  the'  population  of 
the  control  room  started  to  gi'ow.  Cook  called  in  Tony  Speai", 
the  project  manager  for  the  Pathfinder  mission.  Soon,  as 
word  of  the  trouble  spread,  others  began  to  trickle  in,  in- 
cluding Donna  A.  Shirley,  the  manager  of  NASA's  Mars  ex- 
ploration progi'am.  "Pretty  soon,  there  are  a  zillion  people 
here  trying  to  figiu-e  out  what's  going  wrong,"  Cook  said.  "I 
wouldn't  say  panic  had  set  in,  but  it  was  beginning  to." 
Publicly,  all  that  the  engineers  said  at  the  time  was  that  they 


PENNY  PINCHER:  AT  A  SCANT  $265  MILLION,  PATHFINDER 
CAME  IN  AT  LESS  THAN  ONE-TENTH  THE  COST  OF  THE  1976 
VIKING  MISSION 


Pathfinder  was  aimed 
at  Capitol  Hill  as  much  as 
it  was  at  Mars 


had  a  minor  communications  ghtch  that  they  were  ui 
care  of.  There  was  no  mention  of  the  drama  that  was  bj 
ing  in  mission  control. 

The  assembled  multitude  decided  that  the  files  rr; 
reach  the  spacecraft  if  they  were  broken  into  tiny  fa 
ments.  The  three  files  that  Cook  was  trying  to  sen 
Pathfinder  were  broken  into  about  30  tiny  files.  "Son 
them  get  in  and  some  don't,  and  so  we  start  tryin 
change  all  kinds  of  things  with  the  telecom  configuratiorj 
this  time,  about  12  hours  had  passed.  I  called  my  wifeu 
said,  'Yeah,  I  was  supposed  to  be  home  about  nine  homy 
but  I'm  still  havinga  problem.' " 

He  was  about  to  discover  the  problem  might  be  e\  t  ii . 

ger  than  he  thought,  (h 
the  telecom.municatioiis 
cialists  had  continued  to  s 
the  strange  five-minute  d 
the  signal  from  the  space' 
Perhaps  it  was  related  i> 
file-transmission  prob)  f 
all.  As  he  was  tryinp 
cover  the  source  of  th 
minute  dip,  the  woes  .  ii  ' 
finder  appeared  to  wor~. 
was  not  only  files  thai 
being  rejected — Patlvi 
was  now  starting  to  rt  - 
rect  commands  sent  fV 
sion  control.  "There'.'; 
worse  than  that,  fr 
point  of  view,  because  >  i 
ability  to  make  somiethin,^ 
pen  is  to  be  able  to 
command  to  the  spa 
said  Cook.  "If  it's  not 
to  us,  that's  it.  If  we  1 
m.unication,  it  was  goin- 
end  of  mission." 
SPIN  CONTROL.  The 
specialist  then  realiz 
the  five-minute  dip  wa 
leading  consequence 
way  the  signal  fi'om  tli 
craft  is  measured.  Paiii 
was    spinning   as  it 
through  space,  and  the  ■ 
was  actually  dipping  li 
with  every  spin — or  ; 
eveiy  five  seconds.  For 
nical  reasons,  measures  d 
signal  were  registering  tl ' 
only  once  every  five  niii 
The   files — and   even  i 
mands — were  not  reachint 
spacecraft  because  of  the ' 
odic  inteiTuption.  FUes  ui 
mands  that  took  longei 
five  seconds  to  transmit 
not  getting  through.  Shorter  files  would  get  through  t 
multiple  transmissions  when,  by  the  law  of  averages,  ^ 
happened  to  be  sent  inside  one  of  the  five-second  w  in 
"There  was  some  piece  of  metal  or  something  else  tha 
causing  the  signal  to  glitch  every  time  the  spacecraft* 
around,"  Cook  said.  i 
Once  the  nature  of  the  problem  became  clear,  Cook  aijlf 
team  had  a  solution.  Pai'adoxically,  they  decided  to|6 
data  to  Pathfinder  at  a  much  slower  rate.  Even  thought 
mands  and  files  would  then  take  longer  to  reach  the  sB, 
craft,  the  slower  transmission  rate  would  enable  Pathftll 
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-correction  system  to  accept  the 
missions. 

e  interruption  in  tiie  antenna  sig- 
'as  the  result  of  something  on  the 
craft  that  hadn't  been  taken  into 
mt  during  design.  The  antenna 
.een  tested  before  it  was  attached 
e  spacecraft,  and  it  had  worked 
But  it  wasn't  tested  after  it  was 
led  to  Pathfinder.  "The  antenna 
m  can  change  if  you  have  a  piece 
tal  nearby;  it  doesn't  have  to  be 
ly  in  the  way  of  the  antenna," 
explained.  "It  changes  the  anten- 
ttern  enough  that  it  causes  the 
to  occur." 

^neers  slowed  the  data  rate  from 
)  7.8  bits  per  second,  as  slow  as 
lie.  (Personal  computers  tyjiically 
data  over  phone  lines  at  28,800 
er  second  or  even  faster.)  "The 
ands  started  getting  in,"  Cook 
It  was  a  very  tense  day.  We  were 
20  hours — but  it  worked." 

;  SAY  NEVER.  As  soon  as  the  files  reached  Pathfinder's 
ter,  the  sun  sensor  began  working,  and  engineer  on  the 
d  could  determine  the  spacecraft's  orientation.  Once 
oformation  was  in  hand.  Cook  and  his  team  simply 
1  the  spacecraft  so  the  antenna  faced  Earth  more  di- 
and  the  problem  disappeai'ed.  Communications  could  re- 
at  the  regular  rate. 

ther  the  problem  with  the  sun  sensor  nor  the  antenna 
m  alone  would  have  been  difficult  to  solve,  but  the  two 


ROVING  EYE:  THE  IMAGES  FED 
BACK  TO  EARTH  WERE  TREMENDOUS 
CROyVD-PLEASERS 


For  20  frantic 
hours,  controllers 
brains  tormed 


problems  together — a  "multiple  fault," 
as  engineers  call  it — were  nearly  fatal. 
"One  of  the  things  you  talk  about  when 
you're  designing  spacecraft  is  single- 
point  failui'es  vs.  multiple  faults,"  Cook 
said.  Engineers  ordinarily  try  to  design 
spacecraft  so  they  don't  have  a  lot  of 
single-point  failures — individual  prob- 
lems that  would  each  be  enough  by  it- 
self to  doom  the  mission.  Pathfinder, 
however,  was  different.  Engineers  had 
to  allow  design  features  that  could  lead 
to  single-point  failures.  "Pathfinder  had 
all  kinds  of  those,"  Cook  said. 

That  was  the  consequence,  in  part, 
of  a  new  mantra  at  NASA  that  had  been 
established  for  spacecraft  design — 
faster,  better,  cheaper.  No  longer  would 
milhons  upon  millions  be  lavished  on 
redundant  designs  intended  to  prepare 
for  every  imaginable  potential  failure. 
Instead,  Pathfinder  was  given  enough 
flexibility  and  computer  power  for  the 
spacecraft  to  detect  and  correct  prob- 
lems on  its  own.  Pathfinder's  designers  tried  to  give  the 
craft  flexibility  to  recover  from  a  variety  of  single-point 
failures.  "We  said  multiple  faults  would  never  happen," 
Cook  said,  with  a  chuckle.  "And  right  out  of  the  bag,  there 
goes  a  double  fault." 

NASA  had  a  lot  riding  on  Pathfinder,  and  after  that  har- 
rowing close  call,  the  craft  delivered.  It  went  on  to  become 
one  of  NASA's  most  successful  and  spectacular  planetary  mis- 
sions. The  new  age  of  Mars  exploration  had  begun. 


Economic  Development. 


■  The  WdH4  Oil  Time 


m        m  T 

What's  Your  Globol  Priority?  <---• 


*  Price  comparisons  based  on  published  prices  for  flat-rate  envelopes  for  countries  serviced  by  Global  Priority 
$8.95  (Pacific  Rim  S^Soutti  America)  vs.  FedEx  InM 


(excluding  Canada  &  Mexico).  Global  Priority  Mail  up  to  4  lbs.  S6.95  and 
iwide  Express  (letter)  from  $27.50  to  S40.75.  ©1998  U.S.  Postal  Service 


-800-THE-USPS  ext.  1349 


We  deliver. 


1  UNITED  STATES 
I  POSTAL  SERVICE^ 

,  www.usps.com 


Developments  to  Watch 


EDITED  BY  CATHERENE  ARNST 


A  SHOT  A  DAY  KEEPS  THROMBOSIS  AWAY? 

PATIENTS  WHO  HAVE  HAD  CHEST  PAINS  OR  MILD  HEART 

attacks  face  blood  clots  for  months  afterward — from 
clot-inducing  proteins  released  into  the  bloodstream.  But 
a  new  study  raises  hope  that  patients  may  be  able  to 
treat  themselves  at  home  for  this  risk  by  means  of  reg- 
ular injections  of  the  drug  enoxaparin,  marketed  by 
Rhone-Poulenc  Rorer  under  the  brand  name  Lovenox. 

Enoxaparin  is  a  small-molecule  version  of  the  clot-bust- 
ing drug  heparin.  Researchers  led  by  Dr.  Gilles  Montale- 
scot  at  Pitie-Salpetriere  Hospital  in  Paris  report  in  the 
journal  Circulation  that  levels  of  a  clot-inducing  protein 
called  the  von  Willebrand  factor  increased  dramatically  in 
the  48  hours  after  a  heart  episode  for  patients  treated 
with  heparin,  but  far  less  when  enoxaparin  was  used.  In 
follow-up  studies,  9  out  of  34  patients  treated  with  enoxa- 
parin had  another  heart  episode,  compai'ed  with  17  of  34 
patients  who  received  heparin. 

In  an  editorial  in  the  same  journal,  Dr.  Elliott 
Antman  of  Brigham  &  Women's  Hospital  in  Boston 
says:  "This  new  research  might  allow  physicians  to  pre- 
scribe relatively  unsupervised  long-term  self-administra- 
tion of  anticlotting  therapy,  sort  of  an  insulin-like  injec- 
tion for  coronary  artery  disease."  □ 


INNOVATIONS 


■A  team  of  Australian  re- 
searchers has  created  geneti- 
cally engineered  peas  that  are 
resistant  to  the  plant's  worst 
enemy — the  weevil.  These 
hungiy  pests  have  the  ability 
to  devoui"  a  field  of  peas  in  no 
time  flat.  And  if  harvested 
peas  are  improperly  stored, 
a  small  infestation  of  the 
weevil  can  lead  to  devastat- 
ing losses. 

The  genetically  engi- 
neered peas  have  a 
protein  built  in 
that  blocks  a 
weevil's  diges- 
tive enzyme. 
Humans  uti- 
lize the  same 
enzyme  in 
their  bodies,  but 
the  Australian 
researchers,  from 
the  Commonwealth  Scientific 
&  Industrial  Research  Orga- 
nization in  CanbeiTa,  say  that 
their  peas  will  not  interfere 
with  human  digestive  systems. 
That's  because  people  have  fai* 
more  of  the  enzymes  than 
weevils  do.  The  peas  will  be 


available  to  farmers  by  the 
end  of  1999. 

■  If  you're  tired  of  Top  40  ra- 
dio, how  about  a  little  whale 
music?  On  July  22,  the  Van- 
couver Aquarium  went  live 
with  oR('A-FM,  an  all-whale 
station  that  broadcasts  the 
clicks,  pops,  and  squeaks  that 
killer  whales  use  to  commu- 
nicate with  each  other,  orca- 
FM  picks  up  the  fishy  chatter 
with  an  underwa- 
ter microphone 
about  120  miles  off 
the  coast  of  British 
Columbia,  in  a 
popular  whale 
gathering 
spot  called 
the  Robson 
Bight.  The 
-  live  signal 
c"*'  can  be  re- 
ceived by  pass- 
ing ships  and  is  de- 
livered by  high-quality 
phone  fines  to  the  aquarium, 
where  visitors  can  listen  in 
on  portable  radios.  The 
aquarium  eventually  plans  to 
give  the  whales  a  much  larg- 
er audience  by  broadcasting 
over  the  Internet. 


UNSNARLING 
TRAFFIC  JAMS  AT 
U.S.  AIRPORTS 

it's  SUMMERTIME,  AND  THAT 

means  vacationers  stuck  in 
airports  or  circling  the  skies, 
held  hostage  to  delays.  Every 
day,  700  to  1,100  U.  S.  flights 
are  held  up  15  minutes  or 
more,  costing  $3  billion  a  year 
in  fuel  and  overtime.  Now, 
Dimitris  Bertsimas  of  Massa- 
chusetts Institute 
of  Technology 
and  Sarah  A. 
Stock  Patterson 
of  Duke  Univer- 
sity have  come  up 
with  a  mathemat- 
ical model  that 
they  say  could 
greatly  reduce 
flight  congestion. 

Currently,  if  a 
flight  faces  a  land- 
ing delay  at  its 
destination,  con- 
trollers hold  the  PILEUP:  A 
plane     on     the  helps  redi 


ground  at  its  starting  ji 
rather  than  let  it  take  of  u 
circle.  To  improve  this  "s 
tice,  the  researchers  a 
mathematical  formulas  i 
take  into  account  all  conn 
ing  flights  at  all  airports  li 
up  by  delays.  Lightnint 
computations  allow  the  ii ' 
to  make  real-time  chang 
thousands  of  flight  schedus 
and  can  recommend  redJK 
ing  flights  away  from  cro  i 
airports.  Based  on  se^r 
simulations,  -J 
researchers  lu 
they  could  ctd 
lays  by  30%. 

The  ml 
partially  fu  ii 
by  the  Fe<-r 
Aviation  Adra 
tration  and  u 
lished  in  0;r 
tio7is  Reset 
will  be  adopt! 
the  U.S.  irtl 
next  few  .^a 
and  is  in  liiti 
new  inudel  use  in  Euro}. 
rect  flights      Nellie  And& 


A  TRUER  TEST  FOR  BREAST  CANCER 

DIAGNOSIS  OF  BREAST  CANCER  USUALLY  STARTS  WITH 

discovery  of  a  small  lump,  during  a  general  physical 
exam  or  a  mammography,  and  then  proceeds  throughi 
variety  of  tests,  including  surgical  biopsy.  Because  sui 
tests  are  imprecise,  most  of  these  lumps  turn  out  to 
harmless — nearly  80%  of  the  1  milUon  biopsies  per- 
formed in  the  U.  S.  each  year  turn  up  benign  growth 

In  a  large  European  study  pubfished  in  the  Britisl 
medical  journal  The  Lancet,  a  new  noninvasive  diagn  - 
tic  tool  similar  to  an  electrocardiogi'am  was  found  to 
far  more  precise  than  other  nonsurgical  methods  in  c 
tecting  cancerous  tumors  in  premenopausal  women.  I- 
agnosis  is  toughest  among  such  women  because  their 
breast  tissue  is  dense.  The  Biofield  Diagnostic  Systei 
developed  by  Biofield  Corp.  in  Roswell,  Ga.,  analyzes 
disturbances  in  the  skin's  electrical  field  caused  by  Cc 
cerous  cells  in  about  20  minutes.  A  team  led  by  Dr. 
Cuzick  of  the  Imperial  Cancer  Research  Fund  in  Loi 
don  examined  the  results  of  tests  on  661  women  whc 
underwent  breast  biopsies  at  eight  European  medica 
centers.  Researchers  found  that  more  than  half  the 
biopsies  could  have  been  avoided  if  the  women  had  br 
screened  first  with  the  Biofield  system. 

Biofield  says  its  product,  which  costs  about  $30,00< 
will  be  launched  in  Europe  later  this  year,  and  U.  S. 
clinical  trials  are  about  to  start. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwaug@businessweek.com 
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,.M  Bm§mf  mm  me 

FUN-FILLED  FAMILY  CIRCUS 
ENTERTAINMENT! 

RIDING  EXHIBITIONS! 

CHUCK  WAGON  GRILL! 

EVENING  COCKTAILS! 

FIVE-STAR  CELEBRITY  CHEFS 
DINNER! 

LIVE  AUCTION! 

DARING  PERFORMERS  TO 
THRILL  AND  ASTOUND! 

DANCING  INTO  THE  NIGHT! 

Woodside-Atherton  Auxiliary  invites  you  to  attend  a  Peninsula  tradition. 
Join  us  for  family-oriented  amusements  and  activities  throughout  the  day, 
followed  by  an  evening  of  elegant  dining  and  dancing. 

SATURDAY,  SEPTEMBER  12,  1998 
Menlo  Circus  Club  -  Atherton,  California 

Please  call  650-949-3845  for  information  and  reservations. 

Proceeds  benefit 

'•51^  LUCILE  PACKARD  CHILDREN'S 
^  HEALTH  SERVICES  AT  STANFORD 

UCSF  Stanford  Health  Care 


TROL  BLED  TEENS  AREN  T  NEWS 
any  more.  Last  year,  over 
half  a  million  California 
kids  were  reported  as  abused  or 
neglected.  On  any  given  day, 
20,000  found  their  way  into 
juvenile  detention  facilities 
because  they  broke  the  law.  Teen 
pregnane)-,  suicide  and  dmg  abuse 
are  ever)'day  stories.  Even  scarier, 
the  odds  that  your  kid  will 
become  one  of  these  statistics  is 
about  one  in  five. 

There's  a  ray  ol  sunshine, 
however.  It's  that  places  like  Sum 
Hills  e.xist  at  all. 

We  help  difficult  kids.  And 
impossible  ones. 

Consider  Patrice.  She's  a  real 
person,  and  she's  m  the  picture  i 
the  right.  When  she  came  to  Sum 
Hills  two  years  ago,  she  descnbecl 
herself  as  a  liar  who  hated  hersell 
and  wanted  to  die  In  .August,  shL 
left  Sunny  Hills  to  enroll  at  Kings 
River  Communit)'  College.  She  put  u  lius  v\a\ 

"Sunn\  Hilli  taught  mc  to  bcUcvc  m  mv^dj.  Now  I  know 
that  I'm  somebody,  /'vf  kainai  to  be  honat,  to  tiuit  pco- 
pic.  and  to  make  good  choitcs.  !  know  I'll  be  okay" 

Her  recovery  wasn't  a  lucky  accident.  It  was  a  matter  of 
intensive  treatment,  monitored  recuperation  and  controlled 
reentry  She  lived  on  the  San  Anselmo  campus  where  she 
received  24-hour  supervision  and  treatment  along  with  an 
individualized  education  program 

As  her  behavior  improved,  ^  "^J  j\J  j\J  Y 
she  worked  into  the  |ob  training 


aftercare.  In  all,  Sunny  Hills 
SLx  different  residential  and 
treatment  programs  at  four 
ferent  locations. 

Saving  lives  is  hard  wo 

Mann  is  fortunate  to  have  a 
Sunny  Hills,  but  the  problei 
far  greater  than  Sunny  Hills 
handle  on  its  own. 

Frankly,  we  need  help,  c 
so  much  the  big-check  or 
dedicated-volunteer  t)'pe  .il 
(although  we're  delighted 
whenever  either  of  those  th  s 
happen). 

We  need  the  ver}'  simple 
-mall-scale  kind  of  help  tha 
:nyone  reading  this  mes^.i  : 
'tfer,  effortlessly. 

The  Bargain  Box 
and  the  Grape  Festivj 
two  painless  ways  to  h(D 

First,  you  can  help  the  nc\i 
you  clean  out  your  closet  1 
.        ic  passing  along  to  the  Bargain  Box  in  ^. 
nd.  while  you're  there,  check  out  whatever  \\  i 


program  and  eventually  into 


Children's 


Rafael, 
for  sale. 

Yes,  ihcie  are  other  thrift  shops  around,  and  thereoi 
be  one  closer  to  where  you  live.  But  it  can't  help  Nortln 
Califdaia's  troubled  kids  as  much  as  ours  can. 

Second,  enjoy  the  crafts,  music  and  gourmet  food 
Grape  Festival  on  the  hrsl  Saturday  in  October  at  Lark)L 
Landing.  Its  all  for  fun,  and  it  all  benefits  Sunny  Hills. 

Its  not  much  to  ask.  En 
)  ou  hnd  time  to  do  those  to 
little  things,  you'll  be  helpii,  t 
save  another  Patrice. 


Hills 

S  E  R  \' 


ICES 


300  Sunny  Hills  Drive  in  San  Anselmo,  with  .iddition,il  lacililies  in 
San  Ratael  and  Novato  The  Bargain  Box  15  at  t08  Irwin  m  San  Rafael 
II  vou  d  like  M  know  more,  tall  us  at  457-3200  and  ask  for  ihe  direeior 


SF/E  4 


2? 

k  Division  of  1  he McGraw-HillConipanies 


WORLD  ENERGY 


A  Business  Week 
Special  Advertising  Section 


We're  Giving  You 
Some  Power! 


In  Houston  this  Fall,  the  World  Energy  Council  will  convene 
its  1 7th  Congress.  Energy  ministers,  senior  executives,  and 
government  officials  from  around  the  v^orld  will  get  together  to 
discuss  the  future  of  the  world's  energy  sources.  BusinessWeek 
will  be  there,  and  so  can  you  with  "World  Energy."  Shine  a  light 
on  your  business  as  the  world's  most  influential  talk  about  the 
planet's  bright  future.  Over  5  million*  readers  will  be  looking 
in  -  don't  get  left  in  the  dark. 


Issue  Date:  September  14,  1998 
Ad  Close:  August  3,  1998 

For  more  information,  please  call  John  McGuire, 
Account  Manager,  at  (214)688-5188  or  e-mail 
john_mcguire@businessweek.com. 


♦Source:  1998  Spring  MRI 
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Most  Read.  Best  Read.  Worldwide. 


There's  no  place  quite  like  Kuala  Lumpur  International  Airport.  And 
as  it's  the  most  modern  airport  in  the  world,  we're  understandably 
proud  to  make  this  home  base  for  Malaysia  Airlines. 

Here,  our  passengers  will  enjoy  a  new  standard  of  ground  service  to 
rival  our  world-class,  award-winning  inflight  service. 

For  starters,  there  are  more  check-in  counters,  so  long  queues  are 
a  thing  of  the  past. 


There  are  three  Malaysia  Airlines  Golden  Lounges  for  orF 
Business  Class  passengers  and  MAS  Esteemed  Travellers  withw 
jewel  being  the  Golden  Lounge  at  the  Satellite  Building. 

With  more  than  4,000  square  metres  of  space,  it's  larger  th  a 
field  and  is  the  world's  largest  airport  passenger  lounge.  It  >^ 
incorporate  the  every  day  side  of  things  for  business  travijer; 
fully-equipped  business  centre,  lap-top  ports  and  an  audio-isui 


CAS 


call  the  new  Kuala  Lumpur  International  Airport 
the  most  advanced  In  the  world.  a 


Malaysia  Airlines  is  proud  to  call  it  home. 


;es  sleeperettes,  a  mini  gym,  showers,  sauna,  a  nursery  with 
"ipus  and  activity  area,  a  coffee  bistro,  playstation  corner, 
and  even  a  sumptuous  choice  of  pre-flight  dining, 
there  are  many  distractions  for  travellers.  Duty-free 
:'s  second  to  none,  a  large  choice  of  food  outlets  and  the 
/  of  "the  airport  within  a  forest',  to  name  but  three, 
ess  travellers  chasing  a  deadline,  we've  added  a  fast  track 


service  to  speed  you  through  immigration.  And  bags  wait  for  you  at  the 
carousels,  not  the  other  way  round. 

We  could  go  on  and  on  about  the  innovations.  But  we  think  you'd  like 
to  discover  them  yourself  the  next  time  you  fly  Malaysia  Airlines.  For  more 
information,  please  call  your  travel  agent  or  Malaysia  Airlines. 


,  AIRLINE 


http://www.malaysiaairlines.com.my 
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loix^er  and  sln^owr  mox'e  loyalty.  ^ 

So,  liLo^w  e exactly  tila.e-y  disalbledl? 

There  is  a  pool  of  talent  that  is  grossly  underutilized.  An  untapped  source  of  natural  problem  i 
solvers  with  a  burning  desire  to  use  their  abilities.  That's  why  the  Notional  Organization  r 
on  Disability  founded  its  CEO  Council.  To  give  America's  leading  CEOs  a  platform  to  encourogei 
fellow  business  leaders  to  harness  the  potential  of  these  remarkable  individuals. 

THESE  MEMBERS  OF  THE  CEO  COUNCIL  SUBSCRIBE  TO  THE  IDEA  THAT 

IT'S  ABILITY.  NOT  DISABILITY,  THAT  COUNTS. 
N.O.D.  AND  BUSINESSWEEK  SALUTE  THEM  AND  INVITE  YOU  TO  JOIN. 


O  $ 


b  .-; 
Z  i£ 


TRUSTEES  CIRCLE 

The  J.  C.  Penney  Company,  Inc.,  James  E.  Oesterreicher 
The  McGraw-Hill  Companies,  Harold  McGraw  III 
Merrill  Lynch  &  Co.,  Inc.,  David  H.  Komansky 

CHAIRA^N'S  CIRCLE 

American  Express  Company,  Harvey  Golub 

BusinessWeek,  David  G.  Perm 

Fannie  Mae,  James  A.  Johnson 

Provident  Companies,  Inc.,  J.  Harold  Chandler 

Reicher  Capital  Management  Co.,  Jeffrey  P.  Reich 

United  Parcel  Service,  James  P.  Kelly 

UNUM  Corporation,  James  F.  Orr  III 

Westinghouse  Electric  Corporation,  Michael  H.  Jordan 

VICE  CHAIRMAN'S  CIRCLE 
Alcoa,  Paul  O'Neil 
Chrysler  Corporation,  R.J.  Eaton 
Citibank,  John  S.  Reed 

Compaq  Computer  Corporation,  Eckhard  Pfeiffer 
Eastman  Kodak  Company,  George  M.C.  Fisher 
H.J.  Heinz  Company,  Anthony  J.F.  O'Reilly 
Mobil  Corporation,  Lucio  A.  Noto 
New  York  Stock  Exchange,  Richard  A.  Grasso 
Philip  Morris,  Geoffrey  C.  Bible 

Potomac  Electric  Power  Company,  John  M.  Derrick,  Jr. 
USF&G,  Norman  P.  Blake,  Jr. 
Xerox  Corporation,  Paul  A.  Allaire 


Don't  put 
SL  linxit  on. 
what  can  toe 
accompli  slied. 

-  Christopher  Reeve 
Vice  Chairman  of  N.O.D. 


PRESIDENT'S  CIRCLE 

Ameritech,  Richard  C.  Notebaert 

AT&T,  C.  Michael  Armstrong 

CBS,  Inc.,  Michael  H.  Jordan 

Champion  Enterprises,  Inc.,  Walter  R.  Young,  Jr. 

CNA,  Dennis  H.  Chookaszian 

Dorsar  Investment  Company,  Stephen  L.  Feinberg 
Exxon  Corporation,  Lee  Raymond 
GTE  Corporation,  Charles  R.  Lee 
Joseph  E.  Seagram  &  Sons,  Inc.,  Edgar  Bronfman, , 
Kellogg  Company,  Arnold  G.  Longbo 
Kemper  Insurance  Companies,  David  B.  Mathis 
Marriott  International,  Inc.,  J.W.  Marriott,  Jr. 
National  Broadcasting  Company,  Robert  C.  Wright 
Northrop  Grumman,  Kent  Kresa 
Owl  Hollow  Enterprises,  Philip  E.  Beekmon 
Sears,  Roebuck  and  Co.,  Arthur  C.  Martinez 
The  Washington  Post  Company,  Donald  E.  Graham 
Wm.  Wrigley,  Jr.  Company,  William  Wrigley 
Woolworth  Corporation,  Roger  Farah 

LEADERSHIP  CIRCLE 

Alex  Lee,  Inc.,  Boyd  L.  George 
Allstate  Insurance  Company,  Jerry  D.  Choote 
Anheuser-Busch  Companies,  Inc.,  August  A.  Busch 
Apple  Computer,  Inc.,  Steven  Jobs 
Avon  Products  Inc.,  James  E.  Preston 
Bristol-Myers  Squibb,  Charles  A.  Heimbold,  Jr. 
Capital  Cities/ABC,  Inc.,  Robert  A.  Iger 
CIGNA  Group  Insurance,  John  K.  Leonard 
Cubic  Corporation,  Walter  J.  Zable 
The  Dun  &  Brodstreet  Corporation,  Volney  Taylor 
Fisher  Scientific  International,  Inc.,  Paul  M.  MontroifF 
Ford  Motor  Company,  Alexander  J.  Trotman 
Fortis  Benefits  insurance  Company,  Robert  B.  Polio 
Gannett  Broadcasting,  Cecil  L.  Walker 
General  Electric  Company,  John  F.  Welch,  Jr. 
General  Motors  Corporation,  John  F.  Smith,  Jr. 
The  Hearst  Corporation,  Frank  A.  Bennack,  Jr. 
Henry  Ford  Health  System,  Gail  L.  Warden 
Ingersoll-Rand  Company,  J.E.  Perrellc 
ITT  Hartford  Life  Insurance  Companies,  Lowndes  A  m 
Johnson  &  Johnson,  Ralph  Larsen 
Marsh  &  McLennan  Companies  Inc.,  A.J.C.  Smith 
Motorola  Inc.,  Chris  Galvin 
NationsBank  Corporation,  Hugh  L.  McColl,  Jr. 
NEC  America,  Inc.,  Dr.  Mineo  Sugiyamo 
PPG  Industries,  Inc.,  Jerry  E.  Dempsey 
RJR  Nabisco  Holdings  Corp.,  Steven  Goldstone 
Shell  Oil  Company,  Philip  J.  Carroll 
Sony  Electronics  Inc.,  Carl  J.  Yonkowski 
Steelcase,  Inc.,  James  Hackett 

Tenet  Healthcare  Corporation,  Jeffrey  C.  Barbakov 
Towers  Perrin,  John  T.  Lynch 
ULLICO,  Inc.,  Robert  A.  Georgine 
United  Capitol  Group,  JP  Mililli 
U.S.  Can  Company,  William  J.  Smith 
Warner-Lambert  Company,  Melvin  R.  Goodes 
Worthington  Industries,  John  P.  McConnell 
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IE  HIGH  COST  OF  PLAYING 
ITH  A  LEGEND 

'  companies  are  paying  lavishly  to  tee  off  with  golf  greats 


Amei-ican  Aii-lines  Inc.  hir-ed  Stockton  to 
give  clinics  and  play  a  few  holes  with  its 
power  clients.  He's  still  pi-eaching  the 
gospel  of  proper  alignment.  This  year, 
Stockton  will  appear  at  two  or  three 
events  for  the  airline.  "Dave  has  built 
bonds  for  us  with  key  customers,"  says 
Michael  W.  Gunn,  American's  senior 
vice-president  for  marketing.  "We  think 
we  get  more  than  oiu*  money's  worth." 

Competition  for  the  most  recognized 
players  can  be  intense — and  expensive. 
Nicklaus  and  Arnold  Palmer  no  longer 
dominate  tournaments,  but  the  golfing 
gi'eats  rake  in  enonnous  fees  for  out- 
ings, $75,000  per  day  and  more.  Nick- 
laus generally  confines  his  appearances 


"If  I  can  give  a  tip  that  will  cut  a  handicap  by 
four  shots,  [corporate  guests  are]  hard-pressed 

to  get  a  better  present 
than  that" 


gine  hiring  a  fonner  U.  S.  Open 
imp  to  pal  around  for  a  day  with 
I  and  your  best  customers.  You 
rt  off  with  a  golf  clinic,  enjoy  a 
li  four-  or  five-hole  playing  les- 
iij  round  out  the  dream  date  with 
mate  dinner,  at  which  the  pro  re- 
Tiur  guests  with  tales  about  com- 
against  Jack  Nicklaus,  Tom  Wat- 
id  other  fail-way  legends. 
:  much  would  this  day  of  celebi'i- 
iiDOzing  set  you  back?  In  a  world 
-l  ising  personal-appearance  fees, 
lire  probably  went  up  in  the  time 

to  read  this  sentence.  For  one- 
itings,  prominent  players  on  the 
nir,  Senior  PGA  Tour,  and  LPGA 
commonly  command  fees  of 
i.  Many  charge  more,  including 

Tour  veteran  Dave  Stockton 
0),  former  U.  S.  Open  titlist  Tom 
F40,000),  and  last  year's  British 
champ,  Justin  Leonard 
0). 

iSING  CLIENTS.  Even  at 
irices,  it's  worth  it  to  an 
iiig  number  of  corpora- 
kwe,  the  money  borders 

outrageous,  especially  if 
I  shows  up  an  hour  late 
wis  his  way  through  a 
I'.nt  if  the  mood  is  right. 

Iter  to  impress  a  key 
:han  pairing  him  with  a 
hose  name  adorned  the 
ooard   at   the  British 


about  projecting  an  im- 
ays  Walt  Galanty  of  Ac- 
Imaging  Marketing  Inc., 
■xandria  (Va.)  company 
•ranges  private  outings, 
they  host  one  of  these 
,  companies  are  saying 
•  clients:  'Look  at  us,  we 
ie  ability  to  bring  in  a 
itockton,  a  Lee  Trevino, 
Floyd —  Shouldn't  you 
ig  business  with  us?' " 
e  corporations  hook  up 
Dlfers  for  the  long  haul, 
is  been  entertaining  ex- 
s  of  a  steel  company  for 
■s.  Nearly  30  years  ago,  MASTER  CLASS  Stockton  gets  $S0,000  a  day 


to  corporations  he  represents  and  to 
events  held  at  golf  courses  designed  by 
his  company.  Greg  Norman  is  noted  for 
refusing  all  but  a  few  offers.  For  the 
budget-minded,  Gary  Koch,  a  TV  golf 
analyst  and  former  toui*  player,  charges 
$12,500  to  $15,000. 

"TRICK  SHOTS."  The  price  of  chumming 
around  with  golf  idols  is  going  up.  Kite 
liired  out  for  $2,500  a  day  as  recently  as 
1985.  Before  Leonard  won  the  British 
Open,  his  fee  was  about  $10,000.  In  pait, 
higher  fees  reflect  increases  in  prize 
money.  "Pui'ses  have  escalated  so  gi-eat- 
ly  and  golfers  ai-e  making  so  much  mon- 
ey, they're  not  nearly  as  willing  or  in- 
terested" in  perfonning  at  outings,  says 
Vinny  Giles,  who  represents  Kite, 
Leonard,  and  other  tour  golfers. 
"So  . . .  they  set  their  fees  higher  and 
tell  everyone,  'I'll  do  it — at  my  price.' " 
Other  golfers  set  their  fees  lower, 
seeking  to  build  their  bookings  for  the 
long  terni.  The  master  builder  is  Stock- 
ton, a  solid  player  during  his  years  on 
the  regular  tour  and  winner  of  the  '70 
and  '76  PGA  Championships.  In  the  mid- 
1970s,  looking  to  spend  more  time  with 
his  family,  Stockton  curtailed  his  tour- 


nament schedule  and  tui-ned  to  outings, 
appealing  at  as  many  as  90  some  yeai's, 
for  companies  including  Menill  Lynch  & 
Co.  and  Travelers  Group. 

Stockton  fovmd  he  enjoyed  the  events 
and  that  audiences  enjoyed  hstening  to 
him.  "My  goal  is  for  everyone  to  go 
home  having  heard  something  that'll 
help  them  improve  their  game.  If  I  can 
give  a  tip  that  will  cut  a  handicap  by 
foui'  shots,  they're  hard-pressed  to  get  a 
better  present  than  that,"  he  says  and 
questions  whether  some  other  pros  give 
as  much.  "A  lot  of  the  pros  have  rou- 
tines. Some  are  humorous.  Some  are  in- 
spirational. The  ones  I  really  don't  cai'e 
for  are  fi'om  the  players  who  show  up, 
get  their  fee,  perform  a  few  trick  shots 
that  don't  help  anybody — and  leave." 

These  days,  Stockton  has  wliittled  his 
outings  to  about  20  a  yeai;  allowing  liim 
time  to  play  the  senior  toui;  where  he  is 
one  of  the  leading  money  winners.  But 
there's  nothing  like  a  regular  payday, 
and  Stocl\ton  can  always  count  on  work- 
ing Mondays  for  Corporate  America. 

By  Mark  Hyman 
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If  you  didn't  need  to  know  this  stuff, 

we  wouldn't  interrupt  your  weekend.  Z^- 


Somewhere  right  now.  business  news  is  breaking  that  will  have  an  impact  on  your  life. 
That's  why  there's  "This  Week  in  Business"  on  PBS.  Join  host  Sheilah  Kast 

for  the  business  news  you  absolutely  need  to  know.  >' . 


-Pnxiuca]  b»WETAWash.n3I0n.DC 
'in  asso<;iaIk>n  wilh 


roipotate  lunding  provided 


Weekends  on  PBS. 


Four  million 


people  could 


find  jobs  with 


your  support. 


SAP/Stevie  Wonder  Vision  Awards. 

In  history,  it's  otten  the  courageous  few  who  are  willuig  and  able  to  affect  cliange.Tlie  SAP/Stevie  WoiuierVision 
^'^^jj^  Awards  program  recognizes  the  pioneers  and  role  models  who  are  de\eloping  technolog\'  products  to  integrate  tour 
k|L  y     million  people  into  the  workplace.  We'd  like  to  invite  you  to  share  .111  evening  ot 

encouragement  and  recognition  ot  these  \  isionaries  on  August  12th  at  the  I'laza 
in  New  York  City.  It's  more  than  a  tuml-raiser.  It's  histor\'  in  the  making.  Show  your  sLipport 
elebrate  this  cause.  For  more  mtormation,  visit  www.sap.com/\'ision  or  call  1 -SOI  1-283-1  SAP.     A  Bcucr  Rciiini  On  liiloiiiidiioii.  " 
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SURVIVORS 
IN  ASIA 


As  the  second-quarter 
earnings  season  rolls 
on,  the  casualty  list 
ft'om  the  economic  catastro- 
phe in  Asia  is  getting  longer. 
Boeing,  DuPont,  Hewlett- 
Packai'd,  and  other  companies 
with  big  Asian  revenues  have 
gotten  hit.  But  some  multi- 
nationals have  managed  not 
only  to  survive  the  tuiTnoil, 
they're  actually  thriving  in 
the  region.  At  the  same  time, 
others  that  have  been  tarred 
by  their  Asian  exposui'e  may 
not  be  as  bad  off  as  their  de- 
pressed stock  prices  suggest 
(table).  As  a  result,  they  may 
merit  a  second  glance  if 
you're  a  long-term,  value-ori- 
ented investor. 

Among  companies  weath- 
ering the  crisis  well  are 
Tiffany,  American  Interna- 
tional Group,  and  Mattel.  In 
the  case  of  Tiffany,  the  jew- 
eler, and  .A.IG,  the  global  in- 
surance group,  this  doesn't 
seem  to  make  sense.  Why 
would  Tiffany,  which  gets 
40%  of  its  pretax  profit  fi'om 
Japan,  see  its  stock  rise  by 
2(Wr  this  year  despite  a 
Japanese  recession?  And 
why  has  Ai<;, 
known  for 
decades  for 
its  strong  Asian  presence, 
turned  in  a  37%  gain? 
BRIDAL  BUSINESS.  At  Tiffany, 
astute  management  is  help- 
ing the  company  ride  out  the 
storm.  "They  initially  got 
hurt  on  the  perception  that 
people  in  Japan  would  not  be 
buying  expensive  jewelry," 
says  Gary  FuUam,  dii'ector  of 
research  at  Atlanta-based 

GLOBALT,     whose  GLOBALT 

Growth  Fund  focuses  on 
U.  S.  companies  with  heavy 
overseas  exposure.  "But 


INVESTING 


they've  reorganized  the  way 
they  do  business  in  Japan, 
and  have  become  much  more 
efficient  and  better  retaUei"s." 

For  example,  Tiffany  now 
stresses  engagement  rings 
and  wedcUng  fa- 
vors for  its 
Japanese  . 
clientele.  En- 
gagement 
rings  are 
about  half  of 
its  business  in 
Japan,  vs.  20%  in 
the  U.  S.  "Regard- 
less of  the  econo- 
my, people  are  go- 
ing to  get  engaged," 
says  analyst  Peter 
Schaeffer  of  Warburg 
Dillon  Read.  But  if  the 
yen  persists  in  weakening, 
the  company  could  take  a 
hit  because  its  pricey  goo(K 
would  become  even  more 
costly  in  Japan — and  Tiffany 
has  already  raised  prices 
twice  in  the  past  year.  It 
plans  to  boost  sales  by  open- 
ing stores  in  smaller  cities. 
"Unless  Japan  goes  into  de- 
pression, they  will  continue 
to  do  well,"  Schaeffer  says. 

AIG  also 
gets  a  big 
chunk  of  its 
pretax  profits  from  Asia — 
about  15%  to  20%,  says  Jef- 
frey Hopson,  an  analyst  with 
A.  G.  Edwards.  For  the  sec- 
ond quarter,  aig's  earnings 
rose  14%  from  the  year-ago 
period.  Growth  in  aig's  inter- 
national life  insurance  unit 
slowed  slightly,  fallij-ig  to  17%, 
year  over  year,  from  its  usual 
18%  or  19%.  Analysts  seem 
unconcerned.  Asians  see  in- 
surance as  a  necessity,  not  a 
luxury,  and  as  more  of  a  sav- 
ings vehicle,  says  Hopson.  In 


contrast  with 
many  Asian  in- 
surers, whose  financial 
stability  has  been  threatened, 
"aig  is  able  to  advertise  a 
triple-A  rating  and  can  pick 
up  market  share,"  he  says.  To 
be  sure,  the  collapse  of  many 
Asian  currencies  has  affected 
.aig's  earnings.  But  in  much 
of  Asia,  "interest  rates  have 
moved  up  and  new  cash  flow 
has  been  invested  at  higher 
rates,"  helping  to  offset  the 
drag,  Hopson  says. 

Other  multinationals  have 
benefited  as  manufacturing 
costs  have  fallen.  Take  toy- 
maker  Mattel.  Menill  Lynch 
analyst  Hayley  Kissel  says 
less  than  5%  of  Mattel's  sales 
come  from  Asia,  but  about 


its  gi' 
made  in  countrie,-  ■ 
Indonesia,  that  ha\  < 
currency  devaluatiuii 
also  gets  a  boost  frnn 
worldwide  in  demand  ' 
tic  resins,  the  largc- 
nent  in  its  manui 
costs.  And  so  far,  Mai 
n't  had  to  pass  on  th 
benefits  to  consuni>- 
you're  a  company  w!" 
brand  equity,  you  cai 
premium  pricing  "  sa;. 
She  thinks  Mattel 
to  the  low  50s  over  tl 
year,  from  40%  today. 

Among  hai-d-hit  cor»a 
with  the  potential  to  i-^' 
HSBC  Holdings  is 
vote  of  confidence  fi'ni 
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•ier  Martin 

He  recently 
icfd  plans  to 
e  his  stake  in 

maintaining 
le  Hongkong 
inghai  Bank 

holds  "out- 
.ng  value." 

one  of  the 

best  capital- 
ank  holding 
lies,  trades  as 
erican  deposi- 
iceipt  in  the 
\t  S248.  the 
irice-eamings 
8  is  11.3  based  on  1998 
estimates,  vs.  15.3 
ase  Manhattan  and  18 
icorp. 

t  signs  of  a  bottom  in 
ian  economies  appeal'. 


Weathering  the  Storm 


COMPANY/ 

TICKER 

STOCK 
PRICE* 

52-WK. 
HIGH 

COMMENT 

AMERICAN  INTL  GROUP  AIG 

152'X., 

im 

Insurer  helped  by  flight  to  quality 

APPLIED  MATERIALS  AMAT 

31Kr, 

54X6 

Company's  sell-off  may  be  near  end 

FEDERAL  EXPRESS  FDX 

84'/ 

/xalall  MUpiUcHlo  lU  U.  0.  ale  glUWlIlg 

J.R  MORGAN  JPM 

127'/. 

148/ 

High  quality  and  low  book  value 

MAHEL  MAT 

46/6 

Cheap  Asian  manufacturing  a  plus 

TIFFANY  TIF 

43 

52 

Agile  marketing  keeps  demand  strong 

*July  27 

DATA:  BUSINESS  WEEK,  BLOOMBERG  FINANCIAL  MARKETS 

globalt's  FuUam  plans  to  buy 
stocks  such  as  Applied  Mate- 
rials, Fedei*al  Express,  and  in- 
surer AFLAC.  L.  Roy  Papp, 
who  manages  the  Papp  Amer- 
ica-Abroad  Fund,  says  Molex, 


a  maker  of  electronic  and 
fiber-optic  interconnection 
products,  and  American  Pow- 
er Conversion,  which  makes 
power  supplies,  could  also  re- 
bound. Michael  Holland,  of  in- 


vestment firm  Hol- 
land &  Co.  in  New 
York,  favors  J.  P 
Morgan.  The  stock 
trades  at  less  than 
two  times  book  val- 
ue, compared  with 
2.5  to  3.5  for  com- 
petitoi"s.  "It's  quality 
financial  assets  at  a 
discount,"  he  says. 
"When  the  Pacific 
Rim  returns,  these 
guys  are  there. 
They've  ah-eady  done 
the  wilting  off." 
As  yet,  the  end  in 
the  Asian  ciisis  is  not  in  siglit. 
Until  signs  of  recoveiy  appeai; 
investors  may  find  that  re- 
seai'cliing  stocks  in  prepai'a- 
tion  for  a  pickup  is  a  smart 
move.        Suzanne  WooUey 


RT  MONEY 


'EDIGREED 
m  GOES 
TAIL 

nine  years, 
lis  Global  Value 
has  had  a  stel- 
un.  Its  returns 

17%  and  21.10%  for  the 
and  five  years  ending 
30  handily  beat  the 
in  Stanley  Capital 
lational  World  Index' 
of  19.73%  and  16.16%  , 
ctively.  But  manager 
ird  Horn  wouldn't  let 
uy  in  with  anything 
$100,000. 

w,  Horn  is  going  retail, 
rting  Polaris  fi^om  a 
i  paitnership 
o-load  mutual 
vith  a  $2,500 
am  (888  263- 
But  don't  ex- 
loiTi,  43,  a 
ate  of  Massa- 
ts  Institute  of 
olog>''s  Sloan 
I  of  Manage- 
to  make  more 
es.  "I  ran  my 
irship  like  a 


mini-mutual  fund  and  didn't 
do  anything  that  is  often 
done  in  hedge  fimds  such  as 
leveraging  or  short-selling," 
he  says. 

A  value  investor,  Honi 
seai'ches  a  database  of  16,000 
companies  worldwide  and 
screens  for  500  or  so  that 


HORN:  He  sees 

bargains  in  Asia 

can  generate  at 
least  an  8%  return 
annually,  after  infla- 
tion, in  cash  flow 
fi"om  operations. 
"Then  the  real 
scmbdown  of  the 
company  financials 
begins,"  says  Hom, 
who  ultimately 
whittles  the  list  to 
50  stocks. 

While  neai-ly  80%. 
of  his  portfolio  is  in 
Europe  and  North  America, 
Hom  is  slowiy  selling  some 
of  these  stocks  to  invest  in 
Asia,  where  shai'es  of  compa- 
nies are  off  more  than  75% 
from  their-  peak.  He  hkes 
Takefuji,  a  Japanese  finance 
company  that  makes  imse- 
cured  consumer  loans  (table). 


Bernie  Horn's  Global  Value  Picks 


COMPANY  (SYMBOL) 

SHARE 
PRICE* 

52-WEEK 
HIGH 

COMMENT 

FEODERS,  U.S.  (FJC) 

$7 

TA, 

Restructured  air-conditioner  maker 

iYSKE  BANK,  DENMARK  (JYBC) 

119 

127 

Benefiting  from  consolidation 

SAPPI,  SOUTH  AFRICA  (SAPIY**) 

iV^ 

m 

Made  profitable  paper  acquisitions 

TAKEFUJI,  JAPAN 

51 

54 

Superior  credit-scoring  system 

VTECH,  HONG  KONG  (VTKHY**) 

46'/ 

46/ 

Leader  in  cordless  phone  business 

He  expects  industiy  deregu- 
lation and  Takefuji's  top 
credit-scoiing  technologj^  to 
sustain  its  healthy  cash  flow. 

Beyond  Asia,  Horn  har- 
bors hope  for  South  African 
Pulp  &  Paper  (sappi),  the 
world's  leading  fine-paper 
maker,  which  finally  is  ben- 
efiting from  an  industiy 
revamp. 

Despite  the  lofty  levels  of 
U.  S.  stocks,  Horn  sees  val- 
ues. He  hkes  Fedders,  the 
lai-gest  U.  S.  maker  of  air 
conditioners.  It  has  restruc- 
tiu-ed  and  shifted  production 
to  Cliina.  It  has  been  bming 
back  stock  and  has  acquii'ed 
Rotorex,  the  world's  largest 
maker  of  compressors. 

WMe  he  feels  U.  S.  finan- 
cial stocks  are  pretty  much 
played  out,  he  sees  potential 
in  Denmark's  Jyske  Bank, 
wWch  has  $9.2  biUion  in  as- 
sets. "I  can  buy 
Jyske  close  to  book 
value  and  less  than 
10  times  earnings. 
U.  S.  banks  ai-e  trad- 
ing at  4  times  book 
and  20  times  earn- 
ings," he  says.  It's 
this  kind  of  analvsis 


*  July  27    **  American  depositary  receipt 


DATA:  POLARIS  GLOBAL  VALUE  FUND,  BLOOMBERG  FINANCIAL  MARKETS 


its  short  mutual  fund 
life.       Toddi  Gutnei- 
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nge  from  last  year:  3,6% 


PRODUCTION  INDEX 

,  July  18=130.8 
1992=100 


■y  Nov  Mar.  July 

37  1997  1998  1998 

idex  IS  a  4-week  moving  average 

'duction  index  v»as  unchanged  for  the  week  ended  July  25,  while  the 
ged  index  rose  to  132.3,  from  131.  Electricity,  which  reached  its  third 

output  figure  of  all  time,  was  up,  and  autos  and  trucks  also  posted 
iail-freight  traffic  was  down  5%,  and  the  Association  of  American 
Is  reported  that  loadings  of  motor  vehicles  and  equipment  was  down 
from  the  comparable  week  last  year  because  of  the  strike  at  General 

The  production  of  steel,  oil,  coal  and  lumber  was  also  down. 

'ex  copyright  1998  by  The  McGraw-Hill  Companies 


ING  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

PRICES  (7.'24)  S&P  500 

1140.80 

1186.75 

21.5 

MTE  BOND  YIELD.  Aaa  (7/24) 

6.56% 

6.58% 

-7.5 

SUPPLY,  M2  (7/13)  billions 

$4,199.8  3 

4,213.8r 

7.3 

CLAIMS.  UNEMPLOYMENT  (7/18)  thous 

315 

337r 

5.4 

AGE  APPLICATIONS.  PURCHASE  (7/24) 

252.4 

255.0 

22.6 

iGE  APPLICATIONS.  REFINANCE  (7/24) 

1,320.2 

1,292.2 

121.5 

:  Standard  &  Poor's,  Moody's.  Federal  Reserve.  Labor  Dept.,  Mortgage 
A$sn.  (Index;  March  15,  1990=100) 

EESTRATES- 

L  FUNDS  (7/28) 

LATEST 
WEEK 

5.50% 

WEEK 
AGO 

5.51% 

VEAR 
AGO 

5.52% 

RGIAL  PAPER  (7/28)  3-month 

5.50 

5.50 

5.57 

ICATES  OF  DEPOSIT  (7/29)  3-month 

5.60 

5.60 

5.58 

lORTGAGE  (7/24)  30-year 

7.04 

7.07 

7.60 

ABLE  MORTGAGE  (7/24)  one-year 

5.78 

5.82 

5.75 

7.'24) 

8.50 

8.50 

8.50 

Federal  Reserve.  HSH  Associates.  Bloomberg  Financial  Markets 


PRODUCTION  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

STEEL  (7/25)  thous.  of  net  tons 

2,013 

1,962# 

1.1 

AUTOS  (7/25)  units 

73,527 

57,601r# 

-32.1 

TRUCKS  (7/25)  units 

74,455 

59,691r# 

-30.9 

ELECTRIC  POWER  (7/25)  millions  of  kilowatt-hrs 

79,676 

77,565# 

6.4 

CRUDE-OIL  REFINING  (7/25)  thous  of  bbl  /day 

15,518 

15,675# 

4.7 

COAL  (7/18)  thous.  of  net  tons 

21,099# 

19,270 

3-1 

LUMBER  (7/18)  millions  of  ft. 

498. 2# 

464.2 

-1.5 

RAIL  FREIGHT  (7/18)  billions  of  ton-miles 

25.7# 

24.3 

0.8 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.  WWPAi,  SFPA2,  Association  of 
American  Railroads 

PRICES 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

GOLD  (7/29)  $/troy  oz. 

290.750 

293.950 

-11.2 

STEEL  SCRAP  (7/28)  #1  heavy,  $/ton 

130.50 

130.50 

-9.1 

COPPER  (7/24)  e/lb. 

81.6 

79.0 

-28.4 

ALUMINUM  (7/24)  e/ib 

65.5 

63.0 

-15.5 

COTTON  (7/25)  strict  low  middling  1-1/16  in.,  (Z/lb.  73.78 

73.66 

1.9 

OIL  (7/28)  $/bbl. 

14.16 

13.53 

-27.6 

CRB  FOODSTUFFS  (7/28)  1967=100 

226.88 

229.16 

-5.7 

CRB  RAW  INDUSTRIALS  (7/28)  1967=100 

295.77 

296.90 

-12.9 

Sources:  London  Wednesday  final  setting.  Chicago  market.  Metals 
market,   NYMEX,   Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

UTEST 
WEEK 

WEEK 
AGO 

YEAR 
AGO 

JAPANESE  YEN  (7/29) 

142.37 

140.98 

118.33 

GERMAN  MARK  7/29) 

1.77 

1.79 

1.84 

BRITISH  POUND  (7/29) 

1.65 

1.64 

1.63 

FRENCH  FRANC  (7/29) 

5.94 

6.00 

6.19 

ITALIAN  LIRA  7/29) 

1747.0 

1766.0 

1787.5 

CANADIAN  DOLLAR  (7/29) 

1.50 

1.50 

1.38 

MEXICAN  PESO  (7/29) 

8.904 

8.865 

7.780 

TRADE-WEIGHTED  DOLLAR  INDEX  (7/29) 

114.2 

114.0 

106.5 

Sources:  Maior  New  York  banks  Currencies  expressed  in  units  per  U.S.  dollar, 
except  for  British  pound  in  dollars    Trade-weighted  dollar  via  J.P.  Morgan 


ta  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW 
t.  l=Western  Vi(ood  Products  Assn.       2=Southern  Forest  Products  Assn. 


index  (chart):  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


E  WEEK  AHEAD 


AL  INCOME 

Aug.  3,  8:30  a.m.EDJ>  Personal 
ikely  rose  0.3%  in  June  after  a 
in  in  May,  says  the  median  forecast 
mists  surveyed  by  Standard  &  Poor's 
nit  of  The  McGraw-Hill  Companies, 
ir  spending  probably  increased 
June,  after  surging  0.6%  in  May. 

tICTION  SPENDING 

Aug.  3,  10  a.m.EDT>-  Building 
rose  0.7%  in  June,  after  dropping 
May. 

iJBVEY 

Aug.  3,  10  a.m.EDT>-  The  National 
on  of  Purchasing  Management's 


business  index  likely  stood  at  49%  in  July, 
down  from  49.6%  in  June. 

LEADING  INDICATORS 

Tuesday,  Aug.  4,  10  a.m.EDT>  The  Confer- 
ence Board's  index  of  leading  indicators 
probably  fell  0.2%  in  June,  after  no  change 
in  May. 

BEIGE  BOOK 

Wednesday.  Aug.  5,  2  p.m.EDT^  The  Federal 
Reserve  will  release  its  report  on  regional 
economic  activity. 

FACTORY  INVENTORIES 

Thursday,  Aug.  6,  10  a.m.EDT>-  Manufactur- 
ers probably  cut  their  inventories  by  0.2%  in 


June,  reflecting  a  drawdown  in  vehicles  at 
strike-beset  General  Motors  Corp.  Inventories 
rose  0.2%  in  May. 

EMPLOYMENT 

Friday,  Aug.  7,  8:30  a.m.EDT>  The  s&p  mms 
forecast  expects  a  55,000  gain  in  nonfarm 
payrolls  in  June,  after  May's  205,000 
increase.  The  weakness  reflects  a  loss  of 
about  150,000  jobs  related  to  the  gm  strike. 
The  jobless  rate  likely  remained  at  4.5%. 

CONSUMER  CREDIT 

Friday,  Aug.  7,  3  p.m.EDT>-  Consumers 
probably  added  $3  billion  in  new  debt  in 
June,  after  increasing  credit  by  a  mere  $400 
million  in  May. 
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inis 

Week, 
Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 


Sunday 

Take  a  lesson  from  Rob  Levin, 
president  of  Holt's  Cigar 
Co.— No.  5  on  BW's  1998  Hot 
Growth  Companies  list.  He's 
the  guest  at  this  week's  BW 
Enterprise  chat.  Aug.  2 
9  p.m.  EDT 


Tuesday 


Hot  to  invest  in 
semiconductor  stocks?  Tune 
in  for  Standard  &  Poor's 
analyst  Brendan  McGovern  in 
another  market  chat 
presented  jointly  with  S&P 
Personal  Wealth.  Aug.  4 
4:30  p.m.  EDT 

Thursday 

Scott  Schoelzel,  portfolio 
manager  of  the  Janus  20 
Fund,  will  share  some  of  his 
investing  secrets  with  us. 
Aug.  6 
9  p.m.  EDT 

AOL  keyword;  BWTalk 

Transcripts  of  all  conferences 
are  available  for  downloading 
from  ttie  BW  Online  area  on  AOL 
soon  after  each  event. 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


A 

,^  M  E  Ryl  c  A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  stoiy  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Accurate  Imaging 

Marketing  85 
Aenal  Communications 

(AERL)  62 
AFLAC  (AFL)  88 
AIBC  Investment  Services  74 
AIG(AIG)  88 
Alcatel  Alsthom  (ALA)  54 
Amedeo  40 

Amerada  Hess  (AHC)  27 
America  Abroad  Fund  88 
American  Airlines  (AMR)  8, 85 
Amencan  Bankers 
Insurance  28 

American  Power  Conversion 
(APCG)  88 

America  Online  (AOL)  13 

Amentech  (Am  26 

Amoco  (AN)  27 

Andersen  (Arthur)  28 

Apache  (APA)  27 

Apple  Computer  (AAPL)  30, 60 

Applied  Matenals  (AMAT)  88 

Arco(ARC)  27 

AT&T(D  26,60.77 

ATL  Ultrasound  (ATLI)  34 

Avis  Rent  A  Car  (CD)  28 

B 


Barber  &  Bronson  43 
Bay  Networks  (BAY)  54,  62 
Bell  Atlantic  (BEL)  26,  77 
BellSouth  (BIS)  26 
Biofield  84 

Blimpie  Associates  43 
Blimpie  Intemational 

(BMPE)  43 
Boeing  (BA)  88 
British  Airways  (BAB)  91 
British  Telecom  (BTY)  77 
Burlington  Coat  Factory 

(BCn  77 


Daimler  Benz  (DAI)  8 

Datek  Online  66 

Dell  Computer  (DELL)  30 

Delphi  Automotive  (GM)  24 

Delta  Air  Unes  (DAL)  8,91 

DirecTV  31 

Dow  Jones  (DJ)  66 

DSC  Communications  54 

DuPont(DD)  27,88 


Cantor  Fitzgerald  66 
Capitol  Research  & 

Management  27 
Carmel  Group  31 
Cendant (CD)  28 
Century  21  Real  Estate 

(CD)  28 

Chase  Manhattan  (CMB)  88 
Chevron  (CHV)  27 
China  Carrie  Enterprises  36 
China  North  Industries  36 
Chrysler  (C)  8,24 
Cisco  Systems  (CSCO)  62 
Citicorp  (CCD  88 
CJS  Securities  34 
Clonaid  32 
CompuServe  13 
Computer  Associates  (CA)  29 
Conference  Board  21,93 
Conxo  27 

Continental  Airlines  (CAI.B)  91 
Countrywide  Investments  62 
Credit  Suisse  First  Boston  30 


EchoStar  Communications  31 
Edwards  (A.G.)  88 
Electronic  Data  Systems 
(GM)  4 
Emirates  91 

Encsson  (LM.)  (ERICY)  54, 60, 
62 

Exxon  (XON)  27 


Fahnestock  43 
Fedders(FJC)  89 
Federal  Express  (FDX)  88 
First  Capital  77 
First  Metropolitan 
Securities  74 
Foot  Locker  6 
Ford(F)  24 

Forrester  Research  (FORR)  66 
Franklin  Mutual  Advisers 
(BEN)  34 

Franklin  Resources  (BEN)  34 
FurmanSelz  24 


Gartner  Group  62 
Gateway  (GIW)  30 
Gemstar  Development  13 
General  Electric  (GE)  6, 31 
General  Motors  (GM)  4,21,24, 
34,  93 

Genesis  Merchant  Group  77 
Gerard  KlauerMattison  30 
Global  Equities  Group  74 
GLOBALT  88 
Goldman  Sachs  30.66 
Great  Wall  Telecom  36 
GTE  (GTE)  26, 36,  77 
Guotai  Secunties  36 

H 


Japan  Airlines  8 
Jones  (Edward)  66 
JyskeBank  89 

K 


Kaufmann  Fund  28 
Kirch  Group  31 
Kroger (KR)  77 
Kroll  Associates  36 


Hahn  Capital  Management  77 
Hebdo  Mag  Intemational  28 
Herschel  Shosteck  62 
Hewlett-Packard  (H1«P)  88 
Hold  Billing  Services  26 
Holland  88 

HotchkisS  Wiley  (HWINX)  27 
HSBC  Holdings  88 


IBM  (IBM)  66 
Instinet  Intemational  66 
Institutional  Shareholder 
Services  29 
Intelsat  29 


LCP  Capital  Management  74 
Lehman  Brothers  (LEH)  77 
Loral  (LOR)  31 
Lucent  Technologies  (LU)  36, 
54, 62 

M 


UWeSl  UUIIIIIIUIIILd 

(QWST)  77 


Major  League  Baseball  34 
Manhattan  Bagel  34 
Mattel  (MAT)  88 
MCA  Records  8 
McGraw-Hill  (MHP)  93 
MCI  Communications 

(MClC)  26,41 
Meitec  4 
Merck  (MRK)  34 
Mernll  Lynch  (MER)  24,  66, 

85, 88 

Mernn  Information  Services  30 
Microsoft  (MSFTl  13,34,54 
Mobil  (MOB)  27 
Molex(M0U()  88 
Morgan  (J.R)  (JPM)  30, 88 
Morgan  Stanley  Dean  Witter 


Motorola  (MOTl  36, 54. 60, 62 
N 


NationsBanc  Montgomery 
Securities  (NB)  54,77 

Netscape  Communications 
(NSCP)  34 

Neuberger  &  Berman  24 
News  Corp,  (NWS)  31 
New  Worid  Coffee  &  Bagels  34 
NFL  6 

Nokia  (N0K.A)  54,60,62 
Nordstrom  (NOBE)  77 
Nortel  (NTl  36,54 
Northem  Telecom  (NT)  62 


OptiMark  66 

Option  International  13 

P 


Pacific  Telesis  (PAC)  26 
Pantech  62 
Penney  U.OUCP)  77 
Perot  Systems  4 
Philips  Electronics  (PHG)  34 
Phillips  (P)  27 
Piper  Jaftray  66 
Pixar  30 

Planet  Hollywood  (PHL)  34 
Polaris  Global  Value  Fund  89 
Polygram  8 
Poly  Group  36 
Pnmestar  31 
PraBio  32 
Psion  54 


Qualcomm  (QCOM)  36 
Quarterback  Club  6 


ResortQuest  (RZTi  9 
Rhone-Poulenc  P 
Rosenbluth  Inter 
Royal  Caribbean  l; 
(RCL)  34 

Royal  Dutch/Shei;  ;R 
Rutherford-Moran  Oi 
(RMOC)  27 


Safeway  (SWY)  77 
Salomon  Smith  Bam 

aRV)  27, 41 
Samsung  36,  62 
SBC  Communication 

(SBC)  26 
Scudder  Kempe' 

Investments  B6 
Sigma  Associates  8 
Signature  Finar: 
Sony(SNE)  13 
South  African  P 
Southeast  Rese; 

Partners  34 
Southwest  Airlines  i 
Standard  &  Pool :  I. 
Starfish  Software  6; 
State  Capital  Markei'. 
State  Street  Researc. 

Management  27 
Sunbeam  (SOC)  34 
Symantec  (SYMC  1 


Takefuji  89 
Tele-Communicatior 

(TCOMA)  26.  31 
Telebras  41 
Telefonica  de  Espanl 
Texaco  (TX)  27 
Texas  Instruments  0 
Three  Cities  Researc 
3Com  (COMS)  54, 1 
Tiffany  (TIF)  88 
Time  Warner  nm) 
Tontru  36 
Travelers  Group 

(TRV)  85 
Triton  Energy  (OIL) 
TKW(TRW)  34 
TWAOWA)  8 

U 


Unique  Casual  Rest 

(UNIQ)  34 
United  Airlines  (UAl 
US  Ainfl/ays  (U) 
USA  Bridge  Constru 

New  York  74 
USWest(USW)  26 


Vermont  Four  Seaso 
Rentals  90 
Virgin  Atlantic  91 

W 


Warburg  Dillon  Reai 
WorldCom  (WCOM) 


Xinxing  38 
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Yankee  Group  4 
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vestment  Figures  of  the  Week 


%  change 


BEST-PERFORMING 


Last 


Last  12 


500 

Jan.    July  July  23-29 


•1125.21 


kdiange  1 -week  change 
!%  -3.3% 


ENTARY 

suffered  a  bruising  week 
istors  questioned  whether 
gs  prospects  could  sup- 
.ock  prices  and  analysts 
mings  forecasts.  As  rip- 
tects  from  .Asia  showed 
second-quarter  reports, 
hips  such  as  Hewlett- 
■d  and  DuPont  warned 
s  to  temper  expectations, 
evelopments  in  Monica- 
'Iso  unsettled  the  mar- 
id  the  Dow  industrials 
the  week  down  2.3%, 
he  NASDAQ  lost  4.5%.  One 
'6:  a  tentative  labor 
ent  between  GM  and  the 
Auto  Workers. 


U.S.  MARKETS 

Latest 

Week 

Year 

GROUPS 

month  %                          months  % 

Dow  lones  Industrials 

8915.0 

-2.3 

8.0 

Photography/Imaging 

12.3 

Broadcasting 

91.4 

NASDAQ  Combined  Composite 

1881.5 

-4.5 

18.5 

Tobacco 

10.9 

Automobiles 

70.6 

S&P  MldCap400 

346.1 

-5.2 

10.3 

PQllution  Control 

9.2 

Specialty  Appar.  Retailers 

69.8 

S&P  SmallCap  600 

179.2 

-4.8 

4.9 

Computer  Systems 

6.8 

Long-Dlst.  Telecomm. 

60.6 

S&P  SuperComposite  1500 

238.1 

-3.6 

16.9 

Long-Dlst.  Telecomm. 

6.7 

Entertainment 

54.9 

SECTORS 


%  change 
Week  Year 


BloombBTg  Informstion  A^b 

362.1 

-2.7 

21.4 

Fin::inri;iK 

136.2 

-4.0 

22.8 

S&P  Utilities 

236.3 

-2.2 

17.5 

PSE  Technology 

343.1 

-4.5 

6.0 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE100) 

5844.1 

-2.4 

18.6 

Frankfurt  (DAX) 

5853.6 

-A.2 

32.4 

Tokyo  (NIKKEI  225) 

16,158.1 

-0.8 

-20.1 

Hong  Kong  (Hang  Seng) 

7808.8 

-7.3 

-51.1 

Toronto (TSE  300) 

7000.1 

^.8 

2.2 

Mexico  City  (IPC) 

4340.3 

^.9 

-12.7 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield 

1.38% 

1.34% 

1.59% 

S&P  500  P/E  Ratio  (Lastl2mos. 

27.6 

27.8 

23.7 

S&P  500  P/E  Ratio  (Next  12  mos.)*  22.0 

22.4 

19.1 

First  Call  Earnings  Surprise* 

2.23  % 

2.32  % 

2.39% 

Week 

TECHNICAL  INDICATORS 

Latest 

ago 

Reading 

S&P  500  200-day  average 

1042.4 

1038.1 

Positive 

Stocks  above  200-day  average 

37.0% 

48.0% 

Positive 

Options:  Put/call  ratio 

0.54 

0.46 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

1.47 

1.50 

Positive 

Data:  Bloomberg  Financial  Markets;  *First  CaM  Corp. 


WORST-PERFORMING  Last 
GROUPS  month  % 


Last  12 
months  % 


Oil  &  Gas  Drilling 
Engineering  &  Constr 
Oil-Well  Equip.  &  Svcs. 
Oil  Exploration  &  Prod. 
HMOs 


-21.2 
-17.1 
-16.0 
-14.3 
-12.1 


Oil  &  Gas  Drilling 
Metals 

Engineering  &  Constr. 
Gold  Mining 
Shoes 


^9.0 
-48.0 
-38.3 
-33.2 
-29.9 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebounb  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Cameo  International 

70''/i6 

-7% 

Merck 

124 '72 

-8 '74 

Coca-Cola 

83% 

-2% 

Wells  Fargo 

360 

-2 '^16 

Motorola 

50Vi6 

-3 '^16 

Bristol-Myers  Squibb 

114V8 

-4^16 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Microsoft 

II2V4 

4 '^16 

WorldCom 

52  V4 

5^'16 

Cisco  Systems 

96 

4^16 

Dell  Computer 

108 'A 

14V8 

Applied  Materials 

32 '^'i  6 

2V2 

Home  Depot 

43% 

1 V16 

EST  RATES 


SURY  BOND  INDEX 

Ian.    luly  luly  23-29 


jerg  Financial  Markets 


AL FUNDS 


"  MB  U  S  Diversified  HI  All  Equity 
I  return         52-week  total  return 


F 


'ningstar,  Inc. 


KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.10 

5.10 

5.17 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

5.05 

5.07 

5.23 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

5.06 

5.06 

5.18 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.35 

5.37 

5.43 

GENERAL  OBLIGATIONS 

4.43% 

4.43% 

4.98% 

4.98% 

10-YEAR  TREASURY  NOTES 

5.52 

5.46 

6.04 

PERCENT  OF  TREASURIES 

80.29 

81.26 

86.41 

87.67 

30-YEAR  TREASURY  BONDS 

5.77 

5.68 

6.33 

TAXABLE  EQUIVALENT 

6.42 

6.42 

7.22 

7.22 

LONG-TERM  AA  INDUSTRIALS 

6.37 

6.31 

6.78 

INSURED  REVENUE  BONDS 

4.59 

4.58 

5.19 

5.18 

LONG-TERM  BBB  INDUSTRIALS  6.86 

6.76 

7.14 

PERCENT  OF  TREASURIES 

83.19 

84.01 

90.05 

91.19 

LONG-TERM  AA  TELEPHONES 

6.75 

6.66 

7.04 

TAXABLE  EQUIVALENT 

6.65 

6.64 

7.52 

7.51 

EQUITY  FUNDS 


EQUITY  FUND  CATEGORIES 


Leaders 

Laggards 

Leaders 

Laggards 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

Four-week  total  return 

% 

Matthews  Kcrea  1 

21.0 

Fidelity  Sel.  Energy  Serv. 

-20.5 

Latin  America 

3.9 

Natural  Resources 

-9.4 

American  Heritage 

18.4 

Rydex  Energy  Svcs.  Inv. 

-19.3 

Diversified  Emerging  Mkts. 

2.7 

Small-cap  Blend 

-5.8 

Citizens  Global  Equity 

7.2 

Lighthouse  Contrarian 

-18.0 

Europe 

2.1 

Small-cap  Value 

-5.7 

Warburg  Japan  Grth  Comm. 

6.8 

Guinness  Mainland  China 

-18.0 

Japan 

1.8 

Small-cap  Growth 

-5.5 

Warburg  Japan  OTC  Comm. 

6.7 

Crabbe  Huson  Special 

-15.7 

Foreign 

1.6 

Real  Estate 

^.9 

Leaders 

Laggards 

Leaders 

Laggards 

52-week  total  return 

% 

S2-week  total  return 

52-week  total  return 

% 

52-week  total  return 

% 

Transamerica  Pram.  Sm.  Co. 

62.4 

Lexington  Troika  Russia 

-68.4 

Communications 

32.6 

Pacific/Asia  ex-Japan 

-54.4 

Weitz  Hickory 

59.6 

Lex.  Crosby  Sm.  Cap  Asia 

-68.4 

Europe 

29.3 

Diversified  Pacific/Asia 

^2.3 

Transamerica  Prem.  Agg.  Gr 

54.7 

Montgomery  Emerg.  Asia  R 

-67.0 

Financial 

25.8 

Precious  Metals 

-35.3 

Flag  Investors  Communs.  A 

52.4 

Guinness  FIgt.  Asia  Sm.  Cap 

-66.4 

Utilities 

23.3 

Diversified  Emerging  Mkts. 

-33.0 

Scudder  Greater  Europe  Gr 

50.3 

Morg.  Stan.  Inst.  Asia  Eq.  A 

-63.1 

Large-cap  Growth 

22.5 

Japan 

-25.4 

as  of  market  close  Wednesday,  July  29,  1998,  unless  ottierwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  July  28.  For  a  more  detailed  explanation,  write 
deS&P  500  companies  only.  Fundamentals,  tectinical  indicators.  Bloomberg  mon-     to  us  or  E-mail  figures@businessweek.com.  NA=Not  available  **Vanguard  Index  500  Fund 
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Editorials 


FINE-TUNING 
TOMORROW  S  MARKET 

The  financial-sei'vices  industiy  faces  dramatic  upheaval. 
New  cybei-markets  that  trade  equities  are  eating  the 
lunch  of  the  Wall  Street  middlemen  who  have  grown  fat  on 
fees  from  traditional  markets.  New  technology  is  turning 
stock  trading  into  a  commodity  business  (page  66).  New  sys- 
tems can,  for  example,  match  thousands  of  buy  and  sell  orders 
for  stocks  in  nanoseconds — and  far  cheaper  than  people  can. 

Ordinary  investors  are  gung-ho.  Trading  stocks  on  the 
Net  through  discount  brokers  is  becoming  old  hat.  Electron- 
ic investors  want  theii'  own,  brokerless,  direct  access  to  stock 
market  trading  systems.  Small  investors  will  get  better  prices 
and  cheaper  deals.  Meanwhile,  markets  abroad,  such  as  Lon- 
don and  Frankfurt,  are  racing  to  lui-e  business  with  state-of- 
the-art  technology  that  could  expand  global  investing. 

Gloomsters  might  argue  that  the  new  possibilities  for  fast- 
paced  trading  will  make  stock  markets  more  volatile.  On  a 
computer  keyboard,  after  all,  the  panic  button  is  just  an- 
other keystroke.  The  Securities  &  Exchange  Commission 
isn't  wonied.  It  insists  that  rules  for  existing  markets  during 
turbulent  trading  also  must  apply  to  cybermarkets.  It  is  im- 
posing some  specific  technical  conditions  on  the  fledgling 
mai-kets,  such  as  requiting  that  they  have  enough  capacity  to 
handle  surges  in  activity.  Othei-wise,  the  sec  is  rightly  en- 
couraging experiments  without  imposing  onerous  extra  mles. 

The  trouble  with  the  new  systems  is  that  they  may  tempt 
investors  to  ti'ade  before  doing  adequate  research.  Low-cost 
stock  trading  is  great,  but  however  cheap  it  becomes,  it 
won't  offset  lousy  investments.  Even  savvy  investors  are 
more  likely  to  foul  up  if  they  don't  do  their  homework.  Fi- 
nancial infonnation  and  advice  is  available  on  the  Internet.  In- 
vestors need  to  find  what's  solid  and  use  it  before  they  leap. 

Wall  Street  has  only  itself  to  blame  for  its  clients'  unwill- 
ingness to  pay  high  commissions  for  the  advice  that  flows 
fi'om  traditional  brokers.  Many  investor's  feel  that  these  bro- 
kers provide  endless  buy  recommendations — but  little  clear 
advice  on  when  to  sell.  And  many  clients  feel  they're  being 
pabned  off  with  one-size-fits-all  advice,  despite  all  the  promis- 
es to  the  contrary.  Traditional  brokers  can  win  back  investors 
with  better  advice.  But  wherever  investors  trade,  the  hope  is 
that  new  competition  will  force  the  securities  industry  to 
provide  guidance  worth  paying  for. 

A  NEW  ROLE 

FOR  CHINAS  ARMY 

President  Jiang  Zemin  is  getting  bolder  by  the  day.  Now, 
he  has  ordered  the  People's  Liberation  Ai-my  to  get  out 
of  business  and  back  into  the  barracks  by  divesting  thousands 
of  commercial  companies  it  owns.  Given  the  military's  clout  in 


China's  political  system,  it's  a  significant  move,  and 
portant  measure  of  just  how  committed  Beijing's  lea( 
may  now  be  to  economic  reform  (page  36). 

The  pla's  moonlighting  accounts  for  only  about 
sales  in  the  economy.  But  the  military  is  far  more  tha 
tent  symbolic  target.  Some  of  its  activities,  such  as  smi 
have  become  destabilizing  and  a  real  menace  to  the  ec 
Provided  the  soldiers  obey  orders,  China  can  move 
closer  to  building  a  civil  society  in  which  the  rule 
prevails  and  a  civilian  government  really  rules. 

The  reassertion  of  civilian  control  over  the  mihtar 
make  it  easier  for  the  West  to  deal  with  China,  too. 
generals,  for  instance,  should  now  be  less  able  to  ru 
own  foreign  policy  by  supplying  arms  to  ten'orists  an 
ah  states.  China's  application  to  join  the  World  Trade 
nization  should  also  be  simpler  to  negotiate  as  governn 
volvement  in  the  economy  and  in  business  assumes 
acceptable  pattern. 

There's  some  downside  to  the  change,  though.  Chi 
have  to  pony  up  more  cash  for  military  budgets  to  mat 
on  the  lost  income.  Besides,  a  pla  devoted  full-time 
diering  will  be  a  more  effective  fighting  force,  and  p 
more  belligerent  than  it  is  now.  That  makes  it  doul 
portant  for  China's  leaders  to  keep  control  of  the  militj 
abandon  aggressive  designs  on  its  neighbors  or  anyoi 

MORE  LAWSUITS 
WONT  CURE  HMOS 

Advocates  of  sweeping  patient  protection  legislat 
eluding  President  Clinton,  say  they  want  to  rein  i 
aged-cai"e  health  plans  and  keep  medical  decision-makinj 
hands  of  physicians.  So  why  the  rush  to  bring  in  lawy( 
Lawsuits  are  the  reason  why  congressional  hopes  ( 
ing  a  patients'  bill  of  rights  are  fading.  Democrats 
that  patients  must  be  able  to  sue  their  health  maintem 
ganization  if  the  hmo  denies  coverage  for  treatmei 
President  says  he  would  veto  the  House-passed  hmo 
cause  the  measure  doesn't  give  patients  that  recours 
But  HMO  patients  will  find  the  right  to  sue  cold  coj 
they're  harmed  because  a  treatment  was  denied.  Wh 
need  is  a  quick  appeals  process,  with  independent  mec 
viewers,  to  judge  whether  their  insurer  is  justified  in  ( 
a  treatment.  Such  panels  are  better  qualified  than  ji 
weigh  a  therapy's  value.  Moreovei-,  they  can  act  whei 
ment  is  needed,  not  after  health  is  damaged  or  lives  lo! 
the  House  and  Senate  gop  bills  mandate  just  such  a  ] 
Advocates  of  the  right  to  sue  say  few  lawsuits  wiU 
be  filed,  because  HMOs  will  act  defensively  by  coverin 
treatments.  But  the  threat  of  suits  against  doctors 
mainly  to  waste,  such  as  unnecessary  tests  or  surgr 
tended  to  rob  plaintiffs'  lawyers  of  arguments.  Managi 
can  cut  such  waste  and  control  costs.  If  Clinton  wants 
form,  he  should  keep  the  lawyers  out  and  bring  appe;5 
els  in. 
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[  "Risk 


Let.  just  say  you're  the  CEO  of  a  large  investment  firm. 
You've  got  one  eye  on  NASDAQ,  one  eye  on  Dov^  Jones  and  four 
hundred  hands  trying  to  grab  the  best  stocks  in  both.  You  also  know  'X 
you  have  to  face  two  hundred  employees  who  want  more  money,  better  ^ 
coffee,  a  parking  place  and  notebooks  that  can  handle  a  volatile  market.  /| 


is    okay    in    my    line    of   work,    but  I 

sure    don't    need    it   from    my  notebooks, 

is  your  motto.  And  who  can't  use  a  little  more  predictability?  That's  why  Fujitsu 
PC  Corporation  offers  qualified  customers  Lifeline,  our  Lifecycle  Management 
Program  for  select  LifeBook  "  notebooks.  This  unique  program  helps  you  control 
tomorrow's  technology  costs  today — with  options  like  technology  upgrades, 
aggressive  lease  rates  and  optional  warranties.*  So  no  matter  what  wild  ride 
your  investments  might  take,  you  can  be  certain  that  the  investment  you  made 
in  Fujitsu  notebooks  will  always  be  a  sound  one. 

[  "N  o  w    we    all  get    s  o  m  e  t  It  i  n  g    we    can  use 

more    of  around    k  e  r  e  :    s  e  c  u  r  i 

you  might  announce.  And  this  is  one  "buy"  order 
everyone  can  appreciate.  Leading-edge  technology, 
reliability  and  technical  support.  Plus  the  peace  of 
mind  helping  you  understand  your  cost  of  owner- 
ship. So  maybe  you'll  never  know  which  stocks  will  perform  well  in  the 
future.  But  now  you  definitely  know  which  notebook  computer  will. 
There  ore  millions  of  Fujitsu  notebooks  out  there  —  each  with  a  story  of  its  own. 

Fujrrsu 

FUJITSU  PC  CORPORATION 
Built    for    H  u  m  a  n  s . 

For  more  info,  visit  www.fujitsu-pc.com/is 
or  call  1-888-4-ON-THE-GO. 


Lifeline  Lifecycle  Management  Opti 


Custom  Configuration  to  fit  Each  UxrUfprmem" 
1 2-month  Technology  Refresh  end  Asset  Momfeme^i 
Variable  Levels  orS.ppo.l.cW.f^^-^-^--^ 
and  Screen  Protection 
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you  be?  Probably 
more  than  in 
previous  downturns 
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THE  FEDS 

HACK  IF 
YOU  LOVE 
JANET  RENO 


wanted:  hackers  to 
break  into  the  Justice 
Dept.  computer  network.  ' ' 
Got  the  skills?  Good.  Got  a 
criminal  record?  Don't  worry, 
that's  not  necessarily  a  road- 
block to  a  new  career. 

Under  a  program  known 
as  Operation  Get  Cracking, 
the  Justice  Dept.  and  its  con- 
tractor, SAic  Corp.,  sought 
members  of  the  computer  un- 
derground at  late  July's  Def 
Con  hackers'  conference  in 
Las  Vegas.  Amid  a  crowd  life 
with  cyberpunks  sporting 
body  pieix'ings,  government 
officials  sat  through  sessions 
about  hacking  while  keeping 
an  eye  out  for  "people  out- 
standing in  theii'  field,"  said 
one  reciniter. 

Attorney  General  Janet 


Reno  has  quietly  committed 
$1  million  to  hire  up  to  16 
hackers,  says  a  som'ce  at  Jus- 
tice. Operation  Get  Cracking 
started  after  the  agency's 
own  Web  site  was  vandalized. 
"If  they  can  get  into  Web 
sites,  what  else  can  they  get 
into?"  asks  one  person  in- 
volved in  the  operation. 

The  hackers  will  be  test- 
ing the  vulnerability  of  Jus- 
tice netwoi'ks.  But  while  past 
computer  crimes  may  be 
overlooked,  the  hackers  will 
be  closely  monitored.  Justice 
would  neither  confirm  nor 
deny  the  existence  of  the 
operation.  Ira  Sager 


NETWORKING 

DING-DONG, 
THE  DEAL  IS  DONE 

FORGET  GOLF.  EXECS  LOOKING 
to  network  their  way  into 
hot  deals  may  want  to  take 
up  the  art  of  change  ringing 
instead.  That's  how  Laith 
Reynolds,  ceo  of  Honolulu's 
tiny  ProBio  America,  landed 
the  commercial  rights  to  a 
key  scientific  break- 
through, the  cloning 
of  adult  mice. 

A  longtime  sup- 
porter of  the  lai'gely 
British  practice  of 
nnging  church  bells 
in  ever-changing  pat- 
terns, Reynolds  or- 
ganized the  move  of 
eight  massive  bells 
from  Britain  to  St. 
Andrew's  Episcopal 
cathedral  in  Honolu- 


CLONED  if7Wf  cni 


lu.  Anthony  Peny,  a  change- 
ringer  and  Bntish  scientist, 
came  to  the  University  of 
Hawaii  to  work  with  Ryuzo 
Yanagimachi,  the  leader  of 
the  cloning  team.  The  two 
met  at  St.  Andrew's.  Peny 
says  he  later  told  Reynolds 
about  liis  cloning  work,  wliich 
smpiised  the  world  when  an- 
nounced on  July  22. 

ProBio  is  patenting  the 
process,  which  could  aid  in 
creating  animals 
wliich  make  dings  or 
organs  suitable  for 
human  transplants. 
Flinging  bells, 
Reynolds  also  met 
another  scientist 
with  whom  he  began 
another  big  project — 
developing  decaf- 
feinated-coffee plants. 
With  that  track 
record,  perhaps  this 
arcane  ait  will  soon 
find  wider 
appeal.    Johi  Carey 


TALK  SHOW  USay,  kids,  what  time  is  it??? 

— the  catch  phrase  of  the  late  Buffalo  Bob  Smith. 


PLASTIC  FANTASTIC 


IS  VISA'S  ONLINE  STRATEGY  OFF-KEY? 


THE  GOVERNMENT  PROBE  OF 
the  credit-card  system  is 
picking  up  a  new  trail.  The 
Federal  Ti'ade  Commission, 
according  to  industry  con- 
sultants and 
lawyers,  has 
begun  looking  at  I 
Visa's  plans  for 
its  new  debit 
card,  called  an 
"online  card" 
even  though  it's 
for  conventional 
store  use.  The 
agency  is  exam- 
ining Visa's 
requirement 
that  transactions 
with  those  cards  SOLD!  Who 
go  over  Visa's 
electronic  network  rather 
than  regional  networks  that 
charge  merchants  lower  fees. 

With  online  cards,  cus- 
tomers verify  their  identifi- 
cation with  a  PIN  number,  and 
the  amount  of  their  pui'chase 
is  deducted  instantly  from 


their  bank  account.  "C 
cards  require  a  signatu), 
take  time  to  clear,  | 
check.  I 
The  FTC  has  alreadj 
looking  jj 
whether? 
and  Mast(| 
have  gori 
far  by  re\ 
I'etailers  vl) 
cept  theirls 
cards  : 
take  theiii 
cards,  tool 
say  merch  ; 
an  antic  I 
five  practi; 
has  woui 
costing  }] 
money.  T? 
declined  to  comment,  li)' 
er,  Todd  Boyer,  a  spolfs 
for  the  Ohio  attorney  jii 
said  that  a  working  gi 
11  state  attorneys  geir 
investigating  Visa's  dei- 
practices  in  tandem  wih 
feds.  Susan  Or 


nugs  it  up; 


MURPHY'S  LAW 


SPACE  MAY  HAVE  A  NASTY  Y2K  SURPRISE1 


it's  THE  YEAR  2000'S  OTHER 
technological  problem:  space 
weather.  While  computers 
and  the  Y2K  problem  grab 
headlines,  some  scientists 
are  worrying  that  natural 
phenomena  in  space  could 
pose  problems  for  scores  of 
satellites  in  earth  orbit  at  the 
turn  of  the  century. 

That's  because  extraordi- 
nary sunspot  activity  known 
as  the  solar  max,  which  oc- 
curs eveiy  11  years,  will  be 
back  then — in  time  to  coin- 
cide with  the  last  year  of  the 
major  Leonid  showers,  which 
bring  storms  of  5,000  mete- 
orites an  hour 

All  in  all,  a  nasty  brew.  So- 
lar changes  can  expand  the 
upi^er  atmosphere,  increasing 
the  drag  on  satellites  closest 
to  eaith  and  possibly  knocking 


them  out  of  or- 
bit, causing 
them  to  burn 
up.  Meteorites 
can  hit  birds 
and  their  plas- 
ma plumes  can 
short-circuit 
electronics,  says 
E.  Clayton 
Mowiy,  director 
of  the  Satellite  Industii  .■■ 
What  to  do?  Satellik 
ten  cylindrical  in  shab  ■ 
wing-like  flat  panels-(ai 
duce  the  chances  of  tini 
by  turning  theii'  smal^t 
toward  the  storms.  Tpj 
also  cut  power  to  avc|  !^ 
circuits.  Although  eoiler 
}3rivate  industry  fon^' 
catastrophe.  But  tlj  I 
Space  Command  is  l^s 
guine.  Sta  C 
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Morgan  Stanley  Dean  Witter 
Dividend  Growth  Securities 

**** 

Morningstar 

Overall  Rating  as  of  6/30/98  among  2,545  Domestic  Equity  Funds 


Class  B 
Asof6l30m 

lYear 

5  Years 

to  Years 

Life  of  Fund 

(3130181) 

Average  Annual 
Total  Returns' 

+22.35^/, 

+18.49% 

+m.2i'f. 

+16.12'/, 

SEC  Standardized 
Avg.  Annual 
Tlttal  Returns" 

+17.35'/, 

+18.28'/, 

+  16.21', 

+16.12'^i 

$18.6  Billion  in  Assets  (all  shares) 
Graph  of  hypothetical  $10,000  investment 


$120,000 
$100,000 

^&^0 
$40,000 


$18,430  CPl-^i^ 


$0 


3n't  you  wish  you  had  seen  this  ad  in  1981  ? 


)f  course  you  do.  Over  the  past  17  years, 
lorgan  Stanley  Dean  Witter 
lend  Growth  Securities  fund,  in  up 
ets  and  down,  lias  provided  consistent 
th  and  income  for  more  tlian 
00  investors. 

•ut  the  impressive  numbers  don't  end 
.  Morgan  Stanley  Dean  Witter  has  a 
•rk  of  over  10,000  Financial  Advisors, 


each  with  the  experience  to  give  you  the 
investment  advice  that's  right  for  your 
individual  goals. 

Remember,  past  performance  cannot 
guarantee  future  results,  and  you  may  have 
a  loss  or  gain  when  you  sell  your  shares. 

Call  Morgan  Stanley  Dean  Witter  today  for 
more  information  on  these  and  other  impressive 
numbers.  And  for  the  office  nearest  you. 


www.deanwitter.com/funds 

Measuring  Success  One  Investor  At  A  Time 

MORGAN  STANLEY  DEAN  WITTER 

rfree  brochure  and  a  prospectus,  which  contains  complete  information  on  risks,  charges  and  expenses.  Read  the  prospectus  carefully  before  you  invest  or  send^moneT 

nnf  ^(.^  hypothetical  $10,000  investment  from  March  30, 1981,  (the  Fund's  inception  date)  through  June  30. 1998.  with  dividends  and  capital  gams  reinvested  at  net  asset 

S  hS  d'lf  rtiS  °"  ^'Vl  ^^^^  ^      '"'^'^^^^^  "^^"'P'^ '''''''  °'        ^''''"'^  charge  structSres  and  ong  mg  e  M 

n  n  ho  Lb  nf  c  H  h^^'^,^  ^'^^^  ^  .^^f  ^'  ""^^^  ^'^  ^'^1^^* '°  3  ™'^>'"9^"'  ^«'«^^ed  sales  charge  (CDSC)  that  starts  at  5.00%  and  declines  to  zero  after  six  years  and 
m=n..  c  ^,  f    '"ves  ment  retum  and  principal  will  fluctuate  so  that  your  shares,  when  redeemed,  may  be  worth  more  or  less  than  their  original  purchase  pnce 

mance  is  no  guarantee  of  future  results.  Inflation  is  a  measure  of  the  change  in  the  cost  of  living  as  monitored  by  the  U.S  Bureau  of  Labor  Statistics 

Kf5pSrp?S!  5n'r  w"''''Mf'^P'^°^"^^^^^  ^r"'  f  ^^^^  ^'"'^^  ^^""^^ ^^'^^'^^^^  funds  3-,  5-  and  10-year  average  annual  total 

'  llfo'i?  '  ^^^^  °*  fr^J  F^^^"^  '^'^'"^  <™"^  appropriate  fee  ad|ustments)  and  a  risk  factor  that  reflects  fund  performance  below  90-day  Tbill  retums  These 
if  £  Pvt         n,wt  Ir      I"  ^'T  ?  '^'I""^' ,3'Vn^estment  category  receive  5  stars,  and  the  next  22.5%  of  the  funds  in  an  investm  nt  ca  egS  rec 

mual  total  retums  reflect  the  actual  performance  of  the  Fund  without  taking  sales  charges  into  account. 

i  idardized  returns  reflect  the  Fund's  contingent  deferred  sales  charge  (Class  B  shares),  which  applies  only  if  the  shares  were  sold  within  six  years  of  purchase 
ilmley  Dean  Witter  is  a  registered  service  mark  of  Morgan  Stanley  Dean  Witter  &  Co.  and  services  are  offered  through  Dean  Witter  Reynolds  Inc.,  member  SIPC. 

©  1998  Marfan  Statiley  Dean  Witter  Distril>iil,>rs  hie  Meitilwr  SIPC. 


Up  Front 


FASHION  FOLLIES 


HAUTE  COUTURE  HITS  THE  PLAYGROUND 


SCHOOL    UNIFORMS  AND 

fashion  have  traditionally 
clashed  about  as  much  as  red 
and  fuchsia.  But  high-end 
kidswear  designers  Esprit 
de  Corps  and  DKNY  Kids 
think  uniforms  can  be  trendy. 
So  they're  moving  to  cash 
in  on  that  market  as  more 
and  more  public  school 
enact  dress  codes. 

"No    one    said  a 
school  unifoiTTi  has  to 
be  itchy,  scratchy,  and 
tii-ed-looking,"  a  dknv 
spokeswoman  says. 
"We  can  always  im- 
prove on  a 
classic    con-  DKNY: 
cept."   DKNY  Artist's 
kids'    items  concept 
can  pass  for 

unifoiTTis.  And  sales  for  Es- 
prit's  School  Supplies  line 
have  tripled  since  last 
year,  says  Vice-Pi"esi- 
dent  for  Apparel  Car 
lie  Dawes. 


No  wonder:  Districts  na- 
tionwide are  adopting  uni- 
forms— and  New  York,  fash- 
ion's epicenter,  will,  too,  in 
1999.  "School  uniform  mak- 
ers have  some  new  competi- 
tion— the  'fashion-forward' 
companies,"  says  Joanne  Ar- 
buckle,  a  professor  at  New 
York's  Fashion  Institute  of 
Technology.  For  districts 
\  that  ah-eady  requu'e,  say, 
navy  skirts  and  white 
shirts,  designer  togs  fit 
the  bill. 
Parents  will  like  the 
clothes'  durability,  and 
kids  vdll  go  for  top  de- 
signers, says  Arbuck- 
le.  And  the  prices? 
dkny's  white  shirt, 
$80;  skirt,  $42.  Uni- 
foiTns  were  intend- 
ed to  stamp  out 
fasliion  competition 
and  cut  pai'ents'  expens- 
es. Looks  like  we've  come 
full  circle.       Tammy  Reiss 


l-WAY  PATROL 

THE  WEB  FOR  FREE? 
NOT  SO  FAST 

THE  INTERNAL  REVENUE 
Service  bills  itself  as  warmer 
and  fuzzier  these  days,  but 
thousands  of  Internet  users 
in  Lane  County,  Ore.,  may 


disagree.  The  tax  agency  is 
investigating  the  tax-exempt 
status  of  a  group  providing 
free  and  subsidized  Internet 
access  to  the  suirounding 
community.  The  outcome 
could  affect  350  similar 
providers  nationwide. 

The  IRS  says  providing  this 


tyi3e  of  Internet  access  may 
be  neither  charitable  nor  ed- 
ucational, says  Oregon  Public 
Networking's  technical  man- 
ager, Shava  Neerad.  A  deci- 
sion on  the  audit,  begun  in 
June,  is  due  within  a  year, 
she  says.  The  IRS  declined  to 
comment,  citing  "classified 
taxpayer  information"  loiles. 

Public  Networking,  a  non- 
profit gi'oup,  became  tax-ex- 
empt in  1998.  It  uses  fees 
from  paying  customers  to 
provide  fi'ee  or  subsidized 
access  to  20,000  people — 
many   of  them  low-in- 
come— in    Eugene  and 
elsewhere  in  the  county. 
"We're  like  a  public  li- 
brary," Neerad  argues.  In 
short,  everyone  has  access. 

Most  tax-exempt  Internet 
service  providers  work  the 
same  way.  "Many  people  sim- 
ply can't  afford  a  commercial 
Internet  service  provider," 
Neerad  says.  Let's  see  what 
the  "new  iRs"  thinks  about 
that.  Tammy  Reiss 


DRAWN  &  QUARTERED 


4^ 


RETAIL  TALES 

BIG  GREEN 

FROM  THE  BROWNS 

THE    CLEVELAND  BROWNS 

don't  even  exist.  But  the 
once  and  future  nfl  team 
has  a  fan  base  so  wide  it 
stretches  clear  to  Favette- 
ville,  N.C.  That's 
home  to  M.J. 
Soffe  Co.,  a 
family-held 
textile  com- 
pany that'^ 
enjoying  a 
windfall  from 
the  demand  for — 
would  you 
believe? — Browns  T-shirts. 

With  the  National  Football 
League  poised  to  replace  the 
Browns  team  Art  Modell 
shipped  off  to  Baltimore  in 
1996,  Pro  Player,  a  division 
of  Fruit  of  the  Loom  (ftl), 
won  the  rights  to  sell  stuff 


with  a  Browns  logo- 
Cleveland  still  owns.  ' 
shirts  hit  Ohio  stores  i 
I  to  .such  demand — $400 
sales — -that  ftl  ran  oi 
ter  Soffe,  which  ha 
brown  T-shirts  to  th< 
Army  for  50  years. 

"It  was  kind  of  a  si 
see  that  FTL  would 
from  us,"  says 
Wheeler, 
vice-pn 
for  sal 
mark 
Even 
wint( 
in  I 
brown  are  fl 
the  shelves. 
Sales  could  hit  $1 
lion  by  football  seaso 
Pro  Player.  The  ex] 
Browns  will  be  hard- 
to  make  the  playof 
they're  poised  to  m; 
nfl's  top  10  for  mere 
sales.        Lorraine  ' 


THE  BIG  PICTURE 


NESTING,  THE  OLD-FASHIONED  WAY  While  i 

Americans  call  this  a  good  time  to  buy  a  house,  mofl 
uneasy  with  the  idea  of  handling  mortgage  papemoif 
the  Internet.  Asked  if  they'd  use  such  an  online  serct 
neither  Baby  Boomers  nor  likelihood  of  trying  an  o  »i 
Gen  Xers  were  enthusiastic,    service  for  mortgage  papi 

NOT  SURE  2"'-  i.  rflEHu 


FOOTNOTES  CEOs  who  worked  while  on  family  vacation  last  year:  98%;  those  who  vow  they  won't  do  it  again  this  yeai 
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DATA;  CHRISTI- 


how  to  help: 


/ear,  thousands  of  drivers  and  passengers  die  in  the  few  minutes  after  an  auto  collision.  Many  of  these  victims  would  survive  if 
le  first  people  on  the  scene  knew  how  to  react  in  emergencies.  How  can  you  help  an  accident  victim,  even  before  treating 
injuries?  Turn  off  the  ignitions  of  any  wrecked  cars  to  reduce  the  risk  of  fire.  This  simple  step  could  keep  a  bad 
collision  from  becoming  much  worse.  Remember:  Check  for  tire,  downed  wires  or  spilled  gasoline  before 
j^^H   getting  too  close  to  a  wreck.  And  never  move  an  injured  driver  to  get  to  his  keys.  Learn  more  emergency 

tips  in  the  "Crash  Course"  book,  tree  from  Shell.  Pick  one  up  at  your  nearest 
'  1  Shell  station  or  contact  us  at  www.countonshell.com  or  call  1-800-376-0200.      Count  on  Shell 
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Readers  Report 


AHEAD  OF  THE  CURVE 
ON  BIOTECH  BODIES 


I  am  writing  to  congratulate  you  on 
your  excellent  Cover  Story,  "Biotech 
Bodies"  (July  27).  Certainly,  the  matu- 
I'ation  of  tissue  technology  has  outpaced 
the  awai'eness  of  the  public,  the  medical 
establishment,  and  the  regiilatoiy  agen- 
cies. The  consciousness  of  the  medical 
and  regulatory  communities  concerning 
the  immediate  utility  of  these  tissue 
technologies  should  be  appropriately 
heightened  by  this  review. 

Frederick  0.  Cope 
Chief  Executive  Officer 
Hy-Gene  Inc. 
Ventura,  Calif. 

A  BRIGHTER  WAY 

TO  POWER  AMERICA?  

De'Ann  Weimer's  Commentary  makes 
a  lot  of  sense  ("Don't  be  shocked  by 
surges  in  the  price  of  power,"  News: 
Analysis  &  Commentaiy,  July  27).  Step- 
ping in  to  "re-regulate"  electric  power 
sales  would  be  a  mistake.  These  sales 
are  already  regulated  by  the  Federal 
Energy  Regulatoiy  Commission.  High 
prices  are  not  a  signal  that  a  market 
does  not  work:  Just  the  opposite.  The 
call  for  independent  system  operators 
(isos)  may  be  prematm-e — to  the  extent 
that  ISOS  themselves  have  not  proved  to 
be  better  operators  than  the  current 
ones.  A  better  choice  may  be  to  permit 
third  parties  to  build  and  operate  new 
electric  transmission  lines,  possibly  un- 
der new  federal  permits.  Tliis  would  re- 
quire new  federal  legislation,  but  such 
peiTnission  has  always  existed  for  inter- 
state natui'al-gas  pipelines. 

Branko  Terzic 
President  &  CEO 
Yankee  Energ>'  System  Inc. 

Meriden,  Conn. 

You  have  it  exactly  right.  Common- 
wealth Edison  Co.  has  historically  main- 
tained at  least  a  15%  standby  resei-ve  in 
its  generating  plants,  primarily  to  han- 
dle the  summer  peak.  Now,  it  wants  to 
sell  its  coal-fu'ed  reserve  plants.  If  re- 


cent statements  by  new  ceo  [Joh 
Rowe  are  to  believed,  ComEd  \ 
also  like  to  find  a  way  to  sell  it 
clear  generating  plants.  Absent  ; 
part  of  its  generation,  a  restrue 
and  shninken  ComEd  could  then 
a  predictable  and  tidy  profit  fi'om 
ation  of  its  substation  and  transmi: 
line  distribution  network.  ComEd's 
ly  variable  costs  of  purchased  p 
would  be  passed  through  to  consi 
(a  la  present  practices  of  loca' 
pipeline  utilities).  Electric  rates  ^ 
be  destabilized  and  would  undout 
increase.  The  little  control  that  Ch 
ai'ea  consumers  now  have  over  the 
ity  and  reliabihty  of  ComEd  ek 
service  would  vanish. 

Donald  L. ' 
Lake  Fores 

BASH  TAX  LAWS, 
NOT  TAX  COLLECTORS 

Although  criticizing  the  Internal 
enue  Service  is  in  vogue,  Larry  L 
Commentary  "Business  expenses 
IRS  uses  a  crooked  yardstick"  (Fh 
July  27)  wastes  a  page  of  BUS 
WEEK  to  do  so.  If  he  were  interes 
taking  a  positive  step  rather  tha 
wailing  about  the  sad  state  of  affa 
would  be  ui'ging  a  new  tax  systi 
decoupling  of  taxes  and  social  eng 
ing.  That  is  where  the  fault  liei 
no  solution  will  be  effective  unl 
present  mess  of  statutes  and  r 
tions  are  discarded  and  replac 
something  simple — for  example, 
tional  sales  tax  or  a  flat  tax. 

E.C.  Vanden 
Dubuque 

DRIVERS  AIM 
TO  KEEP  ON  TRUCKIN' 

Wlien  the  top-selling  vehicles 
in  1998  are  all  ti-ucks — and  only 
from  General  Motors  Corp. — th 
obvious  that  most  American  d 
don't  intend  to  be  looked  dowi 
by  their  truck-driving  neighbors 
longer  ("gm:  It's  time  to  face 
tui'e,"  News:  Analvsis  &  Comm 
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RECTIONS&  CLARIFICATIONS 

ng  seismic  waves  in  the  oil  field"  (The 
ration,  July  27)  should  have  said  that 
y,  Petroleum  Geo-Services  acquired  the 
ig  production  operations  of  Awiico  asa, 
tiantic  Power  Group.  Also,  President 
i  Bruheim's  former  position  was  head 
smic-drilling  operations. 


7).  We  are  craving  vehicles  that 
lei;  more  massive,  more  poweiful, 
utilitarian,  and  safer  than  auto- 
>s.  Who  would  have  thought  a 
'  ago  that  even  Lincoln  would  add 
selling  tiiick  to  its  lineup?  Until 
cognizes  Americans'  infatuation 
•ar-like  trucks,  its  other  models 
0  the  way  of  the  convertible. 

Ted  Janusz 
HiUiard,  Ohio 

E  SAM  IS 

OCK  ANALYST  

ial  Secui-ity:  And  now  for  the  lib- 
{"  (News:  Analysis  &  Commen- 
aly  20)  was  quite  interesting.  I'm 
see  that  the  govemment  shows 
t  in  finding  a  way  to  replenish 
cial  Security  system.  The  only 
n  is:  Will  people  trust  the  gov- 
it  to  invest  their  money  in  the 
larket?  To  me,  it  seems  the  gov- 
.t  is  taking  a  huge  risk  with  peo- 
)ney.  The  government  is  going  to 
a  committee  to  vote  on  what 
to  buy.  What  if  the  committee 
a  bad  investment?  The  risk  may 
11,  but  it  is  ciTicial. 
see  it,  if  people  want  to  invest  in 
;k  market,  then  they  are  better 
?  it  themselves.  People  vdll  have 
dom  and  authority  to  choose  and 
ri  different  stocks  and  bonds.  At 
e  money  wall  be  going  into  the 
al's  bank  account.  If  the  govern- 
imbles  with  the  people's  money 
s  it,  then  the  govemnent  will  be 
i  shape  than  it  is  now.  The  gov- 
;  should  look  in  other  places  to 
Social  Secui-ity. 

Hetal  Parmar 
Agoura  Hills,  Calif. 

)IANS 

THE  BUCKEYES  

r  "Teams  worth  cheering  for" 
mt,  July  27),  the  winners  are 
Jacobs  (owner)  and  the  Cleve- 
ians!  They  received  lavish  sub- 
IX  money)  and  vast  infrastmc- 
oenditures  from  city  revenue, 
al  tax  money  comes  from  the 
es  tax  on  liquor  and  cigarettes 
is).  Were  these  hidden  subsi- 
n  taken  into  consideration  by 


the  United  Sports  Fans  of  America? 

The  losers  are  the  citizens  of  north- 
east Ohio.  Their  taxes  ai'e  being  used  to 
make  a  j^rofessional  sports  owner  rich- 
er— along  with  some  very  highly  paid 
Ti-ibe  players.  Saying  that  a  family  of 
four  can  eat  for  $30  (.$7.50  each)  is  like 
saying  you  can  travel  in  Eui'ojje  on  $5  a 
day.  What  did  the  family  eat,  anj^ay? 
Day-old  pizza,  oi-  was  it  the  room-tem- 
perature hot  dogs? 

Bernard  Baltic 
Lake  wood,  Ohio 


PRICES  MAY  BE  STABLE, 

BUT  ADD-ON  FEES  ARE  SOARING 

"That  sui-prisingly  low  inflation  rate" 
(Editorials,  July  27)  succumbs  to  the 
same  naivete  that  affects  public-sector 
economists.  I  don't  even  need  to  walk 
out  my  door  to  find  devastating  inflation. 
It's  hidden  in  the  plethora  of  "fees"  to 
which  all  American  consumers  are  being 
subjected. 

Have  you  ordered  any  merchandise 


'£>1998  The  Williams  Companies,  Inc 


"An  act  of  naked  aggression  on  the  California  energy 
marl<ets  has  been  initiated  by  disciplined  Oklahomans 
with  energy  to  burn.  Stay  tuned ..." 


Relax.  We're  that  Williams  energy,  and  we  come  in 
peace.  Delivering  nearly  4,000  MW  of  power  and  offering 
NERC  region  and  bi-coastal  swaps,  dude. 


that  Williams  energy 


www.willtales.com/energy 
1-800WILLIAMS 
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j  Still  knowing  each  chorus  and  chord  by  heart.  Even  when  you're  in  your  nineties.  Sounds  like  sc 

||  fiction  to  you?  Not  to  us.  Because  Hoechst  Marion  Roussel,  our  pharmaceutical  company,  is  con 

extensive  research  in  the  fight  against  Alzheimer's  and  other  diseases  that  affect  the  elderly.  Fo 
ij  strongly  believe  that  with  time  we'll  find  ways  to  make  these  diseases  only  a  memory. 

I- 


Imagine  being  in  your  nineties  and  still  able  to  recite: 


Hoechst  Marion  Roussel  is  the  pharmaceutical  company  of  Hoechst,  an  international  group f 

I 


The  Future  in  Life  Sciences 


4 


inovation  in  Life  Sciences. 


Hoechst  AG,  D-65925  Franl<furt,  www.hoechst.com 


Switching  Jobs  Can  Have  An 
Unfortunate  Effect  On  Your  Retirement  Savings. 

M  A  PENALTY  S' 


Don't  Lose  A07o  Or  More  Of  Your  Retirement  Plan  To  Taxes  And  Penalties. 
Call  For  Your  Free  Information  Kit  Today. 


T.  Rowe  Price  can  help.  Call 
for  our  free  kit  on  managing  the 
payout  from  your  former  employer's 
retirement  plan.  The  kit  clearly 
explains  the  pros  and  cons  of  all 
the  distribution  options,  so  you 


Mariiifyiif;  Voiir 

RtUremcnl 

l>bmbtiUon 


can  decide  what's  best  for 
you.  Because  we'd  hate  to 
see  your  retirement  plan  go 
all  to  pieces. 

1-800-401-4654 


I)nie\t  Willi  Oinfidriu 

T.RoweRrice 


'Ik 


Request  a  prospectus  witli  more  complete  information,  including  management  fees  and  other  charges 
and  expenses.  Read  it  carefully  before  you  invest  or  send  money, 

T  Rowe  Price  Investment  Services,  Inc.,  Distributor  iraro43240 


Get  the  latest 
advertiser  info 

Check  out 


BizLmk 

www.  businessweek.  com/BizLink/ 


on  page  108 


Doks 


ATHEROFSPIN 

d  L.  Bernays  &  The  Birth  of  Public  Relations 

ry  Tye 

•  306pp  •  $27.50 


IE  HIGH  PRIEST 
FHYPE 


friend  in  corporate  public  rela- 
tions and  I  like  to  debate  the 
L  merits  of  journalism  vs.  PR.  Re- 
,  he  conceded  that  his  profession 
xlious."  But  then,  he  rationalized, 
In't  know  anyone  in  business,  or 
tlism  for  that  matter,  who  played 
ight — so  it  was  0.  K. 
en  the  press  scandals  of  late — 
the  Monica  travesties  to  the 
ime  nerve-gas  misfire — it  might 
lard  to  refute  that  sentiment.  But 
:t  is,  for  journalists,  truthfulness 
s  the  objective,  even  if  it's  not  al- 
attained.  In  PR,  truthfulness  is 
even  on  the  radar  screen  as  a 
except  perhaps  as  a  convenient 
or  legal  consideration.  Hence  the 
istrust  between  these  professions 
e,  lamentably,  joined  at  the  hip. 
tension  informs  and  occasionally 
nines  Boston  Globe  reporter 
Tye's  biography  of  Edward  L. 
s.  The  Father  of  Spin.  Bernays, 
;  id  three  years  ago  at  103,  was  a 
lenon  who  not  only  pulled  off 
'  PR  legerdemain  for  more  than  a 
itury  but  who  also  wrote  the 
1  PR  theory  and  practice.  One  of 
j  blems  with  The  Father  of  Spin  is 
\  e  author  can't  help  but  admire 
ij  ;'  achievements — but  in  his  quest 
^  ictivity,  Tye  seems  compelled  to 
i;  elentlessly  on  whether  the  ac- 
if  hments  were  real  or  merely 
^  'he  effect  is  dizzying.  Bernays 
i  ;11  have  been  a  hypocrite  and 
■?  randizer,  as  Tye  proves  repeat- 
U  d  it's  important — though  hardly 
M  —to  learn  that.  But  readers  are 
b!  y  equally  interested  in  seeing 
il  .  and  his  world  come  alive.  Dis- 
«(  ngly,  though  Tye  culled  many 
ai  IS  from  Bernays'  voluminous  pri- 
s  I  )ers,  he  doesn't  synthesize  them 
5('  tly  to  make  that  happen. 

>ok's  organization  creates  prob- 
ii  the  stall.  Tye  doesn't  recount 


Bernays'  background  until  midway 
through.  The  information  would  have 
enriched  the  business  stories  of  the 
book's  first  half.  Similarly,  Bernays'  re- 
lationship with  his  uncle  Sigmund  Freud 
isn't  described  until  even  later,  though 
Freud  was  clearly  an  inspiration. 

One  contemporary  observed  that 
while  Freud  "is  interested  in  releasing 
the  pent-up  hbido  of  the  individual,  his 
American  nephew  is  engaged  in  releas- 
ing (and  directing)  the  suppressed  de- 
sires of  the  crowd."  Bernays  wrote 
about  the  malleability  of 
people  in  large  groups,  the 
herd  instinct  that  causes 
them  to  follow  so-called 
opinion  leaders,  and  how  to 
create  a  consensus  by  ana- 
lyzing how  people  think 
and  then  manipulating  the 
symbols  that  inspire  them. 

Always  practical,  Ber- 
nays developed  an  arsenal 
of  stratagems:  flooding  the 
media  with  an  array  of  ex- 
perts and  opinion  leaders, 
creating  pseudo-trade  asso- 
ciations to  disseminate  information  fa- 
vorable to  a  behind-the-scenes  client, 
marrying  PR  campaigns  to  the  purport- 
ed pubUc  good,  and  staging  ersatz  news 
events.  His  method  was  to  pinpoint  as 
many  constituencies  as  possible  and 
work  on  each  until  he  achieved  the  de- 
sired effect. 

Tye  relates,  for  example,  how  in  1928 
American  Tobacco  Co.  asked  Bernays 
to  help  expand  its  customer  base  to 
women.  Rather  than  promote  the  quali- 
ties of  the  brand,  Bernays  sought  to  al- 
ter the  image  of  smoking  in  women's 
minds.  He  staged  his  own  Easter  Pa- 
rade along  New  York's  Fifth  Avenue, 
with  10  socialites  smoking  what  Bernays 
liked  to  call  "torches  of  freedom."  He 
enlisted  a  reputable  doctor  to  testify 
that  smoking  was  healthy,  persuaded 


hotel  restaurants  to  put  cigarettes  on 
the  menu  alongside  desserts,  recruited  a 
willing  editor  from  House  &  Garden  to 
create  menus  suggesting  cigarettes  in- 
stead of  dessert,  and  even  persuaded 
dance  instructor  Arthur  Murray  to  say 
that  women  should  smoke  rather  than 
overeat  and  embarrass  themselves  on 
the  dance  floor. 

These  anecdotes  are  fun,  but  they 
tease  rather  than  instruct — for  exactly 
how  Bernays  managed  much  of  this  is 
left  to  our  imaginations.  Tye  too  fre- 
quently presents  Bernays'  handiwork 
as  a  fait  accompli.  I  wondered  which 
hotel  restaurants  complied,  how  many 
there  were,  and  why  they  went  along. 
Did  Bernays  pay  them?  And  why  only 
hotel  restaurants?  Tye's  research  seems 
haphazard — and  to  borrow  from  an  old 
joke,  the  portions  are  too  small. 

Tye  tries  hard  to  take  an  objective 
measure  of  the  self-promoting  Bernays. 
But  wearyingly,  he  indulges  in  a  number 
of  "on  the  one  hand,  on  the  other  hand" 
arguments  that  beg  for 
tighter  editing  and  a  firmer 
authorial  voice.  In  the  last 
chapter,  for  example — ai"ch- 
ly  titled  "A  Question  of  Pa- 
ternity"— Tye  attempts  to 
assess  whether  Bernays 
can  legitimately  be  called 
the  "father  of  PR."  The  au- 
thor's rapid-fire  production 
of  quotes  on  the  issue  from 
at  least  45  sources  displays 
an  ability  to  search  data- 
bases but  no  willingness  to 
distill  the  data.  Not  having 
synthesized  what  he  has  foimd,  he  can't 
be  properly  critical.  As  a  reader,  I  want 
to  understand  the  issues,  but  I  also 
want  an  authoritative  voice  resolving 
them  in  a  credible  way. 

In  his  preface,  Tye  writes  that  he 
wants  to  use  "Bernays'  life  as  a  prism  to 
understand  the  evolution  of  the  craft  of 
public  relations  and  how  it  came  to  play 
such  a  critical — and  sometimes  insidi- 
ous— role  in  American  fife."  Tye's  inten- 
tions are  on  target.  He  mentions  that 
he  was  given  a  year's  leave  for  writing 
and  research.  If  he'd  had  more  time — 
enough,  that  is,  to  think  things  through — 
maybe  he  could  have  met  his  goals. 

BY  MARILYN  HARRIS 
Harris,  a  former  BUSINESS  week 
ConnecticAit  bureau  chief,  has  worked 
in  PR. 


TYE  SERVES  UP  GREAT  ANECDOTES,  BUT 
5ERNAYS  AND  HIS  WORLD  NEVER  COME  ALIVE 
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AS/400e= Affordable  Growth 


Moving  your  business  to  the  Web?  The  AS/400e  server  is  everything  a  growing 
e-business  needs.  It  supports  hot  Web  technologies  like  Windows  NT,  "  Lotus'  Dominor 
Netscape'and  Java? Offers  round-the-clock  reliability.  And  features  bulletproof  security. 
Prices  start  as  low  as  $7,995.*  Think  big,  spend  less  at  www.as400.ibm.com/growth3 


'  ISO  piiblished  U  S  list  price  Windows  and  NT  are  trademarks  or  registered  Irarli^marks  ot  Microsofi  Corporalion.  Lotus  and  Domino  are  Irademarks  or  registered  irademarks  ol  Lotus  Development  Corporalion  in  ttie  U  S  and/or  ottier  countries  im  and  all  Java-based  trademarks  and  logos  are  trademaiks  or 
in  Microsystems,  Inc  in  Ihe  U  S  or  other  countries  Olhet  product  names  ate  re  niieted  Irademarlts  o!  itieir  respective  companies  ISIUI,  AS/^00  and  tlie  e-business  logo  aie  irademarks  or  registered  Irademarks  ol  Inlernalional  Business  Mactiines  Corporation  in  Ihe  U  S  and/or  oltier  countries.  ©  1998  IBM  Coip 


Technology  &  You 


BY  G.  DAVID  WALLACE 


WIN98:  A  GUIDE 
TO  THE  GUIDES 


You'll  probably  need 
a  book  to  negotiate 
this  software.  Here 
are  three  to  consider 

Not  so  long  ago,  an  es- 
sential featiu'e  of  any 
computer  progi-am 
was  the  extensive  manual 
that  came  with  the  software. 
As  software  has  grown  in 
size,  however,  the  manuals 
have  shnmk.  These  clays,  the 
manual  is  little  more  than  in- 
stallation instractions.  When 
you  bump  into  a  problem  or 
can't  remember  that  sequence 
of  clicks  that  gets  you  where 
you  want  to  go,  you  go  to  an 
electronic  help  file  on  your 
computer 

I  miss  those  hefty  manuals, 
even  if  they  were  sometimes 
written  in  technical  jargon 
and  made  it  hard  to  find  the 
tip  I  needed.  I  particularly 
miss  them  with  Windows  98. 
Win98  not  only  runs  your 
computer  but  also  provides  a 
choice  of  no-nonsense  word 
processors,  a  variety  of  con- 
nections to  the  Internet,  a 
toolbox  for  computer  tune- 
ups,  and  software  for  creating 
youi'  own  Web  page — not  to 
mention  a  clutch  of  games. 
Everybody  seems  to  figure 
out  solitaii'e  with  no  j^roblem, 
but  tiTtong  to  use  all  that  oth- 
er stuff  is  a  challenge.  The 
129-page  manual  that  came 
with  my  Win98  upgi'ade  just 
scratches  the  surface.  Using 
the  on-screen  help  files  often 
leaves  me  at  step  No.  4  in 
some  process,  trying  to  re- 
member whether  I  got  step 
No.  2  right.  I  need  a  book. 

Picking  one  that  I  also 
could  recommend  to  other 
people  was  harder  than  I 
thought.  You  could  fill  an  en- 


tire store  with  computer 
books.  Virtually  every  soft- 
ware program  has  a  book  for 
Dummies,  a  book  for  Idiots,  a 
book  for  Busy  People,  a  book 
for  system  administrators — 
just  about  anyone  publishers 
can  imagine.  I  staited  by  nai'- 
rowing  my  search  to  books 
for  nontechnical  people  who 
have  used  earlier  PC  operat- 
ing systems  but  are  just 
starting  with  Win98.  I  want- 
ed a  book  with  clear  explana- 
tions, plenty  of  gi*aphics,  and 
a  comprehensive  index.  Most 
of  the  time,  I  use  a  book  to 
solve  a  problem  I've  encoun- 


tered— so  I  need  an  index  to 
get  me  where  I  need  to  go 
fast. 

I  scanned  several  books  to 
select  three  that  I  thought 
were  worth  a  ■  close  look. 
Books  in  the  "Dummies"  se- 
ries are  typically  the  best- 
sellers among  the  various 
computer  categories,  so  I  in- 
cluded Windows  98  for 
DioiDuies  from  idg  Books 
Worldwide.  The  comparable 
Microsoft  Press  series  is  "At 
a  Glance,"  and  I  foimd  Micro- 
soft Windows  98  at  a  Glance 
a  solid  example.  No.  3  on  my 
short  list  was  Windows  98  for 
Busy  People  from  Osborne, 
wliich,  like  business  week,  is 
a  unit  of  The  McGraw-Hill 
Companies. 

Dummies'  virtues  quickly 
become  clear.  It's  the  most 
fun  you'll  have  vdth  a  com- 
puter book.  You  can  learn  to 
cheat  at  solitaire  or  head  to 
such  sections  as  "Please  don't 
read  tlus!"  and  "Ten  atrocious 
acronyms."  Wlien  you  hit  the 


inevitable  snarls  in  W 
this  book  feels  youi"  pain 
prescribes  a  chuckle. 

Unfortunately,  I  foun( 
book  less  helpful  than 
other  two.  For  examp 
big,  irreversible  dec 
when  you  install  WinJ 
whether  to  use  a  new  ( 
compression  scheme  c 
FAT32,  for  file  allocation  t 
It  lets  you  get  more  stu 
your  hard  drive,  particu 
if  it  is  lai'ger  than  1  giga 
But  as  the  manual  witi 
software  points  out  br 
choosing  the  fat32  fomiai 
cause  problems,  suci 
messing  up  the  feature 
puts  some  computers 
suspended  animation  i 
they're  not  in  use.  Dun, 
provides  no  guidance 
simply  refers  you  to  an 
book  in  the  series. 
SHORTCUTS.  Microsoft's 
sui'prised  me.  I  expect* 
overly  rosy  view  of  the 
ware's  capabilities  anc 
cause  of  its  layout, 
sketchy  infoiTnation.  Bi 
book's  advice  was  stn 
foi-ward,  and  the  combii 
of  graphics  and  snippc' 
information  turned  out  ; 
quite  meaty.  The  wajJ 
book  is  set  up,  you  can  1 
times  thumb  througi 
pages  to  find  what  you« 
fast  without  even  goi 
the  index.  (All  three  of  ^ 
books  have  good  iiK 
incidentally.) 

My  favorite  of  tlie  r 
is  the  Busy  People  bo 
is  well-organized,  wit 
ferent  sections  that  <  ai 
you  a  quick  overview  i 
deeper.  It's  the  only  till 
book  of  the  three, 
makes  the  graphics 
inviting  and  useflil.  IL  < 
good  job  of  highlightii 
portant  shortcuts  anc 
tions.  In  most  cases,  i 
vides  more  completr  : 
than  the  other  two. 
plan  to  become  a 
power  user,  you  will  e  i' 
ally  outgrow  all  thr<' 
these  books.  But  I'mn; 
ing  Windows  98  for'i 
People  my  faithful  cojp 
ing  companion.  ' 


Windows  98 
By  the  Book 


WINDOWS  98  FOR  BUSY 
PEOPLE  Osborne,  318  pp,  $19.99, 
The  best  of  this  trio.  Clear  and 
substantial  explanations  with  col- 
orful graphics,  useful  tips.  Weak  Web  site, 
www.osbome.com,  is  strictly  for  buying  books. 

WINDOWS  98  AT  A  GLANCE 

Microsoft  Press,  320  pp,  $13.59. 
Solid,  basic.  So-so  graphics. 
Web  site,  mspress.inicrosoft.com, 
kind  of  skimpy,  with  most  infor- 
mation on  company's  Win98  site, 
which  all  registered  software 
buyers  can  use  anyway. 

WINDOWS  98  FOR  DUIVHVIIES 

IDG  Books  Worldwide,  382  pp,  $15,99. 
Conversational  and  concise,  too 
much  so  at  times.  More  chuckles 
per  page  than  any  of  the  Win98 
guides.  Useful  Web  site, 
www.dummies.com,  with  chat 
sessions  and  additional  tips. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek,com  or  fax  (202)  383-2125 
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IND  MCNALLY,  PLEASE  STAND  BY  FOR  REVISIONS. 

:oax  the  world  to  give  up  its  last  hiding  places,  we  introduce  the  completely 
vented  Isuzu  Rodeo.  Beyond  its  bold  new  styling,  inside  and  out,  the  new 
leo  is  equipped  with  a  5-link  suspension  and  a  more  powerful  205  horse- 
/er  V6  engine  —  all  designed  to  let  you  blow  through  terra  incognita  with 
aze  and  a  roar    THE  NEW  1998  R9DE0. 


specialized  Worldwide  Builders  of  Adventure  Machines 


SU2U 


Go  farther. 


Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


WHY  THE  ANTITRUST  COPS 
SHOULD  LAY  OFF  HIGH  TECH 


FAST-PACED: 

Trustbusters 
are  forgetting 
how  fluid  the 
industry  is- 
and  so  are  the 
rivals  of  Intel 
and  Microsoft, 
who  should 
quit  whining 


Robert  J.  Barro  is  a  professor  of  eco- 
nomics at  Harvard  University  and  a 
senior  fellow  of  the  Hoover  Institution 
(rjbweek@harvard.edu). 


In  capitalism,  which  works  better  than 
any  other  known  economic  system,  the 
reward  for  dehvering  good  products  at 
low  costs  is  large  profits.  To  secure  these 
profits,  businesses  typically  have  to  innovate 
in  ways  that  lead  temporarily  to  monopoly 
power  over  new  products  or  methods  of  pro- 
duction. In  a  well-fimctioning  free  enteii^rise 
system,  businesses  must  be  allowed  to  enjoy 
these  profits.  This  incentive  principle  is  rec- 
ognized, for  instance,  in  the  patent  system 
for  inventions.  But  the  idea  has  much  broad- 
er applications,  and  the  government  should 
not  step  in  to  limit  profits  at  the  fii'st  sign  of 
monopoly  power. 

Yet  sometimes,  as  with  IBM  in  the  past 
and  now  Microsoft  Coi-p.  and  Intel  Corp.,  the 
government's  response  to  business  success  is 
an  antitinst  action.  The  usual  rationale  is  that 
such  action  promotes  competition,  wliich  leads 
to  lower  prices  and  faster  innovation.  As  a 
rule,  however,  it  is  a  suspect  policy  that  tries 
to  promote  future  innovation  by  limiting  the 
reward  for  past  successes.  The  irony  is  that 
no  sector  has  ever  experienced  price  declines 
and  product  improvements  as  fast  as  the  com- 
puter industry.  So  the  government's  argu- 
ment— that  if  something  is  not  done  to  hmit 
monopoly  power,  innovation  will  be  con- 
strained, and  futiu'e  prices  will  be  excessive — 
is  entirely  hy])othetical. 

The  Federal  Ti'ade  Commission's  action 
against  Intel  is  foolish  because  maintaining 
market  power  in  computer  chips  depends  on 
continued  innovation  at  a  rapid  pace.  Even 
with  these  innovations,  Intel  is  being  seri- 
ously challenged  by  competitors  at  the  low 
and  high  ends  of  the  market.  The  complaint 
about  Microsoft's  Office  software  by  20  state 
attorneys  general  is  similarly  unconvincing. 
This  part  of  the  states'  antitiust  action  re- 
cently was  dropped  in  response  to  a  .June  23 
mling  by  a  federal  appeals  coiu't  in  Wash- 
ington, D.  C.  The  com!  undercut  much  of  the 
Justice  Dept.'s  complaint  against  Microsoft 
by  sa;ying  that  the  government  had  no  useful 
role  to  play  in  software  design. 

The  interesting  pails  of  the  Microsoft  case 
revolve  around  two  areas:  the  importance  of 
operating  systems  and  the  potential  exten- 
sion of  a  dominant  operating  system  to  the 
Internet.  These  areas  involve  networks  and 
industiy  standards,  which  featui'e  important 
economies  of  scale.  If  the  industiy  were  stat- 
ic, these  elements  might  allow  a  single  large 


company  to  capture  long-term  monopoly  pr 
er — and  that  would  raise  legitimate  antitri 
concerns.  j 

However,  the  remarkable  fluidity  of  I 
computer  business  often  has  been  noted.' 
one  has  any  idea  about  the  form  or  role  of  | 
erating  systems  five  or  10  years  from  r 
For  instance,  Sun  Microsystems  Inc.  is  pi 
ing  an  Intemet-based  network  system  2 
platfoiTn  that  eventually  may  overthrow  i 
Windows  type  of  operating  system.  Gi 
this  dynamism,  any  remedy  that  the  gov( 
ment  could  propose  for  today's  marketpl 
such  as  insisting  that  Microsoft's  Wind 
system  provide  equal  access  to  Netsc 
Communications  Coi-p.'s  Web  browser  or 
tus  Development  Coi-p.'s  Smart  Suite,  wi 
hardly  convey  any  real  benefits  to  consim 
THE  IBM  LESSON.  In  fact,  the  goveiTurnent' 
ten^ention  could  be  influential  only  if  it  lo 
in  the  industry's  current  stracture  by 
venting  the  innovations  that  public  polic 
supposed  to  promote.  Clearly,  any  atte 
to  break  up  Microsoft  (an  idea  the  gov 
ment  has  lacked  the  temerity  to  prop 
would  cause  far  more  harm  than  good, 
at  what  happened  in  the  government's 
tinist  inten'ention  with  IBM.  The  main  be 
claries  of  the  government's  case  were 
many  lawyers,  economists,  and  other  adv 
who  received  handsome  fees  for  their  eff 
Interestingly,  the  rate  of  innovation  at 
time  was  dramatically  slower  than  it  is 

A  sad  sidelight  in  the  Microsoft  case  !• 
cooperation  of  its  competitors,  Netscape, 
and  Oracle  Corp.,  with  the  government, 
might  have  expected  these  robust  innov 
to  rise  above  the  categoiy  of  whiner  c( 
rations,  as  represented  in  the  past 
Chrysler  Corp.  (in  its  pursuit  of  a  p 
bailout  in  1979)  and  Archer  Daniels  Mi( 
(in  its  persistent  lobbying  for  subsidii 
ethanol).  But  a  market-oriented  ecom 
such  as  myself  ought  not  expect  or  eve 
sire  coi-porations  to  ignore  private  pro 
further  the  public  interest.  The  real  pre 
is  that  whining  can  sometimes  be  profi' 
because  the  political  process  makes  it  so 
remedy  requires  a  shift  in  public  polici 
provide  less  reward  for  whining. 

The  bottom  line  is  that  the  best  poli( 
the  government  in  the  computer  indus' 
to  stay  out  of  it.  Come  to  think  of  it,  t 
the  best  poHcy  for  the  government  at 
times  in  most  places. 
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Her  firm  is  helping  design 
the  cities  of  tomorrow. 


We're  helping  her  plan 
her  financial  future  today. 


Designing  tomorrow's  world  takes  \'ision,  careful 
^    planning,  and  the  right  execution.  Designing  a 
financial  future  requires  no  less.  That's  whv  the 
products  and  ser\'ices  of  American  General  make  so 
much  sense.  As  one  of  the  nation's  largest  pro\iders 
of  retirement  ser\ices,  life  insurance,  and  consumer 
loans,  we're  unic]uelv  quahfied  to  help  build  our 
customers'  financial  success.  We  offer  personalized 
service  and  knowledgeable  financial  counseling  to  12  million  people  at  everv 
stage  of  their  lives.  American  General.  Helping  our  customers  design  -  and 
achie\"e  -  a  successful  financial  future. 


American 

General 

Financial  Group 
Helping  12  iniUioii  Americans  do  better  finiinciiiUy. 

Retirement  Ser\  ices  •  Life  Insurance  •  Consumer  Finance 


©1998  Amencan  General  Corporation,  uww.agc.com  or  1  (800)  AGC  -  1111 


Economic  Trends 


SENIOR  WORKERS 
GET  THE  BOOT 

10,0- 


MEDIAN  YEARS  OF 
TENURE  OF 
9  5 —  DISCHARGED 
MANAGERS  AND 
EXECUTIVES 

9.0" 
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DATA  CHALLENGER.  GRAY  & 
CHRISTMAS 


BY  MIKE  McNAMEE 

FIRST  HIRED, 
FIRST  FIRED? 

Job  cuts  for  older  staff  have  risen 

The  economy  is  strong,  and  newspa- 
pers are  full  of  help-wanted  ads. 
But  prosperity  doesn't  guarantee  secu- 
rity for  workers  with  the  most  seniority. 

Half  the  job-hunters  counseled  in  the 
■MnnMBMMiiHH  sccoud  quaiter  by 
outplacement  spe- 
ciaUsts  Challenger, 
Gray  &  Christmas 
Inc.  had  spent  10 
years  or  more  in 
their  last  job. 
That's  the  longest 
since  the  reces- 
sionary fourth 
quarter  of  1990, 
when  the  median 
span  was  13  years. 

Severance  pay, 
too,  shows  it's  vet- 
eran workers  who 
get  the  ax:  Chal- 
lenger Gray  says  median  severance  was 
25  weeks'  pay  in  the  second  quarter.  In 
1996,  the  median  was  13  weeks. 

Challenger  Gray  coimts  workers  who 
accepted  buyout  offers  as  "discharged." 
The  new  figures  "suggest  that  compa- 
nies are  targeting  veteran  workers  for 
their  layoffs  and  buyouts,"  says  John 
A.  Challenger,  executive  vice-president. 
"We're  seeing  more  focus  on  productiv- 
ity and  performance."  Managers  with 
high  seniority  and  pay  are  vulnerable  if 
they  can't  outi)eifoiTn  lower-cost  juniors. 

Challenger  says  U.  S.  companies  an- 
nounced cuts  of  50,774  jobs  in  July  and 
321,217  jobs  since  Jan.  1 — ^just  behind 
the  pace  of  1993,  the  worst  this  decade. 

STEVE  FORBES, 
MUNI  SLAYER 

His  tax  plan  rattled  bond  markets 

Steve  Forbes's  1996  campaign  for  the 
Republican  Presidential  nomination 
didn't  last  long.  But  that  quest — and 
Forbes's  call  for  a  17%  flat-rate  tax  sys- 
tem— rattled  the  municipal  bond  mai'ket. 

The  flat-tax  scheme  would  exempt 
income  fi-om  investments  fi'om  tax — giv- 
ing all  assets  the  tax-free  status  that 
munis  now  enjoy.  If  bond  traders  took 


the  flat  tax's  chances  seriously,  the 
spread  between  taxable  and  tax-exempt 
bonds  should  have  sluunk  when  flat-tax 
proponents  were  on  the  rise. 

And  so  it  did.  In  a  paper  pubHshed 
by  the  National  Bureau  of  Economic 
Research,  Joel  B.  Slemrod  and  Timo- 
thy Greimel  of  the  University  of  Michi- 
gan checked  5-year  and  30-year  bond 
spreads  against  Forbes's  pohtical 
strength.  During  his  campaign — from 
Jan.  12  to  Mar.  14,  1996— the  spread  on 
5-year  bonds  shi"ank  whenever  the  val- 
ue of  Forbes's  "shares"  rose  on  the 
Iowa  Electronic  Markets,  a  stock  mar- 
ket at  the  University  of  Iowa  that  lets 
investors  bet  on  politicians'  prospects. 
The  spread  for  30-year  bonds  didn't  re- 
act as  strongly — a  sign,  perhaps,  that 
muni  investors  figured  that  a  flat  tax 
wouldn't  last  long.  If  Forbes  iTms  again, 
muni  investors  had  better  duck. 


A  FAIRER  SHARE 
FOR  WOMEN 

How  to  raise  retirement  income 

Two  scholars  wTiting  for  the  liber- 
taiian  Cato  Institute  aimed  to  study 
how  women  would  fare  in  a  Social  Se- 
curity system  based  on  private  savings 
accounts.  Instead,  they  found  themselves 
in  a  debate  over  "earnings  sharing" — 
what  would  happen  if  spouses  had  to 
share  credit  for  each  other's  earnings. 

Diverting  10  percentage  points  of  the 
12.4%  Social  Security  payi'oll  tax  into 
private  accounts  would  boost  the  re- 
tirement income  of  nearly  all  women, 
say  Ekaterina  Shirley  and  Peter 
Spiegler  of  Hai-vai'd  Univereity's  John  F. 
Kennedy  School  of  Government.  For 
women  with  interiTipted  work  histories 
who  spend  theii"  whole  careers  in  a  pri- 
vatized system,  lifetime  retirement  in- 
come would  rise  47%  for  single  women 
and  up  to  157%  for  manned  women. 

But  that  effect  has  nothing  to  do  with 
privatization  and  everything  to  do  with 
earnings  sharing,  critics  contend.  Un- 
der Shirley  and  Spiegler's  design,  half  of 
each  spouse's  Social  Security  contribu- 
tions are  deposited  in  the  other  spouse's 
account.  Earnings  sharing  "tends  to  re- 
allocate benefits  toward  the  low  earner 
in  a  couple,  which  is  usually  the 
woman,"  says  Anna  M.  Rappaport,  an 
executive  at  benefits  consultant  William 
M.  Mercer  Inc.  and  president  of  the  So- 
ciety of  Actuaries.  That  accounts  for 
much  of  the  gain  Cato  found,  she  says. 

Shirley  and  Spiegler  acknowledge  the 
impact  of  earnings  sharing.  But  gains 


for  single  women,  who  don't  be 
fi'om  a  husband's  earnings,  show 
investing  Social  Security  contributio: 
private  retirement  accounts  will 
help  women,  they  say. 


JOB  VIOLENCE: 
A  GLOBAL  SURVE 

France  leads  in  workplace  assa 

Headlines  in  the  U.  S.  are  fuU  ol 
lence  at  work.  But  in  a  g: 
analysis  of  on-the-job  violence,  th( 
ternational  Labor  Organization 
finds  that  American  workers  are 
Hkely  to  be  assaulted  than  their  < 
teiparts  in  most  of  Western  Euroj 
In  the  U.  S.,  1%  of  men  and  4.2 
women  reported  job  assaults  in 
In  France,  11.2%  of  men  and  8.9 
women  reported  assaults.  For  £ 
Western  Europe,  assaults  were  rep 
by  3.6%  of  men  and  women.  For  < 
Austria  seems  to  be  the  safest  v 
place.  For  women,  Hungaiy:  no  asu 
reported  in  either  case.  The  ILO 
tions  that  the  figui'es  are  based  o 
ported  crimes — and  standards  fo 
porting  vaiy  from  country'  to  cour 
About  15  American  workers  are 
dered  on  the  job  each  week.  But  f ' 
them  are  victims  of  enraged  co-wo 
who  "go  postal."  Around  80%  of ' 
place  homicides  occur  during  robl 
or  other  crimes.  Taxi  drivers,  polic 
tel  clerks,  and  gas-station  atten 
ai"e  the  most  likely  victims.  CuiTcr 
former  co-workers  are  responsib 
5%'  of  murdei's. 

WHERE  THE 
DANGER  LURKS 


Share  of  workers  who  report  ' 
attacks  on  the  job 

MEN  W 

FRANCE 

11.2% 

ROMANIA 

8.7 

ARGENTINA 

6.1  I 

SWITZERLAND 

4.3 

CANADA 

3.9 

NETHERLANDS 

3.6 

ENGLAND 

3.2 

U.S. 

1.0 

SOUTH  AFRICA 

0.7 

RUSSIA 

0.4 

INDONESIA 

0,3 

AUSTRIA 

0.0 

DATA:  INTERNATIONAL  LABOR  ORGANIZATION 
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"COMPETITION  DEMANDED  THAT  WE  OFFER  OUR 
CUSTOMERS  VOICE  MAIL,  BUT  WE  COULDN'T  AFFORD 
THE  TIME  OR  THE  MONEY  TO  BUILD  IT." 


The  GTE  WHOLESALE  SERVICES  DIVISION  works  with  communications  providers 
to  produce  innovative  communications  solutions.  Whether  the  problem  involves  network  capacity,  network 
management  or  resale  services,  we  have  the  experience  and  expertise  to  solve  it.  We  start  by  forging  a  rela- 
tionship with  the  customer  based  on  open  communication  and  an  understanding  of  their  business,  which 
allows  us  to  focus  squarely  on  their  needs.  Then  -  even  if  it  means  changing  the  way  we  do  business  -  we 
look  for  creative  ways  to  fill  those  needs. 

ixjl    Recently,  customers  of  a  CLEC  in  one  of  ow  local  markets  began  clamoring  for  voice  mail.  Reluctant  to  deal 
-^fc    nith  other  suppliers  in  the  area,  the  provider  sought  assistance  from  a  company  they  knew  they  could  trust: 
GTE.  Our  experience  told  us  that  it  would  take  them  eighteen  months  to  build  a  voice  mail  system.  By  using  our  own 
infrastructure,  however,  we  were  able  to  deliver  the  same  service  in  just  one  month.  In  that  short  period,  we  created  a 
program  that  would  drastically  cut  their  time-to-market  and  significantly  increase  their  revenue,  all  without  tying  up 
huge  amounts  of  capital.  The  plan  was  implemented  quickly,  and  the  company  was  more  than  pleased. 

Do  you  have  a  communications  problem  you  can't  work  out?  Call  the  Wholesale  Division  of 
GTE  at  1-888-483-9594,  or  contact  us  at  www.gte.com/Wmkts.  We're  quick.  We're  cost  competitive. 
And  best  of  all,  we're  flexible.  So  you  can  count  on  us  to  deliver  solutions  that  will  ensure  your  success. 
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Compaq  Deskpro  EP  Seriei 


Model  6266X  '2100 
The  business  computer  for  thosi 
crave  the  latest  industry-standa 
technologies,  at  very  aggressive 

$1,299 

•  Intel  Celeron™  Processor  ©26 

•  2.1  GB  SMART  II  Ultra  ATA  Har 

•  16  MB  SDRAM 

•  ATI  RAGE  lie  AGP  Graphics 

•  Compaq  V75  17" 

(16"  viewable)  monitor  j 

•  Towerable  chassis  converts frd 
desktop  to  minitower 

•  3-vear  limited  warranty*  ^ 

i 

Mods'i  oijOoX.  &/400,'CDS 
Deskpro  delivers  true  value  by  pi 
ultimate  in  desktop  quality  and  ; 
It  offers  a  broad  range  of  innova . 
effective,  and  flexible  solutions 

$2,269 

•  Intel  Pentium  II  Processoi  @^ 

•  6.A  GB  SMART  II  Ultra  ATA  H<  j 
•64  MB  SDRAM 

•  ATI  RAGE  PRO  TURBO  AGPGljli 

•  2/iX  Max  CD-ROM" 

•  Compaq  V75  17" 

(16"  viewable)  monitor 

•  Towerabie  chassis  converts  fl; 

( ■ 

desktop  to  minitower 

•  3-year  limited  warranty' 


What  would  it  cost  to  have  all  the  computer  performance  your  business  needs?  Well,  with  the  Compaq  Deskpro  EP  Series  ofg 


it  costs  a  lot  less  than  you  might  think.  With  Intel®  Pentium'^'  II  Processors,  and  next-generation  100  MHz  bus  speeds,  you  jt 


performance  you  need,  and  all  the  value  you  want.  You  can  order  by  calling  us  directly  or  visiting  our  website.  More  techrb 


more  ways  to  get  it.  It's  what  makes  Compaq  computers  the  best-selling  in  the  business. 
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Compaq  Armada  Notebooks 


Armada  1700 

The  fully  integrated  notebook  from 
Compaq  that  combines  the  latest  key 
technology  with  uncompromising  value. 

$2,869 

•  Mobile  Intel  Pentium  II  Processor  @ 
233  MHz;  512  KB  L2  Cache 

.  4.0  GB  SMART  Hard  Drive' 

•  32  MB  SDRAM  (expandable  to  160  MB) 
.  12.1"  CTFT  SVGA  display 

•  24X  Max  CD-ROM";  K56flex  modem' 

•  Integrated  AC  Adapter 

•  New  Multibay  design  allows  for  easy 
swapping  of  options  including  a  second 
hard  drive,  second  battery,  SuperDisk 
LS-120,  or  Zip  Drive 

•  3-spindle  design  allows  simultaneous 
access  to  multiple  storage  devices 

•  1-year  limited  warranty* 

Armada  7800 

The  ultimate  high-performance  notebook 
delivering  unprecedented  desktop 
functionality  and  mobile  convenience. 

$5,549 

•  Mobile  Intel  Pentium  II  Processor 
@  266  MHz;  512  KB  L2  Cache 

•  8.0  GB  SMART  Hard  Drive 

.  6Z|  MB  SDRAM  (expandable  to  256  MB)' 

•  14.1"  CTFT  (1024  X  768)  display 

•  24X  Max  CD-ROM";  33.6  Kbps 
Telephony  modem 

•  Powerful  AGP  graphics  allows  for  superior 
graphics  while  on  the  road  or  in  the  office 

•  Integrated  AC  Adapter 

•  Multibay  design  allows  for  easy  swapping 
of  options  including  a  second  hard  drive, 
second  battery,  SuperDisk  LS-12D,  or 
future  DVD  drive 

•  3-year  limited  warranty'' 

Common  features  of  Armada  Series 

•  Optimized  for  use  in  a  networked  environment 

•  Intelligent  Manageability 

•  Certified  for  multiple  operating  systems 

Options  for  Armada  7000  Notebooks 

.  ArmadaStation  Expansion  Base:  S779' 

•  ArmadaStation  Tower  Stand:  S99' 

•  Compaq  Briefcase:  S99' 


Compaq  Armada  SB 


Compaq  ProSignia  200 


Smalt  Business  Notebook  Solution  fl  Small  Business  Server  Solution 


The  notebook  designed  specifically 
for  small  businesses  to  provide  out-of- 
the-box  productivity  combined  with 
affordable  high  performance. 

Ar  ,i< 

$2,099 

•  Intel  Pentium  Processor  with  MMX"'' 
Technology  @  200  MHz 

•  3.2  GB  SMART  Hard  Drive' 

.  32  MB  EDO  RAM  (expandable  to  96  MB) 
.  12.1"  CSTN  SVGA  display 

•  20X  Max  CD-ROM';  K56flex  modem'- 
.  Microsoft  Office  97  Small  Business 

Edition  included  for  out-of-the-box 
productivity 

•  Integrated  AC  Adapter 

•  3-spindle  design  allows  simultaneous 
access  to  multiple  storage  devices 

•  Dual-bay  design  supports  a  second 
battery  for  even  greater  power  while 
on  the  road 

•  Optimized  for  use  in  a  networked 
environment 

•  Intelligent  Manageability  features  offer 
lower  total  cost  of  ownership 

•  Certified  for  multiple  operating  systems 

•  i-year  limited  warranty' 


An  integrated  turnkey  solution  for 
small  businesses  needing  inexpensive 
file/print,  communications,  or  database 
capabilities  and  bulletproof  server 
reliability  without  the  overhead  cost 
of  in-house  technical  expertise. 

ProSignia  200 

Small  Business  Server 

$4,959 

■  Intel  Pentium  II  Processor  @  300  MHz 

•  4.3  GB  Wide  Ultra  SCSI-3  enterprise-class 
hard  disk' 

•  64  MB  ECC  Memory 
(upgradable  to  384  MB) 

•  4/8  GB  SLR  enterprise-class  tape  drive 

•  K56flex  modem' 

•  Pre-installed  Microsoft  BackOffice"  for 
Small  Business  Server  including  up  to  10 
user  clients;  Insight  Agent  Events  Notifica- 
tion Tool  monitors  and  reports  potential 
server  issues 

•  Extend  your  business  to  the  Internet, 
either  locally  or  through  an  Internet 
service  provider 

•  Back  up  and  protect  your  business 
data  easily 

•  Efficiently  share  data  and  devices  such 
as  printers  and  modems 

•  Compaq  V55  15"  (13.7"  viewable) 
monitor  with  i-year  limited  warranty" 

•  3-year  on-site  limited  warranty" 


Buy  the  world's  best-selling  computers 

direct  from  Compaq  at: 

1800 

888-0365 

www.directplus.compaq.com/bw 
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DOUBLE  ON  WALL  STREET  MAY 
EAN  TROUBLE  ON  MAIN  STREET 

sre  stock  prices  go,  consumer  and  business  spending  is  likely  to  follow 


IS.  ECONOMY 


ENDING  IS  FAR 
PACING  INCOME. 


How  intertwined  are  Wall 
Street  and  U.  S.  economic 
h?  Until  recently,  not  very  much.  Even  the  1987 
t  plunge  did  not  derail  the  economy.  Now,  the 
!1  report  on  gross  domestic  product  offers  a 
ig  new  take  on  that  question.  The  data  strongly 
that  the  stock  market's  incredible  run  is  a  strong 
ce  on  the  robust  pace  of  U.  S.  spending.  So  what 
IS  when  the  market  stumbles? 
question  is  becoming  increasingly  urgent.  The 
ones  industrial  average  plummeted  299  points  on 
,  bringing  the  slide  since  the  July  17  peak  to  851 
or  a  drop  of  9.1%.  Investors  are  taking  a  second 
those  earlier,  rosy  profit  projections  made  dim- 
Asia  and  rising  labor  costs. 

The  GDP  report  shows  that 
the  past  surge  in  stock  prices, 
along  with  low  long-term  in- 
terest rates,  has  created  ac- 
commodative conditions  that 
are  exerting  an  unprecedented 
upward  force  on  this  economy. 
Consumer  spending,  for  exam- 
ple, is  far  outstripping  the  ex- 
cellent performance  of  house- 
hold income  (chart),  suggesting 
that  consumers  are  financing 
irchases  out  of  their  stock-mai'ket  gains  (page  36). 
isiness  outlays  for  new  equipment  continue  to 
?ven  as  profits  go  nowhere.  That's  because  busi- 
ire  using  cheap  equity  and  debt  financing, 
jpshot  is  that  the  outlook  will  be  increasingly 
ned  by  Wall  Street,  not  Main  Street.  And  there- 
he  danger:  A  reversal  of  those  conditions  might 
the  biggest  threat  to  this  seven-year  expansion. 

HO  MISTAKE,  the  GDP  report  was  suiprisingly 
The  economy  grew  a  higher-than-expected  1.4% 
icond  quarter,  after  a  boffo  5.5%  perfonnance  in 
t  quarter.  The  data  dispelled  loose  recession 
t  was  starting  to  crop  up  because  they  showed 
•elenting  domestic  spending  continued  to  over- 
substantial  Asian  impact.  In  fact,  if  it  were  not 
widening  trade  gap,  which  robbed  three  per- 
points  from  gdp  growth  in  the  first  half,  the 
T  would  have  grown  6%  in  the  first  half. 
Lsian  hit,  which  has  been  concentrated  in  U.  S. 
turing,  continued  in  July,  according  to  the  na- 
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PURCHASERS  REPORT  A 
SLOW-PACED  DECLINE' 


tion's  purchasing  managers.  Their  composite  index  of  in- 
dustrial activity  dipped  to  49.1%,  down  from  49.6%  in 
June,  and  export  orders  remained  weak  (chart).  These 
purchasers,  however,  said  that  the  auto  strike  also  cur- 
tailed output  to  some  extent. 

The  GDP  report  also  showed  that  inventories  are  not 
a  problem.  First-quarter  inventoiy  growth  was  revised 
substantially  downward,  from  $105  billion  to  $91  billion, 
and  then  the  pace  slowed  shaiply  to  a  manageable  $45 
billion  last  quarter.  The  small  gain  in  stock  levels  sug- 
gests that  any  inventory  adjustment  was  almost  total- 
ly completed  in  the  second  quarter,  dealing  the  way  for 
output  grovrth  in  the  second  half. 

BEAR  IN  MIND,  THOUGH,  that  strong  domestic  de 
mand  was  responsible  for  quickly  eliminating  the  ex- 
cessive inventory  buildup.  And  it  is  consumer  spending 
and  business  outlays  that  have  become  extremely  de- 
pendent on  Wall  Street's  bounty,  making  those  sectors 
the  most  vulnerable  to  market  shifts. 

Clearly,  domestic  demand 
was  exceptionally  healthy  in 
the  first  half.  Inflation-adjusted 
consumer  spending  rose  at  an 
annual  rate  of  5.8%  in  the  sec- 
ond quarter,  following  a  6.1% 
advance  in  the  first  quarter. 
Back-to-back  gains  like  that  45^ 
are  phenomenal  this  late  in  a 
business  cycle,  when  the  pent- 
up  demand  that  follows  a  re- 
cession has  been  sated.  In  fact, 
spending  in  the  past  year  has  grown  5.2%,  the  fastest 
four-quarter  pace  in  13  years. 

By  comparison,  real  aftertax  incomes  have  grown 
only  3%  during  the  past  year.  That  pace  is  half  a  point 
better  than  the  2.5%  trend  during  this  expansion.  But 
since  spending  rose  so  much  faster,  the  personal  savings 
rate  in  the  second  quarter  fell  to  a  mere  0.6%,  the 
lowest  in  the  postwar  period. 

Are  consumers  in  dire  financial  straits?  The  data 
suggest  not:  Household  debt  service  for  installment 
and  mortgage  loans  is  high,  but  it  remains  below  the 
peak  of  the  late  1980s  and  has  even  leveled  off  in  the 
past  year.  Instead,  the  unparalleled  drop  in  the  saving 
rate  is  clear  evidence  that  households  are  supplement- 
ing their  wage  and  salary  income  with  capital  gains 
from  the  stock  market.  And  with  double-digit  returns 
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on  existing  stockholdings,  many  households  do  not  feel 
the  need  to  add  any  more  to  their  nest  eggs. 

Capital  gains  also  are  fueling  the  housing  boom. 
Sales  of  new  houses  rose  to  another  record  level  in 
June,  an  annual  rate  of  935,000.  And  the  inventory  of 
unsold  new  homes  fell  to  a  new  low,  a  supply  of  only 
3.7  months,  suggesting  further  support  for  future  build- 
ing. Economists  have  been  predicting  the  demise  of 
homebuilding  ever  since  the  mild  winter  boosted  first- 
quarter  construction.  But  in  July,  mortgage  applica- 
tions remained  high,  and  builders  said  mai'ket  conditions 
were  the  best  ever,  even  though  mortgage  rates  are  no 
lower  now  than  they  were  in  January. 

BUSINESS  INVESTMENT  in  new  equipment  tells  a 
similar  tale.  Outlays  rose  at  a  17.8%  annual  rate  in 
the  second  quarter,  after  surging  34.2%  in  the  first 
quarter.  That  was  the  fastest  two-quarter  pace  in  14 
years.  Such  a  pace  would  have  made  more  sense  back 
when  profits  were  soaring  at  double-digit  rates,  but  it 
occuiTed  at  a  time  when  profit  gi-owth  has  been  dead  in 
the  water  for  three  quarters.  Instead,  a  booming  stock 
market  and  low  borrowing  rates  seem  to  have  been  im- 
portant props  under  capital  spending.  But  that  reliance 
leaves  business  outlays  vulnerable  to  a  pullback  in  the 
stock  market. 

Wall  Street's  fortunes,  in  turn,  are  dependent  on 
healthy  earnings  expectations.  But  the  prognosis  for 
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BENEFITS  START  TO  FU: 
UBOR  COSTS  HIGHEi 

3,5  


corporate  earnings  is  not  good.  The  problem  is  i 
just  Asia.  It  is  also  rising  labor  costs. 

The  employment  cost  index  (ECi),  which  covers  wl 
businesses  shell  out  for  wages  and  benefits,  rest 
larger-than-expected  0.9%  in  the  second  quarter.  Ti 
brought  the  annual  pace  from  a  year  ago  to  3.5%,  t 
fastest  since  1993  and  up  from  2.8%  this  time  1; 
year  The  key  feature  of  the  latest  ECi  is  that  the  p 
dieted  pickup  in  benefits  is  now  clearly  happenJ 
(chart).  Benefit  growth  is  the  fastest  in  three  yearf 

Using  the  Commerce 
Dept.'s  revised  price  index  for 
consumer  spending,  which 
shows  inflation  running  at 
0.9%,  the  3.5%  pace  in  the 
ECI  means  that  workers'  real 
compensation  is  rising  2.5% 
per  year.  That's  a  boon  for 
workers,  but  it's  a  bane  for 
profits,  because  real  pay  is 
increasing  far  faster  than 
even  good  gains  in  produc- 
tivity are  capable  of  offsetting 

Those  profit  worries  are  weighing  heavily  on  st 
prices.  So,  an  otherwise  excellent  economic  outl 
now  has  a  new  uncertainty:  The  stock  market,  which 
fered  so  much  aid  and  comfort  to  demand  on  its  waji 
toward  10,000,  will  cause  damage  on  its  way  down 
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LAGGING  EXPORTS  ARE  A  DRAG  ON  THE  ECONOMY 


The  latest  data  put  Italy's  sec- 
ond-quarter performance  un- 
der a  cloud.  But  the  central  bank 
is  still  holding  back  on  cutting  in- 
terest rates. 

As  wdth  most  other  industrial- 
ized nations,  Italy's 
biggest  drag  has  come 
from  foreign  trade  as 
the  Asian  crisis  hits 
exports.  The  trade 
surplus  with  non-Euro- 
pean Union  nations  fell 
7.7%  in  the  second 
quarter,  compared  with 
a  year  ago.  For  the 
first  two  months  of  the 
quarter,  Italy's  total 
trade  surplus,  including  the  EU,  is 
down  5%  from  a  year  ago.  More- 
over, business  surveys  suggest  a 
production  slowdown  in  coming 
months.  Factory  orders,  which  are 
volatile  month  to  month,  were 


RETAILERS  POST 
AN  UNEXPECTED  GAIN 
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nearly  level  last  quarter  with 
their  year-ago  levels. 

On  the  plus  side,  retail  sales 
rose  by  a  greater-than-expected 
3.1%  in  May  (chart).  But  shoppers 
are  worried  about  the  weak  labor 
markets.  The  jobless 
rate  rose  to  12.5%  in 
April,  up  from  12.2% 
in  January.  And  when 
consumer  confidence 
plunged  in  July,  un- 
employment fears 
were  the  main  reason. 
Such  jitters  could  cur- 
tail spending  later  on. 

Real  gross  domestic 
product  in  the  fii'st 
quarter  was  2.5%  higher  than  a 
year  ago,  but  growth  was  proba- 
bly less  than  2%  in  the  second 
quarter  That  suggests  Italy  may 
not  make  the  consensus  forecast 
of  2.3%  growth  for  all  of  1998. 


Ij 


Real  GDP  grew  by  2.6%  in  1997. 

Even  so,  the  hawkish  Bank  ol 
Italy  has  not  trimmed  its  discoi 
rate  since  April.  The  BOI  may  h 
trying  to  slow  inflation  to  an  ev( 
lower  pace  than  its  1.8%  July 
rate.  Some  analysts  think  BOI 
Governor  Antonio  Fazio  wants  i 
wait  till  next  year's  budget  is  r( 
leased  in  September.  The  budge 
may  forgo  fiscal  austerity  in  ord 
to  spend  money  on  job  creation 

The  BOI  cannot  wait  for  long, 
though.  As  a  founding  member 
the  single  European  currency, 
Italy  must  reduce  its  rates  to 
match  those  of  the  other  10  na- 
tions, most  notably  Germany. 
Right  now,  Germany's  short-ter 
rates  are  about  VA  percentage 
points  lower  than  Italy's.  So  if  1 
BOI  doesn't  ease  again  soon,  the 
rate  cuts  later  on  in  the  second 
half  will  have  to  be  substantial.! 
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Customer  Relationship  i\/ianagement 


lether  your  customers  are  delighted, 
simply  delighted  to  leave,  revolves 
(jund  knowing  your  customer  data. 


Profile  customers 

Assess  marketing  ROI, 
analyze  cliurn,  and  more 

Award-winning  data 
warelnousing  capabilities 

Fully  Web  enabled 

Year  2000  compliant 


it's  v\fhy  you  need  the  SAS'  Solution 

e  your  most  profitable  customers. .  .and  why?  How  many  customers  are  you 
and  why?  What  value  do  your  customers  see  in  your  products  and  services. .  .or 
your  competitors?  Instead  of  just  storing  your  customer  data,  explore  all  the 

ities  with  the  SAS  Solution  for  Customer  Relationship  Management. 

inly  software  that  integrates  the  full  scope  of  managing  customer  relationships, 
nformation  at  all  customer  contact  points. .  .then  analyze  data  to  better  understand 
•r  needs.  Refine  business  strategies  around  your  most  profitable  customers, 
ne  Ufetime  customer  value.  All  by  just  pointing  and  clicking. 

ml  more,  and  request  a  free  Guide  to  Customer  Relationship  Management  with 
Solution,  visit  us  at  www.sas.com/crm 


SAS  Institute  Inc. 

The  Business  ol  Better  Decision  Making 


www.sas.com/crm   E-mail:  bw@sas.com   Phone  919.677.8200 


SAS  is  a  registered  trademark  of  SAS  Institute  Inc.  Copyright  ©  1998  by  SAS  Institute  Inc 
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It  was  bound  to  happen.  For  months  now,  as  the  blue-chip  averages 
pushed  higher  and  higher,  support  for  the  stock  market's  advance 
grew  thinner  and  thinner.  New  highs  for  big-name  blue  chips 
masked  the  fact  that  the  vast  majority  of  stocks  were  not  taking 
part  in  the  bull  run.  Meanwhile,  downward  pressure  on  investor 


lent  was  mounting  on  all  fi'onts:  In  Washington,  the  po- 
leat  on  Pi'esident  Clinton  was  intensifying  as  Monicagate 
I  back  onto  the  front  pages,  raising  nervous  doubts 

foreign  investor.  In  Japan,  the  election  of  a  new  Pi-ime 
er  did  nothing  to  assuage  feai"s  that  thei"e  is  stOl  no  end 
it  to  its  economic  crisis.  On  Wall  Street,  which  had  long 
to  the  hope  that  Asia's  impact  would  be  small  and  fleet- 

second-quailer  results  came  in,  analysts  woke  up  to  the 
ig  severity  of  Asia's  woes  and  began  slashing  eaiTiings 
tions. 

Aug.  4,  the  jolt  came  that  even  the  most  carefree  in- 
*  couldn't  ignoi'e:  A  299-point,  or  3.4%,  plunge  in  the  Dow 
industrial  average  that  shaved  $1.1  trillion  from  the  to- 
irket  capitaliza-  wmmm^^^^^^^^^^^^^^^^^^^ 
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OMENS  OF  A  MARKET  FALL 


LOSERS  OUTNUMBER 
THE  WINNERS 


THE  GAP  BETWEEN  LARGE 
AND  SMALL  STOCKS  WIDENS 


CUMULATIVE  NUMBER  OF  NEW  YORK 
STOCK  EXCHANGE  STOCKS  ADVANCING, 
MINUS  STOCKS  DECLINING,  JAN.  1991=0 
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QUESTIONS.  In 

;11  swoop,  the 
:6vel  of  a  nation 
at  sl^yi'ocketing. 
;ountry  where 
s  financial  fu- 
nd the  economy 
i  "easingly  tied  to 
-  !k  mai'ket  (page 
id  where  the 
;e   of  market 
;  ranges  from 
ivers  to  CEOs, 
juestions  on 
le's  lips  ai"e  the 
the  great  bull 
over?  Is  this 
a  nornial  mar- 
off,  or  the  start  of  a  bear  market?  The  market's  per- 
;e  on  Aug.  5  gave  little  clue.  The  Dow  took  a  vrild 
ing  as  much  as  125  points,  but  finisliing  up  59  points  for 
at  8547 — dovra  nearly  10%  ft-om  its  high,  but  still  up 
the  year.  Ominously,  though,  small-cap  and  mid-cap 
ontinued  their  slide. 

will  we  Imow  if  it's  a  correction  for  the  bull  or  the  biith 
u'?  Ovei'  the  past  five  years,  there  have  been  many 
■ns,  and  after  each,  the  mai'ket  slungged  and  continued 
higher,  scoring  eye-popping  gains  year  after  year, 
this  time  may  be  different.  The 
"•ack  could  take  fai-  longei- — at  mini- 
vestors  may  have  to  settle  for  av- 
•  subpar  gains  for  at  least  a  few 
This  time,  the  market  is  acting 
I  backdrop  of  fai'  greater  uncertain- 
woes  seem  to  be  wor-sening — as 
ripple  effects.  And  now,  the  impact 
J.  S.  economy  can  no  longer-  be  ig- 
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RELATED  STORIES 


A  Special  Report  on  the  social 
backlash  sparked  by  the  Asian  fi- 
nancial crisis  appears  on  page  46. 
The  Corporate  Scoreboard  detailing 
second-quarter  earnings  begins  on 
page  82. 


nored:  A  sharp  di'op  in  exports  helped  push  down  gr'oss  do- 
mestic pr-oduct  growth  to  1.4%  in  the  second  cjuartei-,  stir-- 
ring  fear's  that  the  long  economic  expansion  could  be  slowing. 

So,  where  is  the  mar-ket  headed?  The  answer  depends  on 
which  way  you  analyze  the  conditions.  Strategists  who  assess 
such  ftindamental  economic  forces  as  inflation,  interest  r*ates, 
and  basic  demand  ar-e  gener-ally  taking  a  hopeftil  view.  The 
long-ter-m  pictui'e  remains  healthy,  even  though  short-term 
jitter's  can  roil  the  mar'kets.  Teclinical  analysts,  however,  r'emain 
alarmed  about  the  striictm'al  dynamics  of  the  market — fac- 
tors such  as  the  breadth  of  its  advance  and  the  number's  of 
new  highs  and  lows  being  achieved. 

Ear-nings  imceitainty  makes  it  difficult  for'  anybody  to  put  a 
^^^^^^^^mmmmmmmmtm^mmmmm  value  on  the  over'all 

mar'ket.  Analysts  have 
been  ratcheting  down 
forecasts  for  weeks. 
Accor'ding  to  Fii'st  Call 
Cor-p.,  at  the  start  of 
the  second  quarter'  an- 
alysts expected  thir'd- 
quai'ter  earnings  to 
gr'ow  11.5%.  By  mid- 
July,  that  number  fell 
to  8.9%.  Estimates  are 
now  being  shaved  a 
tenth  of  a  percent  a 
day,  and  the  current 
estimate  is  6.7%-. 

No  cjuestion  the  cor- 
r'ection  made  a  highly 
pr'iced  stock  market  a 
lot  cheaper',  and  that  is 
attr'acting  some  new 
buying.  But  ar'e  stocks 
really  cheap?  That  de- 
pends on  the  level  of 
earnings  and  interest  r-ates  and  what  method  you  use  to  r-elate 
the  two  (table). 

Right  now,  for'  instance,  investment  str'ateg"ists  at  Mor'gan 
Stanley  Dean  Witter  ar-e  forecasting  oper-ating  earnings  of 
$51  per'  shar'e  for'  the  Standar'd  &  Poor's  500-stock  index  over' 
the  next  12  months,  about  a  10%.  gain  over-  the  number'  for'  the 
past  12  months.  Wliat  kind  of  s&p  pi'ice  does  that  war-r'ant?  If 
you  use  a  5.5%  yield  on  the  30-yeai'  Tl-easmy  bond,  the  fair-  val- 
ue is  1055;  bump  the  yield  up  to  6%>,  and  fair-  value  is  960.  The 
long  bond  is  now  about  5.7%-,  which  tr'anslates  into  a  fau'  val- 
ue of  about  1000.  By  this  reckoning,  the 
mar'ket  is  near-ly  8%  above  fail'  value.  At 
the  Mgh  a  few  weeks  ago,  the  same  calcula- 
tion would  have  shown  an  s&p  .500  over'val- 
ued  by  near'ly  20%  . 

Tliat's  not  the  only  way  to  value  a  mar'ket, 
however'.  PaineWebber  Inc.  strategists  ar- 
gue that  lowei'  inflation  justifies  higher'  price- 
earning-,  ratios  because  investor's  keep  mor'e 
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of  what  they  make.  Even  now,  "inflation  is  so  low  that  it  ai'gues 
for  higher  valuations  in  the  stock  mai'ket,"  says  PaineWebber 
strategist  Maiy  C.  Fairell.  Wage  increases  ai"e  more  than  cov- 
ered by  productivity  gains,  she  says,  and  mounting  budget 
surpluses  in  Washington  will  help  keep  inflation  low.  Earn- 
ings concerns  are  overblown,  she  says,  because  some  high- 
profile  companies  were  hit  by  lower  commodity  prices  and 

Asian  problems.  For 
the  second  quaiter,  she 
figures  that  the  earn- 
ings of  the  median  s&p 
5()0  stock  is  up  10%.  'We're  not  looking  at  a  broad  deterioration 
in  eai'nings,  but  some  definable  problems,"  says  FaiTell. 

The  market's  most  steadfast  bull,  Goldman,  Sachs  &  Co.'s 
Abby  Joseph  Cohen,  scoffs  at  the  notion  that  stocks  ai-e  over- 
valued. The  market  decline  was  an  overreaction,  she  says, 
and  stocks  ai'e  now  undei-valued.  "We  don't  see  any  need  to 
make  revisions  on  the  jDrofit  pictui-e,"  says  Cohen,  who  says  the 
Dow  Jones  industrial  average  could  reach  9300  by  yeai-end.  "At 
the  same  time,  stock  prices  have  declined  and  the  inflation  pic- 
ture looks  even  more  favorable."  Cohen  says  there  has  been 
confusion  about  reported  eaniings — which  dropped  2%,  ac- 
cording to  BUSINESS  wp:ek  (page  82).  Wlien  earnings  are  ad- 
justed for  special  charges,  operating  eaiTiings  for  the  second 
quarter  apjjear  to  be  up  5.6%  for  the  s&p  .500,  she  says. 

Some  fimdamental  analysts,  however,  ai'e  womed  not  about 
inflation,  but  the  damage  that  could  be  done  by  deflation.  In- 
ternational Strategy  &  Investment  Group's  Edwaixl  S.  Hyman 
Jr  says  that  the  bleak  situation  in  Asia  is  causing  the  pricing 
power  of  Group  of  Eight  nations  to  take  a  big  hit.  On  Aug.  3, 
he  lowered  his  1998  nominal  gross  domestic  product  forecast 
fi-om  4%  to  3%  for  the  G-8,  a  low  number  by  historic  standards. 
For  technical  analysts,  conditions  in  the  equity  markets 
give  little  reason  to  hope  for  a 
speedy  uptick.  Piuden- 
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The  events  that 
led  to  the  Aug.  4 
sell-off  in  the 
stock  market 


JULY  17  Dow  Jones 
industri,\l  average 
hits  9337..^?,  a  record. 

JULY  21  Hewlett- 
Packard  warns  that 
third-quarter  results  will 
be  lackluster  thanks  to 
weakness  in  Asia. 
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tial  Secuinties  Inc.'s  chief  technical  analyst,  Ralph  J.  Acamp 

a  longtime  buU,  made  a  splashy  metamorphosis  into  a  bear  ( 

ing  a  mid-day  api^eai^ance  on  CXBC  on  Aug.  4,  helping  speed 

mai-ket's  tumble  that  day.  He  said  that  conditions  were  right 

the  Dow  to  fall  20%  fi-om  its  high.  "I  was  more  important  t 

Clinton  for  about  an  hour,"  quips  Acampora. 

His  forecast  ti-anslates  into  a  loss  of  almost  1,900  points  f 

the  Dew's  July  17  high.  With  the  Aug.  4  fall,  the  market  ij 

ready  halfway  there,  down  about  10%  fi-om  its  high.  Acan 

ra  is  womed  not  about  rising  interest  rates  but  about  the 

posui-e  of  big-cap  stocks  to  Asia.  Still,  he  says,  "this  ; 

cycUcal  bear  mai-ket,  which  could  last  a  few  months,  in 

midst  of  a  secular  bull  mar'Ket." 

Why  the  change  of  heart?  One  technical  indicator  that  I 

been  making  Acampora  and  other  technicians  nervous  ' 

the  high  level  of  new  lows  for  individual  stocks.  To  a  techij 

analyst,  that  is  a  sign  that  the  mai-ket  has  not  yet  bottoi 

out.  "Usually,  when  a  decline  is  over,  the  new  lows  shrink  u 

nothing,"  says  Mark  Arbeter,  chief  technical  analyst  at  S 

dard  &  Poor's  Coii3.  j 

BROADER  RALLIES.  Tliere  hasn't  been  quite  enough  gnashinl 

teeth  to  satisfy  some  analysts.  "One  armoying  factor  all 

this  drop  is  that  it's  been  so  orderly,"  says  Bairy  Hyrj 

chief  market  analyst  at  Ehrenkrantz  King  Nusssbaunr' 

haven't  seen  the  signs  of  capitulation."  Wlien  the  mai-ket  is 

rally,  he  says,  "it  wiU  have  to  be  a  lot  broader  than  tin  r; 

we've  had  recently"  in  ordei-  to  last. 

Another  indicator  that  stUl  troubles  mai-ket  tecliniciaii.- 

advance-decline  line  (chait).  Tlie  Line  nets  out  each  da\  s  i 

ber  of  New  York  Stock  Exchange  advancing  and  fi<  i  li 

issues  and  adds  the  results  to  the  previous  da/s  number  m 

line  is  cumulative.  Technicians  say  the  advance-decline 

has  been  telling  a  wonnsome  tale:  The  line  peaked  in  ( 

ApiTl.  while  the  mai'ket  kept  on  i-ising.  Tliat  suggested  tlia 

market  was  driving  higher  on  the  backs  of  fewer  and  ft 

stocks.  Analysts  prefer  to  see  the  mai-ket  index  and  tlit 

vance-decline  line  moving  in  tandem. 

Technicians  also  keep  a  shai-p  eye  on  divergence;-/ 

tween  various  sectors  of  the  markr! 

them,  the  extent  of  the  market's  dei 
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JULY  29  White 
House  acknowledges 
that  Independent 
Counsel  Kenneth 
Starr  has  subpoenaed 
President  Clinton, 
raising  concerns 
among  overseas 
investors. 


GREENSPAN:  Vfords  of  caution 


JULY  21  Federal  Reserve  Chairman 
Alan  Greeii  >pan  warns  that  history 
sugg  -sts  1  correction  is  bound  to 
happen,  but  its  timing  is  uncertain. 
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10  shock.  The  waming  signals 
there.  One  of  the  most  stinking 
he  divergence  in  peifoiTnance 
;en  large-capitaHzation  and 
capitalization  indices.  Wliile  the 
soared  more  than  18%  from 
I  to  July  17,  the  Standard  & 
5  SmallCap  600-stock  inde.x 
1  badly,  up  about  7%  for  the 
period. 

en  within  the  big-cap  universe, 
anks  of  rallying  stocks  were 
lust  70  stocks  explained  the  en- 
)98  gain  in  the  s&P  .500  thi-ough 
id  of  July.  Also,  while  the  Dow 
:o  a  new  high  of  9338  on  July 
e  number  of  stocks  making  52- 
highs  did  not  rise,  as  it  had  in 
•lier  June  rally.  The  ratio  of  ad- 
ig  stocks  to  declining  stocks 
n  fact,  steadily  deteriorating. 
,s  this  "Nifty  Fifty"  develop- 
that  set  the  mai'ket  up  for  a 
ay  some  strategists.  The  last 
of  rallies  have  focused  on  just 
10  stocks,  notes  Bany  Hyman. 
:ui'ned  these  stocks  from  good 
a  companies  into  gi'owth  mo- 
rn issues  with  price-eamings 
of  up  to  50,  60,  even  70."  That 
investors  had  to  be  willing  to 
iree  to  four  times  the  stock's 
\  rate.  And  it  meant  the  ac- 
)uld  be  driven  by  momentum  players,  whose  game  is  to 
yh.  and  sell  higher — and  to  get  out  if  momentimi  falters, 
vidual  investors  don't  seem  to  share  the  technicians' 
ns.  While  Todd  Morgan  of  Bel  Air  Capital  in  Los 
!s,  which  manages  $1.7  billion,  says  he  took  lots  of 
the  anxiety  level  wasn't  that  high.  Clients  just  want- 
nake  sure  that  they  should  stay  the  course."  By  the 
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IS  THE  MARKET  OVERVALUED? 

It  depends  on  what  you  think  about  earnings 
and  interest  rates.  Suppose  you  think  the  S&P 
500  companies  will  earn  $50  a  share  in  the 
next  12  months.  If  the  30-year  U.S.  Treasury 
yielded  5.5%,  the  fair  value  for  the  S&P  would 
be  1037,  about  4.5%  below  the  current  level, 
according  to  Morgan  Stanley  Dean  Witter.  That 
indicates  that  even  well  into  a  correction,  the 
S&P  500  is  overvalued.  But  if  you  assume 
higher  earnings  growth  or  lower  interest  rates, 
stocks  could  be  cheap. 

OPERATING  EARNINGS 
FOR  THE  S&P  500 

OVER  NEXT  1 2  MONTHS     YIELD  ON  30-YEAR  U.S.  TREASURY  BOND 
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The  National 
Association 
of  Purchasing 
Management 
index  is 
reported  at 
49.1,  its 
fourth  con- 
secutive 
decline. 


end  of  the  day,  the  firm  had  $50 
million  in  new  money  earmarked 
for  equities. 

Customers  weren't  panicking  at 
Datek  Online  Brokerage  Services 
Coi-p.,  either,  and  volume  was  nor- 
mal. "It  doesn't  surprise  me  that  vol- 
ume didn't  pick  up  on  a  down  day," 
says  Alex  Goor,  Datek  Online's  exec- 
utive vice-president.  "Individual  in- 
vestors have  more  faith  in  this  mar- 
ket." Investors  in  the  heartland  also 
played  it  cool.  Jud  A.  Powell,  a  bro- 
ker for  Edward  Jones  in  Abilene, 
Tex.,  says  he  handled  over  a  dozen 
buy  orders  on  Aug.  4  for  his  retail 
clients,  and  no  sell  orders. 

One  new  element  in  the  market 
brew  are  the  developments  unfold- 
ing in  Monicagate.  That  is  raising 
the  possibility  that  President  Clin- 
ton may  find  liis  stniggles  with  In- 
dependent Coimsel  Kenneth  W.  Stair 
more  challenging  than  anticipated. 
That  is  especially  unsettling  to  for- 
eign investors,  who  pumped  $29  bil- 
lion into  U.  S.  equities  in  the  year's 
fii'st  quarter,  equivalent  to  an  annu- 
alized rate  of  $116  billion. 

Americans  tell  pollsters  they  don't 
cai'e  much  about  the  President's  pec- 
cadilloes, but  the  market  seems  to 
have  been  at  least  somewhat  sensi- 
tive to  Monicagate.  On  July  28,  news  broke  that  Monica 
Lewinksy  had  been  granted  transactional  immimity  for  her  up- 
coming testimony  before  a  grand  jmy.  Tliat  and  eainings  jittere 
sent  the  stock  mai'ket  down  212  points  before  it  pai'ed  the  loss 
to  93.5  pohits.  It  continued  to  fall  on  July  29  when  the  Wliite 
House  acknowledged  that  Clinton  had  been  subpoenaed. 

It  may  well  be  that  the  fimdamental  strategists  who  see  tliis 
downcb-aft  as  merely  a  short  intemiption  in  the  15-year-old  bull 
market  will  once  again  cany  the  day.  And  those  investors 
who  keep  theii-  cool  and  even  view  the  mai'ket's  cb'op  as  a  buy- 
ing opportimity  may  be  the  big  winnei's  a  yeai'  fi"om  now.  But 
in  order  for  that  to  happen,  the  market  will  have  to 
overcome  some  of  the  liighest  hm'dles  it's 
seen  in  a  long  time. 
By  Suzanne  Woolley  mid  Jeffrey 
M.  Laderman  in  New  York, 
with  bureau  reports 
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AUG.  4  Ford 
reports  its  July  auto 
sales  fell  4.3%,  more 
than  expected. 
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OBUGHI:  Questions 


FORD  PLANT:  Surprising  sales  weakness: 
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COMMENTARY 


By  Robert  Barker 


DON'T  LET  MR.  MARKET  PUSH  YOU  AROUND 
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Zap  the  TV.  Unplug  the  modem.  Stuff 
your  ears  with  cotton,  and  turn  a  blind 
eye  to  the  financial  tips  in  youi'  daily  pa- 
])er.  When  your  broker  phones,  tell  him 
you'll  call  back.  Amid  a  shaky  stock  mar- 
ket, this  is  about  the  last  moment  you 
should  pay  attention  to  investment  advice. 

Except  this:  Think  of  the  stock  market  as  a  tool  for 
managing  your  money — no  more  and  no  less — and  re- 
member that  you'll  enjoy  much  better  results  if  you  use 
it  instead  of  letting  it  use  you. 

Easy  enough  to  state,  that  philosophy  is  difficult  to 
maintain.  "The  w^orst  thing  that  market  volatiHty  does 
to  people  is  give  day-to-day  focus  to  what  should  be  a 
long-term  endeavor,"  says  James  P.  O'Shaughnessy, 
chairman  of  O'Shaughnessy  Capital  Management  Inc.  in 
Greenwich,  Conn.,  and  author  of  What  Works  on  Wall 
Street. 

Test  yourself.  Has  the  buzz  from  the  market's  drop 
since  July  17  prompted  you  to  dump  shares  you  hadn't 
planned  on  selling?  Has  it  kept  you  from  buying  stock  in 
companies  whose  future  you  see  as  blight?  Ask  yourself, 
who's  really  in  charge  here?  You?  Or  the  market? 

If  you  suspect  Mr.  Market  is  getting  the  best  of  you, 
relax.  Regroup.  And  you  may  find  you  don't  need  to  lift 
a  finger.  When  you're  in  charge  of  your  portfolio,  you'll 
need  to  use  this  tool,  the  stock  market,  in  just  two  sets 

of  conditions. 

If  you  suddenly  dis- 
cover a  stock  that  you 
feel  is  undervalued  or 
you  find  yourself  with  money — an  inheritance,  say — that 
needs  to  go  to  work,  congi'atulations!  You're  a  buyer. 
Then  there  are  circumstances  that  boost  youi-  cash 
needs — a  daughter"'s  college  tuition,  a  great  bargain  on  a 
beach  house.  Or  perhaps  the  outlook  for  a  stock  you  own 
has  deteriorated.  Now,  you're  a  seller. 
BUY  AWAY.  Either  way,  you  have  some  options.  Sellers 
would  do  better  to  liquidate  othei',  stronger  assets  such 
as  bonds  or,  perhaps,  European  stocks.  The  cash  might 
even  flow  fi'om  savings  or  money-market  accounts. 

The  point  is  to  find  the  asset  class  where  demand  for 
what  you  own  runs  strongest.  And,  if  possible,  wait  to 
sell  when  buyers  converge  on  companies  you  had  aimed 
to  unload.  Such  stocks  as  Gillette  Co.,  popular  and  pricey 
despite  the  sell-off,  would  be  good  candidates.  Remem- 


Cover  Story 


SOME  GUIDELINES  FOR  A  CORRECTION 

A  correction  shouldn 't  change  your  basic  approach,  but  could  lead  you  to  some  new  moves. 


If  you  had  planned  to 
take  money  out  of  stocks... 

►  Sell  stronger  assets — bonds,  fixed- 
income  funds,  or  European  stocks — first. 

►  If  you  must  sell  stocks,  first  unload 
your  big  losers  and  book  a  tax  loss. 

►  Hold  stocks  in  companies  you  liked 
before,  especially  if  they  are  cheaper. 


JUST  IGNORE  IT:  Market  swings  can  drive  you  batty 

ber:  You  want  to  be  on  the  lonelier  side  of  any  trade. 

And  if  you're  a  buyer?  You're  in  a  better  spot  when 
the  market  sags.  "Why  in  the  wor'ld  would  you  get  upse 
when  the  stock  market  goes  down  when  it  gives  you  a 
chance  to  buy  at  lower  prices?"  asks  Peggy  M.  Ruhlin,  s 
partner  in  Budros  &  Ruhlin  Inc.  in  Columbus,  Ohio, 
which  manages  $400  million. 

If  you  had  a  shopping  list  of  stocks  pre-correction, 
lower  prices  should  only  encourage  you  to  buy  more. 
Robert  Mohn,  manager  of  the  $280  million  Acorn  USA 
stock  fund,  says  he  did  just  that  as  the  Dow  dropped  on 
Aug.  4,  building  bigger  stakes  in  favorites  such  as  secur 
ty-services  company  Wackenhut  Coi-p. 

So  where  to  put  your  money  to  work,  if  that's  your 
plan?  O'Shaughnessy  observes  that  long-lagging  small- 
company  stocks  are  down  nearly  9%  this  year,  while  th 
Dow  is  still  up  8%,  despite  the  recent  dive.  "Five  years! 
from  now,  we're  going  to  be  asking  ourselves,  Why  wei 
we  paying  50  times  earnings  for  Coca-Cola  when  its 
prospects  were  so  limited?' "  he  says.  He  deems  small 
caps  the  single  best  place  for  long-term  investors  to  put 
theii'  money  now. 

And  if  you  don't  need  to  buy  or  sell?  Don't  let  Mr.  Ma 
^^^^^^^^^^^■^■■■■■■■■H  ket  tell  you  what  to  ck 

The  market,  Ruhlin 
says,  shouldn't  be  knel 
to  "as  a  god  that  has 
some  masteiy  over  oui 
lives."  It's  a  tool,  and 
like  any  other  it  exists 
for  our  use.  Think  of  it 
Who  would  let  a  buzzi 
chain  saw  dictate  whic 
tree  to  cut  down? 


If  you  had  planned  to 
put  more  money  into  stocks... 

►  Invest  more  in  companies  or  mutual 
funds  you  liked  before  the  sell-off. 


■cap 


►  Focus  on  areas — such  as  small 
stocks — where  buyers  are  scarce. 

►  Never  mind  market  swings:  You  can't 
predict  them  all.  Try  dollar-cost  averaging. 


Senior  imiter  Barh\ 
covers  personal  finaiu\i 

for  BUSINESS  WEEK. 
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In  1997,  NEC  registered  more  patents 
than  all  but  two  of  the  top  250  technology 
and  manufacturing  companies. 


You  never  know  what  NEC  will  come  up  with  next.  That's  because  we're  at  the  heart  of  developments  in  the  integrated  tech- 
nologies of  multimedia;  The  computers  and  Internet  servers  that  can  make  web  storefronts  and  other  virtual  companies  possible. 
The  communications  systems  and  imaging  devices  that  enable  second-graders  in  Mexico 
to  share  lessons  with  classmates  in  London.  The  semiconductors  that  tell  your  bank  in 
Iowa  how  many  lire  you  just  withdrew  from  a  cash  machine  in  Milan. 

And  we're  developing  a  whole  new  generation  of  display  technologies  that  can  bring 
lossils  or  other  objects  to  life  by  surrounding  them  with  3D  text  and  graphics.  Discover 
the  world  of  multimedia.  Because  it's  your  world.  And  NEC  multimedia  can  help  you  run  it. 

WWW.neC.com    1.800.338.9549    Souice  199?  Rt'giilered  U  S  Patenls-US  Patent  and  Tradeumk  Office 


just  i  ni  a  g  i  11  e 

NEC  MULTIMEDIA 


A  DOWNTURN  COULD 
REALLY  ROCK  THE  BOAT 

Paper  wealth  has  kept  the  economy  riding  high-so  look  out  if  consumers  get  nervous 
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Pat  and  Joseph  Massucci,  a  fortysomething 
couple  from  Joliet,  111.,  have  just  bought  a 
new  addition  to  their  home  recording  stu- 
dio— a  $1,000  electronic  drum  set.  Mark  and 
Diane  Shelley  of  Worcester,  Mass.,  bought 
three  new  bicycles  valued  at  $20,000  and 
spent  another  $6,000  on  a  cycling  vacation.  Most  years,  such 
spending  would  seem  exti-avagant.  But  thanks  in  part  to 
the  bull  mai-ket,  says  Mai-k  Shelley,  a  37-yeai--old  softwai'e  en- 
gineer, it  isn't.  "We've  met  our  investment  goals  for  the 
year,"  he  explains.  The  rest  is  gravy. 

The  Shelleys  and  the  Massuccis  are  classic  examples  of  the 
"wealth  effect" — the  feeling  of  financial  well-being  that  turns 
ordinary  consumers  into  big  spenders.  With  the  market 
swelling  the  value  of  theii*  portfolios  and  with  home  values  ap- 
preciating at  double-digit  annual  I'ates  in  many  areas,  millions 
of  families  feel  that  they  don't  have  to  woriy  so  much  about 
meeting  savings  goals  for  retii'ement  or  college  educations.  So 
the  savings  rate  has  plunged  to  0.2%  of  gi'oss  domestic  prod- 
uct— while  spending  has  surged  at  a  6%  annual  rate  so  far 
this  yeai\  "The  stock  market  has  played  a  big  part  in  people's 
confidence,"  says  Steve  Beers,  manager  of  Keefe  Real  Estate 
Inc.  in  Lake  Geneva,  Wis.,  where  multimillion-dollar  homes 
are  selling  briskly. 

Until  now,  the  spending  spree  has  been  a  tonic  for  the 
economy.  For  the  past  year,  even  as  the  Asian  crisis  has 


deepened  and  U.  S.  exports  have  cratered,  carefree  d- 
sumers  have  kept  the  economy  going  strong.  Last  quai'i". 
Americans  shelled  out  money  at  an  annual  rate  toppinf)t 
trillion.  After  adjusting  for  inflation,  that's  5.35%  more  thii  2 
year  ago.  In  June  alone,  spending  rose  by  0.6%,  three  ti^s 
as  much  as  incomes. 

The  splurging  has  helped  all  sorts  of  companies — fr-oirn- 
terior  decorators  to  resorts  to  boatyards.  "If  business  ktJf 
up,  this  will  be  the  best  yeai"  I've  ever  had,"  says  Marcell  o- 
galla,  who  has  been  selling  swimming  pools  in  Banington.a. 
for  26  years.  In  1998,  he  expects  to  sell  at  least  175  poola 
$45,000  to  $50,000  each.  : 

But  what  happens  now,  when  the  market  has  suddjlj 
dropped  9%  from  its  all-time  high, 
reached  in  July?  What  if  the  connection 
deepens  and  the  upbeat  psychology  in- 
duced by  the  wealth  effect  gives  way  to 
an  anxiety  attack?  If  it  means  that  Amer- 
ican pocketbooks  suddenly  snap  shut,  it's 
bear  time  for  the  Goldilocks  economy. 
"With  a  correction,  we  could  get  a  signif- 
icant slowdown  in  consumption,"  warns 
Joel  Prakken,  chairman  of  Macroeconom- 
ic  Advisers  of  St.  Louis. 

Nobody  knows  yet  whether  the  mid- 
summer stumble  will  be  enough  to  turn 
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:rs  into  savers.  But  cleai'ly,  the  jolting  299-point  slide  in 
)w  Jones  industrial  average  on  Aug.  4 — and  the  mar- 
jesawing  the  next  day — have  millions  of  consumer  eye- 
3  market  with  a  twinge  of  concern.  Bruce  Steinberg, 
;conomist  at  Menill  Lynch  &  Co.,  notes:  "The  U.  S. 
ly  is  more  sensitive  to  the  equity  mai-ket  than  it  or  any 
economy  has  ever  been."  With  interest  rates  still  low, 
may  still  buy  that  new  car,  but  they  might  go  for  the 
\  instead  of  the  Lexus.  And  folks  such  as  the  Massuc- 
^ht  hold  off  on  discretionary  spending  such  as  that 
;et. 

6E.  In  other  words,  the  wealth  effect  works  both 
Economists  figure  that  for  every  $1  rise  in  stock  val- 
irsonal  spending  rises  4(Z.  And  thanks  to  the  Wall 
boom,  personal  assets  are  up  .$7  trillion  since  1996,  ac- 
'  to  the  Federal  Reserve  Board.  By  the  same  token,  a 
)  in  stock  values  slows  spending  by  4(2 — or  perhaps  a 
•e. 

market  slide  comes  amid  signs  that  consumers  may 
ly  to  take  a  breather.  Consumer  confidence  dipped 
in  July,  to  135.4  from  138.2.  Credit-card  balances  in 
it  quarter  were  up  10%  from  the  year  before,  and 
encies  were  nmning  at  higher  levels  than  they  did  in 
t  recession,  according  to  Veribanc  Inc.,  a  bank  re- 
firm.  Meanwhile,  retail  sales  in  June  flagged  a  bit. 
les,  which  had  been  streaking  toward  a  recoixl,  have 
(   Ford  reported  a  4.3%  drop  in  June  sales,  worse 


For  every 
in 

stock  values, 
personal 
spending 
rises  41  That 
iains  the 
run  on  cars, 
houses,  boats, 
furniture . . . 


BUY,  BUY:  SAVING  HAS 
NOT  BEEN  A  PRIORITY 


than  expected.  General  Motors 
Corp.,  crippled  by  its  lengthy 
.  ,  strike,  saw  sales  plunge  38%. 

$1  hike  in  ^he  gm  strike  and  the  ex- 

port slump  clearly  have  hurt 
the  manufacturing  sector:  The 
National  Association  of  Pur- 
chasing Managers  index,  at 
49.1,  has  dropped  for  foui'  con- 
secutive months. 
DELAYED  REACTION.  Few  econ- 
omists are  even  hinting  about 
a  recession  anytime  soon.  But 
that  forecast  could  change  if 
consumers  retreat  as  quickly 
,  as  the  market  has.  Mark  Zan- 

eXplainS  the  ^i,  cWef  economist  at  Regional 

^  Financial  Associates  in  West 

Chester',  Pa.,  figures  it  would 
take  a  punishing  30%  drop  in 
stock  prices,  and  an  even 
worse  Asia  crisis,  to  produce 
a  contraction  in  spending. 
Even  then,  he  says,  the  reduc- 
tion would  happen  over  time. 
"It  takes  up  to  two  yeai's  after 
a  change  in  net  worth  to  feel 
all  the  consimiption  effects,"  he 
explains. 

Even  if  the  market  just  stalls,  though,  there  could  be 
deeper  consequences  than  a  cyclical  slowdown.  Economists 
fret  about  the  savings  rate,  which  has  plunged  froin  9%  in 
1982  to  2%)  last  year  as  consumers  have  seen  their  retire- 
ment accounts  swell  with  the  market.  And  over  the  past 
year,  the  savings  rate  has  gone  from  bad  to  alarming.  Re- 
vised Commerce  Dept.  calculations  show  it  fell  to  0.2%  in 
June.  If  the  trend  continues,  it  could  have  grave  conse- 
quences when  baby  boomers  begin  retiring.  Says  M.  Carey 
Leahey,  chief  U.  S.  economist  at  High  Frequency  Economics 
of  Valhalla,  N.  Y.:  "Unless  the  market  continues  to  deliver  a 
10%  to  12%>  return,  people  aren't  going  to  make  it  with 
what  they  are  doing  now." 

In  part,  the  savings  numbers  look  so  gi-im  because  gov- 
ernment economists  calculate  savings  differently  fi'om  the 
way  real  people  do.  For  instance.  Commerce  excludes  in- 
creases in  the  value  of  housing  and  leaves  out  capital  gains 
earned  on  stocks  and  mutual  fimds.  To  most  Americans,  both 
are  major  sources  of  new  wealth. 

But  the  paper  wealth  already  has  begim  to  vanish.  If  the 
market  is  merely  in  the  midst  of  another  in  a  series  of  paus- 
es, consumer  spending  will  probably  remain  solid.  But  if  this 
is  the  Big  One — the  20%  or  greater  correction  the  bears 
have  long  been  predicting — Wall  Street  could  bring  con- 
sumers, and  much  of  business,  down  with  it. 

By  Howard  Gleckman,  with  Mike  McNamee,  in  Wash- 
ington,  Ann  Therese  Palmer  hi  Chicago,  and  bureau  repoi'ts 
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DETROIT 


GM:  IT'LL  BE  A 
LONG  ROAD  BACK 

A  Delphi  spin-off  and  other  moves  are  just  the  first  steps 


General  Motors  Corp.  Chairman 
Jolin  F.  Smith  Jr.  has  something  to 
prove.  After  tliis  summer's  54-day, 
$2  billion  stiike,  Smith  is  out  to 
show  that  GM  ain't  dead  yet.  On  Aug.  3 
and  4,  he  unveiled  a  series  of  moves  to 
streamline  the  carmaker — by  spinning 
off  its  parts  business,  overhauling  mar- 
keting oj^erations,  and  eliminating  1,000 
white-collar  jobs.  Then,  on  Aug.  5,  he 
bliuted  out  siuprising  news  at  an  indus- 
tiy  conference  in  Traverse  City,  Mich.: 
Contrary  to  iiunors  during  the  strike 
about  gm's  schemes  to  send  manufactui-- 
ing  to  Mexico,  he  said  the  auto  giant  will 
build  new  factories  in  the  U.  S. 

Together,  these  moves — if  they're  cai- 
lied  out  as  promised — would  go  a  long- 
way  to  start  I'ebuilding.  But  the  task  is 
huge.  The  strike  pushed  gm's  market 
share  to  a  Wstoric  low  of  20%  in  July 
and  fiuther  damaged  already  frayed  labor 
relations.  Smith's  plan  to  spin  off  gm's 
$31.5  billion  Delplii  Automotive  Systems 
parts  unit  next  year  won't  help.  The 
union  is  leery  of  the  move,  which  would 


eliminate  200,000  workers  fi-om  gm's  pay- 
roll in  one  fell  swoop. 

Smith's  new-plant  promise  could  serve 
as  an  ohve  branch  to  union  leaders — al- 
beit a  small  one.  The  plants  Smith 
promised  would  be  modeled  after  a  half- 
dozen  "plants  of  the  fiitiu'e"  GM  is  build- 
ing around  the  globe  that  need  fewer 
workers  and  depend  heavily  on  outside 
suppliers  for  subassemblies.  They  would 
be  built  neai-  old  factories 
that  eventually  would  be 
decommissioned.  Smith 
said.  So  union  members 
can  stop  fretting  about 
about  their  jobs  moving 
to  Mexico  and  start  wor- 
iTying  whether  they'll  be 
eliminated  by  new,  liiglily 
automated  facilities. 

Smith  says  the  compa- 
ny will  discuss  such  is- 
sues with  imion  leatlers — 
part  of  the  new  candor 
that  the  company  and  the 
UAW  agreed  to  in  the 


GM  TRIES  TO  SHIFT 

INTO  HIGHER  GEAR 

Since  the  strike  ended, 
GM  has  promised  to: 

►  Build  new  production 
plants  in  the  U.S. 

►  Spin  off  its  Delphi 
parts  division 

►  Combine  its  marketing 
operations  and  shed 
1,000  executives 


ON  THE  LINE:  (  'an  Delphi  lure  emu 
work  to  »iake  up  for  the  loss  of  GM 

stiike  settlement,  gm's  first  big  poststK 
move — the  announcement  of  plans  to  i.'i 
off  Delphi — didn't  bode  well  for  the  m 
era  of  labor-management  dialog"ue:  le 
company  informed  union  leaders  sho^ 
before  the  public  announcement.  ' " 
about  sticking  a  thmnb  in  someone's  e , 
says  Dan  Thetford,  president  of  the  ut 
at  the  Flint  Delplii  plant  that  stnick  si 
month.  "It  makes  me  wonder  where  k 
relationship  is  headed."  ' 
CERTAIN  BATTLE.  Still,  the  union  it'*' 
sui-e  yet  whether  it  will  try  to  fight'if 
spin-off.  An  independent  Delphi  mit 
in  fact,  make  the  badly  needed  inv;t 
ment  in  the  operation  that  could  ii 
mately  preserve  jobs.  But  one  cerj) 
battle  looms:  The  UAW  will  insist  k'^ 
Delphi  be  included  in  the  1999  Big  Tl<; 
contract.  Delphi  says  it's  determine^i* 
negotiate  separately. 

The  Delplii  annoiuicement  was  gre&- 
more  warmly  on  'J 
Street,  where  invesir 
had  been  clamoringb 
the  spin-off  of  the  ball- 
profltable  business, 
the  praise  wasn't  vaV 
mous.  The  plan  "sejc 
ft-aught  with  risk," 
Standard  &  Poor's  Cjl 
auto    analyst  Sji 
Sprinzen,  who  respoife 
to  the  spin-off  newifc 
downgTading  his  GMt 
look  from  neutral  tolc 
ative.  There  ai-e  trouli 
questions  about  whe' 
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Ti  can  compete  as  an  independent 
;  cutthroat  auto-suppliei'  world  and 
fier  the  market  will  smile  on  a  mas- 
-probably  in  the  range  of  $2.4  billion 
20%  stake — public  offering  of  a 
al  auto  stock. 

jt  how  tricky  will  it  be?  Ask  Ford 
r  Co.  Aftei-  planning  a  spin-off  of 
.7  billion  Visteon  paits  unit  for  al- 

two  years,  Ford  is  shelving  the 
union  and  Wall  Street  somx-es  have 
BUSINESS  WEEK.  Ford  declined  to 
m  that  change  of  heait.  Meanwhile, 
m  is  still  working  to  build  up  its  list 
n-Ford  customers,  which  currently 
nts  for  just  9%  of  sales.  And  a  re- 
failed  bid  to  acquire  itt  Automo- 

brake  business  was  a  setback,  the 
es  say.  Ford,  vnth  the  best  labor 
)Rs  in  the  auto  industiy,  is  also  sen- 

to  riling  the  UAW. 

»  RISK.  At  GM,  "the  No.  1  risk  [of  a 
ffl  is  the  possibility  that  this  would 
for  fuither  problems  in  labor  rela- 
-all  this  coming  about  in  a  con- 
tiegotiation  yeai,"  says  Sprinzen. 
50  womes  that  gm  could  undercut 
ipside  of  the  spin-off'  by  tiying  to 
f  the  UAW  by  guaranteeing  job  se- 
er promising  long-term  contracts. 
V  would  Delphi  fare  as  an  inde- 
nt? On  one  hand,  the  parts-maker 
ave  better  success  in  its  efforts  to 
on-GM  orders.  On  the  other,  Delplii 
heavily  dependent  on  contracts  to 
GM.  Neai'ly  80%  of  revenue  comes 
j  he  pai'ent.  And  while  the  auto  gi- 
s  given  its  parts  unit  preferential 
lent  in  the  past,  that  will  likely 
;er  Delphi  leaves  the  fold.  "Wlien 
tomes  to  shove,  Delphi  will  get 
1  out,"  says  one  auto  analyst, 
y  analysts  hoped  the  same  fate 
soon  befall  other  gm  units,  such 
smobile,  where  sales  have  fallen 
the  past  dozen  yeai's.  Smith  ve- 
;ly  insists  that  gm  doesn't  need  to 
'  divisions.  "We  are  not  in  a  race 
ik  our  company,"  he  says, 
he's  all  for  efficiency.  In  his  Aug.  4 
cement,  Smith  signaled  a  massive 
lation  of  management  of  the  cai' 
ii|  is — including  the  elimination  of 
weiful  general  managei-s  for  each, 
ace  its  decentralized  marketing 
)ns,  GM  will  create  a  national  sales 
lat  wiW  represent  five  divisions, 
ig  Satui-n.  The  move  will  ehmi- 
I  to  1,000  of  its  5,000  sales  jobs 
'e  up  to  $300  million — one  long- 
step  towai'd  tiimming  gm's  bloat- 
aucracy. 

ni 'd.  Smith  hopes  liis  restmctuiing 
I  hat  GM  has  given  up  its  old  ar- 
and  complacency.  "We  are  not 
■   i  any  more,"  he  vows. 

•   Kiithlee/ii   Kerwin   and  Keith 
'II  in  Traverse  City,  Mich.,  and 
'   icnistein  in  Washington 


INTERNET 


A  NEW  CHAPTER 
FOR  AMAZ0N.COM 

The  book  giant's  high-tech  buys  could  pit  it  against  Yahoo! 


From  the  start,  Jeffrey  P.  Bezos, 
founder  and  chief  executive  officer 
of  Amazon.com  Inc.,  wanted  to  do 
more  than  just  run  the  biggest  book- 
store on  earth — or  in  cyberspace.  Now, 
it's  becoming  clearer  how  much  more: 
On  Aug.  4,  Amazon.com  purchased  two 
Net  startup  companies  for  a  total  of 
$280  million  that  will  help  elevate  his 
online  store  into  an  Internet  commerce 
hub — like  Yahoo!  and  other  Web  por- 
tals, but  one  aimed  at  shoppers,  not 
merely  fickle  cyberciiiisers  who  want  to 
hang  out,  browse,  and  chat.  Says  Be- 
zos: "Our  goal  is  to  be  an  E-commerce 
destination." 


BEZOS'  AIM:  "To  be  an  E- 


coni  iiicrre 


desti 


How  so?  Software  from  Junglee 
Corp.  in  Sunnyvale,  Calif.,  for  which 
Amazon  is  paying  $180  million,  will 
help  consumers  who  visit  Amazon.com 
to  comparison-shop  for  everything  fi-om 
personal  computers  to  perfume. 
PlanetAll  in  Cambridge,  Mass.,  another 
of  the  new  Amazon  ventures,  offers  a 
service  that  currently  lets  some  1.5 
million  people  keep  in  touch  with  each 
othei'  online  by  or-ganizing  then*  adch'ess 
books  and  coordinating  their 
appointment  calendars.  With  its  already 
flourishing  online   bookshop,  these 


recent  acquisitions  will  give  Amazon 
the  potential  to  become  "the  Wal-Mart 
of  online,"  according  to  Aberdeen 
Group  analyst  Mark  P.  Peabody. 

The  moves  raise  the  stakes  for 
Amazon's  cun-ent  rivals,  such  as  Bames 
&  Noble  Inc.  and  Borders  Group  Inc. 
And  they  put  Amazon  in  more  direct 
competition  with  such  darlings  of  the 
Net  as  Yahoo!,  Excite,  and  America 
Online.  All  aim  to  make  E-commerce  a 
central  piece  of  their  business  models. 
"UBER-PORTAL."  Bezos  remains  coy 
about  specific  plans  for  Amazon's  ex- 
pansion. Recently,  however,  he  start- 
ed selling  CDS  and  will  soon  move  into 
videos.  Junglee's  shopping 
search  engine  opens  up  the  po- 
tential for  Amazon  to  offer 
products  from  other  sites,  for 
which  it  could  charge  a  com- 
mission or  advertising  fees. 
Bezos  plans  to  use  PlanetAll 
to  enhance  customer  service, 
offering  niceties  such  as  re- 
minders to  send  birthday  gifts 
to  relatives. 

But  how  far  Amazon  can 
u<i,  and  how  soon,  remain  big 
questions.  By  evolving  from 
an  online  bookseller  into  an 
online  shopping  destination  for 
all  cybercruisers,  Amazon 
could  come  into  conflict  with 
sites  such  as  Yahoo!,  which  it 
now  pays  to  send  it  traffic. 
And  it's  unclear  how  many 
merchants  will  be  willing  to 
sell  through  Amazon.  "Are 
they  going  to  subjugate  their 
brands  to  this  uber-portal?" 
asks  Scott  Walchek,  ceo  of  t'2B 
Technologies  Inc.,  which  sells 
nation"  software  similar  to  Junglee's. 

He  says  many  merchants  us- 
ing Junglee  have  called  him  since  the 
Amazon  deal  to  check  out  his  service. 

Finally,  there's  a  danger  Amazon 
could  lose  some  of  the  focus  that  has 
kept  its  sales  rocketing — up  nearly  five- 
fold, to  $203  million,  in  the  first  six 
months  of  1998.  It's  losing  money,  $30 
milUon  so  far  this  year,  and  can't  afford 
a  misstep.  But  Bezos  insists  that  "the 
vision  has  always  been  broader  than 
books  and  music."  Now,  maybe  even 
broad  enough  to  justify  Amazon's  name. 

Bij  Robert  D.  Hof  in 
Sa7i  Mateo,  Calif. 
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News:  Analysis  &  Commentary 


LABOR 


IVAN  THE 
CONCILIATOR 


Union  empathy  could  pay  off  for  Bell  Atlantic's  Seidenberg 


By  Aug.  15,  the  Communications 
Workers  of  America  could  go  out 
on  strilie  at  four  regional  phone 
companies:  Bell  Atlantic,  BellSouth,  U  S 
West,  and  Southein  New  England  Tele- 
phone. But  if  the  biggest,  Bell  Atlantic 
Corp.,  is  struck — it  faces  an  Aug.  8 
deadline — it  won't  be  because  the  boss 
wants  to  get  tough  with  the  union. 

In  fact,  newly  named  Chief  Execu- 
tive Ivan  G.  Seidenberg  seems  ready 
to  side  with  the  union — even  against 
some  of  his  managers — by  agi'eeing  to 
the  cwa's  demands  to  stop  outsourcing 
ceitain  jobs.  "They're  going  to  pull  the 
plug  on  outsourcing,"  says  cwa  Presi- 
dent Morton  Bahr.  In  doing  so,  Seiden- 
berg will  overrule  some  top  execs  at 
the  original  Bell  Atlantic — the  Philadel- 
phia-based Baby  Bell  that  merged  with 
Seidenberg's  Nynex.  Bell  Atlantic  de- 
clined comment. 

It's  a  strange  twist  on  the  1997  Bell 
Atlantic-Nynex  merger,  the  fu'st  among 
Baby  Bells.  The  51-year-old  Seidenberg, 
who  staited  as  a  cable  splicer  in  1966, 
cultivated  friendly  relations 
with  the  CWA  after  becom- 
ing president  of  Nynex  in 
1994.  At  Bell  Atlantic, 
meanwhile,  under  former 
CEO  Raymond  W.  Smith, 
labor  relations  were  often 
contentious.  In  1995,  the 
CWA  mounted  a  multimil- 
lion-dollar ad  campaign  to 
protest  the  company's  ex- 
tensive outsourcing.  An 
uneasy  compromise  was 
reached  that  left  both 
sides  mistnistful. 
BIG  PAYOFF.  At  Nynex,  now  Bell  At- 
lantic Nf)rth,  Seidenberg  agreed  to  an 
innovative  labor  deal  to  guai'antee  union 
jobs.  He  also  agi'eed  to  generous  buy- 
outs for  workers  so  the  company  could 
pm'sue  an  ambitious  reengineering  plan. 

Seidenberg's  labor-fiiendly  approach 
has  paid  off.  The  union  backed  the 
Nynex-Bell  Atlantic  merger  and  is  smil- 
ing on  Bell  Atlantic's  proposed  deal  with 
CTE  Coip.,  another  company  with  wiiich 
the  CWA  has  good  i-elations.  By  contrast, 
the  union  lobbied  regulators  to  hold  up 
the  merger  of  nonunion  companies  World- 
Com Inc.  and  Mci  Communications  Coip. 


TELECALM? 
Seidenberg's  approach 
— and  a  commitment 
to  terminate  an  out- 
sourcing contract — 
may  lielp  avert  a  pend- 
ing strike  by  the  CWA 

Earlier  this  year,  Sei- 
denberg's friendly  ties 
I  with  the  union  helped 
avert  disaster.  Bell  At- 
lantic North  realized  that 
under  its  contract  with  the  cwa,  it  had 
to  extend  the  1994  buyout  offer  to  some 
14,000  union  members — even  though  it 
now  needed  to  keep  the  positions.  So 
management  asked  the  cwa  for  help 
(BW — June  8).  The  union  agreed  to 
postpone  the  buyout  for  two  years  in 
exchange  for  higher  pensions.  But  the 
cwa  held  off  signing  the  deal  until  Bell 
Atlantic  South  negotiated  its  contract. 

That  has  put  Seidenberg  on  the  spot. 
According  to  the  union,  Seidenberg 
wants  to  nail  down  a  contract,  but 
Smith's  top  executive  team  at  Bell  At- 
lantic South  has  maintained  a  tough 


stand  on  such  issues  as  outsourcii 
Last  year.  Bell  Atlantic  South  contra 
ed  with  Winiupeg-based  Faneuil  ISG  I 
to  provide  telemarketing  work  in  N 
folk,  Va.,  that  is  also  done  by  cwa  me 
bers.  Faneuil's  1,050  nonunion  work< 
start  at  $7.50  an  hour,  according  to  ] 
neuil,  vs.  $18  for  cwa  members. 

On  Aug.  3.  Seidenberg  ordered  i 
end  of  the  outsourcing,  says  Bahr.  ^ 
as  of  Aug. 
Bell  Atlan 
South  and 
union  were  s 
negotiating 
other  issues  t 
could  triggei 
strike  by 
cwa's    95, ( 
members. 

"We're  still 
there,  but  ^ 
denberg  doeiji 
want  a  war  x 
more  than  I 
says  Bahr.  "I 
denberg  has 
me  that  he's 
ing   to  cha" 
the  culture  jli 
confrontatiorr 
the  south."  18; 
denberg  cct: 
not  be  react 
for  commentit: 
If  any  of 

CWA  talks  lead  to  a  strike  rather  t| 
new  contracts,  telecom  companies 
feel  the  pinch  more  quickly  than  inla 
past.  After  years  of  delayering  la; 
agement,  the  Bells  have  many  fer 
wiiite-collar  employees  to  run  thifr 
in  the  case  of  a  showdown.  "Strj^^ 
never  really  mattered  in  this  indui 
before,  but  they  could  this  time," 
Jeffrey  H.  Keefe,  a  Rutgers  Univei 
labor-relations  professor  who  cons  J 
for  Bell  Atlantic. 

A  walkout  seems  most  likely  at  |-1 
West  Inc.  Management  wants  a 
for-performance  system  for  installe 
similar  to  wiiat  unionized  sales 
have.  However,  Bahr  vows  he 
a  strike  if  the  company  insists  on  I 
U  S  West  says  it  has  now  agree 
make  the  program  voluntary  for 
rent  employees  and  hopes  there  vjri 
be  a  walkout. 

So  far  this  year,  unionized  tele 
workers  have  won  bigger  pay  g  a; 
than  other  union  workers,  includi 
4%  hike  at  AT&T.  The  cwa  want 
keep  up  that  I'ecoi'd — even  if  it  tal 
strike  or  two. 

By  Aaro)i  Benistein  in  Washin, 
with  Peter  Elstrom  in  New  York   m  , 


C(J. 
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NG  RIVALRY:  While  DeBartolo  is  investigated,  York  is  running  the  team — and  may  not  Let  him  back  m 


US  BUSINESS 


DOD,  ACTION,  THRILLS 
I  THE  OWNER'S  BOX 

wall  control  the  49ers?  Brother  and  sister  duke  it  out 


as  a  typical  pre-season  game, 
•ting  quarterback  Steve  Young 
!hed  as  benchwamier  Jim  Drack- 
;r  threw  a  pair  of  interceptions, 
le  San  Francisco  49ers  managed 
;eze  by  the  New  England  Patri- 
[3.  On  the  upper  deck,  a  fai'  moi'e 
ting  game  was  being  played  out: 
1  i  for  control  of  the  team.  In  one 
's  suite"  sat  Edward  J.  DeBaito- 
o-owner  of  the  49ers.  In  Decem- 
gave  up  managing  the  team  as  a 
ury  in  Louisiana  began  to  inves- 
lis  acquisition  of  a  state  casino  li- 
In  another  "suite"  sat  Larry 
Ql,  a  Nashville  attorney  who  is 
ming  the  team  for  the  other  co- 
-DeBartolo's  sister — Denise  De- 
York. 

the  past  eight  months,  the  long- 
ter  owner  and  his  sister  have 
n  back  rooms  over  who  will  con- 
team  once  DeBartolo  is  freed  of 
be.  At  issue  is  more  than  just 
re  direction  of  the  five-time  Su- 
/l  champions.  The  DeBartolo  or- 
on  was  supposed  to  be  raising 
br  a  proposed  $525  million  sta- 
at  would  likely  give  San  Fran- 
i  Super  Bowl  in  2003.  Now,  the 
ivalry  has  delayed  constniction 
iroject — and  may  kill  it. 
rtolo  says  through  his  attoi'ney 
intends  to  resume  running  the 
ut  York  and  Thi-ailkill  won't  say 


whether  they'll  allow  DeBartolo  back. 

For  many  in  the  sports  world,  life 
without  Eddie  seems  unthinkable.  "De- 
Bartolo made  this  one  of  the  best  oper- 
ations in  professional  football,"  says 
sports  agent  Leigh  Steinberg,  who  rep- 
resents seven  49ers,  including  Young. 
"My  assumption  has  always  been  that 
he'd  end  up  nmning  it  again." 

Not  unless  this  still  escalating  battle 


The  feud  has  delayed 
construction  of  a  $525 
million  stadium-and 
may  sideline  it  for  good 


is  resolved.  On  July  1,  National  Football 
League  Commissioner  Paul  Tagiiabue 
held  a  one-day  heanng  to  tiy  to  resolve 
the  feud.  At  issue  is  a  management  con- 
tract, signed  by  DeBartolo's  and  York's 
father,  that  DeBartolo  claims  gives  him 
control  of  the  team  until  2006  and  au- 
thority to  take  up  to  $60  million  out  of 
the  franchise.  Tagiiabue  is  expected  to 
rule  soon  on  the  validity  of  the  con- 
tract, which  York  now  contends  is  void. 

This  is  hai'dly  the  fii'st  time  the  De- 
Bartolos  have  fought  over  money.  For 
years,  the  two  have  been  joint  owners 


of  DeBaitolo  Coip.,  a  real  estate  holding 
company  started  by  their  late  father  in 
1944.  The  company  is  now  invested  in 
racetracks,  shopping  malls,  and  of 
course,  the  49ers. 

In  recent  years,  York  has  overseen 
what  remained  of  the  family's  real  es- 
tate holdings  while  DeBartolo,  living  in 
San  Francisco,  has  nm  the  49ers  and 
built  a  string  of  casinos.  The  siblings 
feuded  over  DeBartolo's  spending,  in- 
cluding his  purchase  of  a  second  corpo- 
rate jet  and  his  failed  ventures,  includ- 
ing a  sports-drink  company  that  helped 
roll  up  an  estimated  $60  million  in  debts. 
Neither  sibling  would  comment. 
TOO  MUCH?  York  also  seems  alarmed 
by  the  scope  of  the  stadium  project, 
with  its  attached  shopping  mall,  video 
arcades,  restaurants,  and  plush  skybo.x- 
es.  Her  manager,  Thrailldll,  insists  that 
the  project  could  go  as  much  as  $200 
million  over  budget.  Since  the  49ers  are 
required  to  help  finance  or  find  part- 
ners for  all  but  $100  million  that  will 
come  fi-om  the  city  of  San  Francisco, 
Thi-ailldll  is  negotiating  a  new,  slimmed- 
down  version  with  Mills  Corp.,  a  major 
investor  in  the  project's  retail  portion. 
"We're  feeling  very  hopeful,"  says 
Thi-ailkill,  "but  I'm  not  going  to  promise 
you  that  we  can  get  it  done." 

For  now,  the  49ers  are  getting  ready 
for  another  season  in  3Com  Pai"k  (for- 
merly Candlestick  Park) — and  another 
crack  at  the  nfc's  Western  division 
crown.  Tliat  is,  if  Young  doesn't  get  hiut 
and  theu"  aging  superstar  receiver  Jeny 
Rice  has  recovered  fi"om  last  year's  Imee 
injuiies.  "We  were  a  little  sloppy,  but  we 
got  the  job  done,"  says  Tlu-ailldll  of  the 
49ers'  pre-season  victoiy.  Maybe,  but  it 
looks  like  Snmt  Lake  compai'ed  with  the 
head-butting  going  on  in  the  owner's  box. 
By  Ronald  Grover  in  Los  Angeles 
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In  Business  This  Week 


EDITED  BY  KELLEY  HOLLAND 


CONFLICTING 
SIGNALS  OVER  AMP 

IF  AT  FIRST  YOU  DON'T  SUC- 

ceed  After  his  attempts 

to  do  a  friendly  deal  were 
rebuffed,  AlliedSignal  chair- 
man Lawrence  Bossidy  on 
Aug.  4  launched  an  unso- 
licited bid  for  electrical  con- 
nector maker  amp.  The  Mor- 
ristown  (N.J.)  conglomerate, 
with  about  $15  billion  in  rev- 
enues, is  offering  $9.8  billion 
or  $44.50  per  share,  a  55% 
premium,  for  amp,  which  had 
1997  revenues  of  about  $5.8 
billion  and  which  makes  con- 
nections for  cellular  tele- 
phones and  semiconductors. 
AMP,  based  in  Harrisburg, 
Pa.,  asked  its  shareholders 
not  to  take  the  offer.  The 
company  has  been  hit  hard 
by  Asia's  economic  woes.  But 


CLOSING  BELL 


SHORT-CIRCUITED 

Too  low  on  the  food  chain? 
SCI  Systems  shares  fell  7% 
to  32%  on  Aug.  4  after  the 
world's  largest  contract  man- 
ufacturer of  circuit  boards 
and  computer  gear  warned  of 
lower  prices  and  margins. 
Why?  SCI  customers  selling 
sub-$l,000  PCs  expect  more 
price  wars  and  are  leaning  on 
suppliers  such  as  SCI. 
"They're  under  pressure  to 
cut  their  own  prices,"  says 
J.C.  Bradford  analyst  William 
E.  Cage  Jr.  He  expects  SCI  to 
rebound  as  it  moves  into  new 
fields  and  becomes  less 
dependent  on  the  PC  market. 


JULY 27, '98  AUG  4 

am.  BLOOMBERG  FINANCIAL  MARKETS 


it  may  get  a  boost  in  resist- 
ing Allied-Signal  because 
Pennsylvania  securities  law 
favors  companies  opposing 
hostile  takeovers. 


USER-FRIENDLY 
TREASURIES 

WITH   THE   STOCK  MARKET 

gyrating,  are  you  looking  for 
a  cheap  flight  to  ciuality?  The 
Ti'easury  Dept.  is  cutting  the 
minimum  purchase  for  its 
bills  and  notes  to  $1,000,  from 
the  old  base  amounts  of 
$5,000  to  $10,000.  The  move 
will  open  up  the  popular  Trea- 
sury Direct,  available  through 
regional  Federal  Reserve 
Banks,  to  thousands  of  new 
investors.  Buying  Treasuries 
will  get  even  easier  on  Sept. 
16,  when  investors  can  start 
placing  orders  via  the  Web 
(www.publicdebt.treas.gov). 
The  system  will  charge  their 
bank  accounts  directly. 

SONY  PONIES  UP 
TO  THE  SEC  

THE  BOX-OFFICE  HORROR  OF 
the  Dr.  Jekyll  flick  Mary  Reil- 
ly  may  have  died  down,  but 
Sony  is  still  feeling  the 
tremors.  The  company  has 
agreed  to  pay  the  SEC  a  $1 
million  fine  to  settle  charges 
that  it  improperly  warned 
investors  of  its  $2.7  billion 
writedown  in  1994  from  such 
box-office  misfu'es  as  the  Julia 
Roberts  film.  The  company 
purchased  Columbia  Pictures 
for  $3.4  billion  in  1989.  Both 
Sony  and  Simiio  Sano,  head  of 
Sony's  investor  relations  unit 
during  the  period,  agreed  to 
settle  without  admitting  or 
denying  the  charges. 

THE  FRACAS  AT 
PROMUS  

CHECKING  OUT:  PROMUS  HOTEL 

Chairman  and  ceo  Raymond 
Schultz  and  President 
Richard  Kelleher  are  leaving 
the  company,  along  with 


HEADLINER:  ROD  CANION 


A  TUTORIAL  FOR  SOFTWARE  STARTUPS 


Compaq  Computer  co- 
founder  and  former  Chief 
Executive  Joseph  "Rod" 
Canion  is  aiming  for  a 
comeback.  His  vehi- 
cle: GK  Intelligent 
Systems,  a  tiny 
Houston  devel- 
oper' of  multi- 
media training  ^ 
softwai'e.  Since 
Api-il,  Canion  and 
several  associates 
have  put  $5.4  million 
into  the  publicly  held  com- 
pany anci  reci"uited  nimier- 
ous  former-  Compaq  execs 
to  join  them. 

GK  is  expected  to  ship  its 
first  product,  a  Net-naviga- 
tion tutorial,  as  eai'ly  as 
September'.  Its  products 
combine  multimedia  content 
with  artificial-intelligence 
technology,  gk's  big  advan- 


tage over  rivals  such  as  CB' 
Systems,  Knowledge  Uni- 
verse, and  Digital  Think, 
says  Canion,  is  that  its 
courses  automatical- 
ly tailor  them- 
selves to  each 
student's  level. 
"This  combina- 
tion of  technolo 
gy,"  Canion 
gushes,  "is  chang( 
the-wor-ld  stuff." 
Maybe.  The  companj 
had  no  revenue  and  lost  {. 
$3.1  million  in  the  fh-st  mn(j 
months  of  the  fiscal  year  t 
ended  in  May.  But  Canion, 
53,  who  owns  12%  of  the 
comijany,  aheady  has  givei 
GK  a  boost:  Since  he  joined 
it  in  April  and  started  draj 
ging  in  Compaq  cronies,  iti 
stock  is  up  more  than  500^ 
By  Gary  McWillian 


directors  Richard  Ferris  and 
Michael  Rose,  after  they  dif- 
fered on  the  direction  of  the 
company.  Schultz  had  been 
scheduled  to  turn  over  the 
top  job  to  Kelleher  in  1999  as 
part  of  the  $2  billion  merger 
agreement  between  Promus 
and  the  former  Doubletree. 
"Everyone  knew  that  the 
two  companies  had  differ-ent 
growth  str'ategies,  but  no 
one  saw  an  ugly  divorce  com- 
ing," says  Lehman  Br-others 
analyst  Joyce  Minor-.  Schultz 
says  Doubleti'ee  "was  built 
on  quantity  without  regard 
to  quality." 

REEBOK'S  KICK  AT 
NINE  WEST  

SHOEMAKERS  IMITATE  EACH 
others'  designs  all  the  time, 
but  Reebok  International 
claims  that  Nine  West,  the 
nation's  top  women's  dress- 
shoe  maker',  has  gone  too 
far.  On  Aug.  4  Reebok  filed 
suit  against  Nine  West 


Group,  claiming  it  copie 
popular  shoe  design  mij 
by  Reebok's  Rockport  dp 
sion.  Reebok  claims  Is.fc 
West's  Easy  Spir'it  and  Hf^ 
land  Creek  shoes  copie 
lacing  pattern  protectee 
patent.  Nine  West  atto: 
Joel  Bedol  says  "the  suit 
no  merit,"  and  adds  that 
shoes  in  dispute  are 
longer  being  made.  But 
controversy  comes  at  a 
time  for  Nine  West,  wl 
stock  has  taken  a  beatin 
its  profits  have  slipped. 

ETCETERA... 


■  DuPont  will  close  two 
duction  lines  and  idle  atj 
at  its  Dacron  plants.     '  ' 

■  Procter  &  Gamble  is  M 
ing  its  pr-eviously  annouir  • 
$1  billion  stock  buybacki 

■  La-Z-Boy  is  sittingu- 
straight:  The  compp 
r-epor'ted  r'ecor-d  profits.  ^" 

■  Got  milk?  Pai-malat  p 
to  list  its  shar'es  on  the :] 
York  Stock  Exchange,  i 
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t  a  new  perspective  on  th@  ^ 
internet.  A  three  dimensional  one« 


\\  ound  a  bike.  Open  your  doors  to  e-commerce.  Even  give  your  customers  a  3D  view  of  your  business.  It  all  begins  with  a 
:e  based  on  the  AMD-K6'°-2  Processor  with  SDNowlJ""  Expect  sharp  3D  imaging,  smooth  video  playback  and  incredibly  fast 
It'  'dia.  Even  sound  is  more  lifelike.  Of  course,  your  current  Windows"  applications  run  at  lightning  speed.  And  our  new 
^  '!  technology  lets  you  see  the  latest  3D  applications  the  way  they  were  meant  to  be  seen.  The  fact  is,  the  AMD-K6-2 
C(  or  with  3DNow!  has  the  power  to  outperform  Pentium"  II.*  More  importantly  it  has  the  power 

di  newdimensiontoyourinternetexperience.Getmoreinformation.Visitusatwww.amd.com/bike.  www.amd.com 


J 


Jvanced  Micro  Devices,  Inc  AMD,  the  AMD  logo.  K6,  SDNowi,  and  combinations  Ihereot  are  Irademarks  ol  Advanced  Mfcro  Devices,  Inc  Penlium  is  a  registered  trademark  ol  the  Intel  Corporation.  Windows  is  a  registered  trademark 
of  Microsoft  Corporation  All  other  products  are  trademarks  ot  their  respective  companies  'Comparison  based  on  3D  Winbench'^"  98  benchmark  scores  using  pre-released  software  (5/98) 
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became  the  category  leader  by  inventing  the  category.  How  could 
they  stay  on  top?  Better  access  to  critical  information  would  certainly  help.  So  we  helped 
them  build  a  Virtual  District  Manager  system.  In  less  than  3  months,  regional  managers  were 
generating  daily  store  performance  reports,  reviewing  resumes  and  setting  up  new  employees 
on  the  system  (a  big  thing  for  a  company  growing  as  quickly  as  they  are).  What  made  it 
possible?  Netscape  Directory  Server  and  Enterprise  Server  software.  Today  there's  no  telling 
what  business  will  break  away  from  the  competition  with  a  Netscape  solution.  Learn  more 
with  a  free  information  packet- call  800-945-9361  or  visit  home.netscape.com/breakaway/hd 


NETSCAPE® 
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Washington  Outlook 


TED  BY  OWEN  ULLMANN 


lAYBE  NOT  SUCH  A  BAD  YEAR 
OR  BUSINESS  AFTER  ALL 


or  a  while,  the  summer  of  '98  looked  as  though  it  would 
be  a  real  scorcher  for  business  on  Capitol  Hill.  Exporters 
fretted  that  House  Republicans  would  block  $18  biUion  in 
1  cash  for  the  International  Monetaiy  Fund  to  dispense  to 
bled  economies.  Health  insui-ers  and  employers  were  re- 
ed to  a  costly  patient  "bill  of  rights."  And  coi"porate  lob- 
ts  watched  product-liability  reform  die — again, 
ut  as  Congress  begins  a  monthlong  recess  on  Aug.  7  before 
nal  rush  to  wrap  up  the  yeai;  prospects  for  such  priorities 
IF  funding  are  brightening.  And  business 

also  bag  small  victories  on  issues  that 

de  an  Internet  tax  ban,  securities-liti- 
m  relief,  user-friendly  job-retraining  pro- 
is.  and  more  y\shs  for  foreign  liigh-tech 
;ers.  "It'll  be  a  decent  year,"  says  Paul 

luard,  senior  vice-president  of  the  Na- 

1  Association  of  Manufactui'ers. 

le  main  reason  Big  Business  is  breath- 

!asier  is  IMF  funding:  GOP  leaders  are 

ling  that  as  one  of  theii*  final  moves  be- 

adjourning  in  October,  they'll  accede 

resident  Clinton's  request  for  the  full 

int.  Consei-vatives,  led  by  House  Ma- 

r  Leader  Richard  K.  Ai-mey  (R-Tex.), 

rying  to  limit  the  contribution  to  $3.4 

a.  But  Corporate  America's  vigorous 

ing — and  Russia's  faltei^ing  economy — 

d  carry  the  day. 

rporate  reps  are  also  increasingly  san- 
about  dodging  a  bullet  on  hmo  refoiTn. 
ite  House  passage  of  a  watered-down 
:ge,  the  issue  seems  headed  for  a  Senate  filibuster.  "I 
see  how  they'll  get  60  votes  for  anything,"  says  Ailhui- 
1,  a  lobbyist  for  insm-er  cigna  Corp. 
en  if  an  anti-HMO  bill  squeaks  thi-ough  the  Senate,  it 
a  Clinton  veto.  The  President  publicly  opposes  the  GOP 
Decause  it  doesn't  let  patients  sue  then-  managed-care 


APITALWRAPUP 


Brighter  prospects  after 
Congress '  summer  recess 


providers.  But  his  real  motivation  is  partisan.  With  polls 
showing  voters  angiy  at  hmos.  Democrats  would  rather  bash 
Republicans  for  doing  too  little  than  cut  a  deal. 

Two  top  business  goals,  tax  relief  and  fast-track  ti'ade  ne- 
gotiating authority,  remain  dicey,  however.  A  House  GOP  push 
for  tax  cuts  of  up  to  $700  billion  over  10  yeai"s  is  a  nonstarter, 
given  staunch  Senate  opposition.  Even  if  both  chambers  agi'ee 
on  a  scaled-back  measure,  most  relief  will  go  toward  easing  the 
"marriage  penalty."  There's  bipartisan  support,  though,  for 
targeted  breaks  for  business,  chiefly  credits 
for  research  and  development  and  stock  con- 
tributions to  foundations.  A  capital-gains  cut 
and  estate-tax  rehef  will  be  tougher  sells. 
"GAMES."  Clinton  could  live  with  a  modest 
cut  of,  say,  $100  billion  over  five  years,  de- 
spite his  insistence  on  safeguarding  Social 
Secuiity.  With  an  election  looming,  "we  don't 
want  a  debate  in  which  Democrats  are  re- 
sisting tax  cuts,"  says  one  party  strategist. 

But  the  President  is  loath  to  lift  a  finger 
to  help  Speaker  Newt  Gingiich  (R-Ga.)  re- 
vive a  vote  on  fast  track  before  the  election 
because  the  issue  is  so  divisive  for  Demo- 
crats. That's  precisely  what's  behind  Ging- 
rich's push  for  a  late-September  vote.  "This 
is  nine-tenths  political  posturing,"  fumes 
Representative  Earl  Pomeroy  (D-N.  D.), 
who  backed  fast  track  last  year  but  now 
leans  against  it.  Adds  G.  Chandler  Keys, 
chief  lobbyist  for  the  pro-fast  track  Nation- 
al Cattlemen's  Beef  Assn.:  "This  is  too  im- 
portant to  play  games  with." 

Another  fast-track  delay  will  certainly  disappoint  busi- 
ness. But  with  IMF  funding,  a  few  other  small  wins,  and  no 
pesky  regulation  on  the  homon,  Coiporate  America  can  head 
for  the  beach  without  feeling  totally  sandbagged. 

By  Amy  Bomts,  with  Mike  McNamee  and  Paul  Magnmson 


y  BUDGET  SHOWDOWN 

Duse  Republicans  and  President 
ton  may  be  headed  toward  another 
irnment  shutdown.  Clinton  has 
atened  to  veto  some  spending  bills 
keep  agencies  running  past  Sept. 
I  OP  leaders  were  prepared  to  drop 
I  s  Clinton  opposes.  But  he  has 
d  the  ante,  insisting  on  more  mon- 
ir  education  and  job  training.  Now, 
;op,  which  was  blamed  for  the 
-96  closings,  must  choose  between 
3ssions  that  upset  the  right  or  a 
lown  that  angers  voters. 


WANTED:  AH  FAA  DEPUTY 

►  A  year  after  becoming  Federal  Avi- 
ation Administration  chief,  Jane  F. 
Garvey  is  still  looking  for  someone  to 
fill  the  No.  2  spot.  Industry  sources 
say  five  private-sector  candidates 
have  turned  down  the  post,  including 
former  National  Ti-ansportation  Safe- 
ty Board  Chairman  Carl  W.  Vogt  and 
John  J.  Fearnsides,  a  senior  vice- 
president  of  MITRE  Corp.,  an  aviation 
research  and  development  company. 
The  problem:  The  $118,400  salary  is 
too  low  to  lure  outside  executives. 


GURBIHG  MEDICAL-DEVICE  SUITS 

►  Chalk  up  a  victory  for  medical- 
device  makers  after  years  of  lobbying. 
On  July  30,  the  House  and  Senate 
passed  a  bill  exempting  raw-material 
suppliers  of  medical  devices  fi'om  lia- 
bility lawsuits  except  in  cases  whei'e 
the  material  was  defective.  The  indus- 
try sought  the  change  because  patients 
often  included  deep-pocketed  suppliers 
in  injury  suits,  prompting  the  supphers 
to  get  out  of  the  business.  President 
Chnton  is  expected  to  sign  the  bill, 
which  already  has  cleared  the  House. 
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]rDI]B^RAGE 
AND  DESPAIR 

Will  the  economic  pain  spark  a  ruinous  upheaval? 

Shin  Joong  Woo  isn't  well  versed  in  South  Korean  economic  histo- 
ry. The  wiry  35-year-old  doesn't  know  why  his  country's  debt- 
fueled  economy  ran  off  the  rails.  He  doesn't  know  much  about  the 
International  Monetaiy  Fund's  austerity  program.  Tlie  exhortations 
of  President  Kim  Dae  Jung  to  toughen  up  as  the  nation  restrac- 
tui'es  and  strives  for  "global  standards"  of  economic  efficiency 
ring  hollow  to  him. 

Yet  Shin  can  tell  you,  and  in  giipping  detail,  all  about  his  private  Asian  fi- 
nancial crisis.  A  year  ago,  Changdae  Constmction  Co.  provided  him  with 
enough  work  to  support  his  wife  and  child,  if  modestly.  Changdae  went  bel- 
ly-up in  January.  He  and  his  wife  have  since  split  up,  and  the  child  is 
with  his  mother  in  his  hometown  of  Chongju.  During  the  day.  Shin  ti-udges 
to  soup  kitchens  ai'ound  town.  At  night?  It's  back  to  the  Seoul  Railway  Sta- 
tion, where  he  sleeps.  "With  the  constmction  industry  dead,  a  day  worker 
like  me  gets  pretty  hopeless,"  says  Shin. 

Hopelessness,  despair,  and  rage — there's  plenty  on  hand  in  Seoul  during 
this  summer  of  economic  anguish.  You  can  see  it  in  the  eyes  of  the  600  un- 
employed who  show  up  at  Sosomun  Park  in  the  late  afternoons  for  a  free 
meal  provided  by  a  Buddhist  charity.  It  spills  out  fi-om  the  recently  fu-ed 
bank  tellers  and  loan  officers  who  have  camped  out  at  Seoul's  main  cathech-al 
since  late  June.  And  it's  evident  by  the  squadron  of  riot  police  ringing  the 
headquarters  of  Hyundai  Motor  Co.,  which  on  July  31  laid  off  1,569  workers 
who  declined  its  meager  terms  for  early  retirement. 

Back  in  December,  when  the  imf  agi'eed  to  bail  out  Kor-ea  with 
a  $58  bilUon  loan  package,  few  would  have  guessed  the  pain 
would  spread  so  far.  What  began  as  an  abstract  run  on  the  won 
tiUTied  into  a  very  r"eal  social  trauma.  And  it  will  leave  its  mar"k 
on  this  deeply  conservative  population  of  46  million  long  after  the  crisis  is  over 
Slowly  but  sur-ely,  Kor^eans  are  coming  to  realize  that  the  old  social 
compact  of  hfetime  employment  is  probably  gone  foi'  good.  So,  too,  is  the 
wild  optimism  of  two  year-s  ago  that  Korea  could  catch  up  with  Japan  in  au- 
tos,  semiconductors,  and  other  industries.  As  the  economy  makes  the 
wr-enching  ti-ansition  from  a  state-guided  and  pater-nalistic  economy  to- 
ward a  more  ruthless  and  market-driven  one,  high  rates  of  joblessness 
and  income  inequality  will  be  facts  of  life. 

CULTURE  SHOCK.  It  will  also  mean  a  greater  pr-esence  of  foreign  investment 
and  competition,  something  that  won't  go  down  easily  given  Kor-ea's  deep- 
rooted  nationalism.  When  Microsoft  Corp.  announced  in  June  that  it  would 
spend  $20  million  on  a  19%  stake  in  Hangul  &  Computer-  Co.,  a  wor-d- 
processing  outfit.  William  H.  Gates  III  was  br-anded  a  "colonist"  in  local  news- 
paper's for  insisting  the  company  clrop  its  local-language  softwar-e  product.  The 
deal  was  called  off.  But  given  Irigh  debt  levels  in  Korea's  cor-porate  sector-, 
there  simply  is  no  way  out  except  such  sales  to  foreigners.  Should  Ford  or- 
General  Motors  prevail  in  an  international  auction  to  buy  bankrupt  Kia 
Motors,  they  will  impose  Wester-n  management  styles  on  wor-kers.  It  may  be 
a  blow  to  national  pride,  but  South  Korea  can't  affor-d  other-wise. 

Cleariy,  Kor-ea  is  headed  for  its  biggest  cultur-e  shock  in  generations.  The 
question  is  whether  the  new  stresses  and  sense  of  betrayal  will  soon  snow-  § 
ball  into  a  social  crisis.  Nobody  foresees  the  kind  of  rioting  that  left  Jakar-  s 
ta  in  r-uins.  But  the  backlash  could  well  thwart  the  badly  needed  refor-ms  | 
planned  by  the  new  government  of  Kim  Dae  Jung.  o 

The  most  immediate  flash  point  is  labor-.  Some  40,000  wor-ker-s  spanning  60  1 
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unions  walked  off  theii-  jobs  in  a  two-day  stiike  that  ended  on 
July  16.  Unions  are  threatening  more  and  bigger  strikes, 
which  would  devastate  a  decelerating  economy.  That  prospect 
has  Kim's  govei'nment  backed  into  a  corner.  It  views  wildcat 
shutdowns  as  illegal  and  threatens  strikers  and  organizers 
with  aiTest.  Such  developments  could  tmii  violent,  says  Yoon 
Young  Mo  of  the  Korean  Confederation  of  Tr-ade  Unions. 
"Once  that  line  is  crossed,  we  will  move  into  uncharted  wa- 
ters," he  warns. 

With  any  luck,  the 
Korean  attributes  of 
self-sacrifice  and  social 
cohesion  will  allow  Kim  to  push  through  the  most  painful  as- 
pects of  refoiTn.  Yet  based  on  interviews  with  Korea's  jobless 
and  its  social  workers,  executives,  and  government  officials, 
this  much  is  clear:  The  pain  on  the  sti-eet  is  real — and  anger 
is  building.  Foi'  ordinary  Koreans,  who  are  fiercely  proud  of 
the  economic  strides  made  over  the  past  three  decades,  the 
comeuppance  has  been  harsh. 

The  sources  of  tension  will  increase  over  the  next  year 
With  bankruptcies  soaring  and  the  economy  expected  to  con- 
tract by  5%  tliis  yeai;  most  piivate  economists  see  the  jobless 
rate,  ah-eady  7%,  hitting  8.5%  and  leaving  about  2  million  out 
of  work.  In  this  patriarchal  society,  most  of  the  jobless  are 
men,  and  those  who  have  wives  are  also  supporting  an  av- 
erage of  two  kids  and  maybe  an  in-law  or  two.  Economists  at 
the  state-run  Korea  Development  Institute  figiu'e  that,  as  the 
number  of  jobless  gi'ows,  9%  of  the  population  will  soon  see 
its  primai-y  source  of  income  wiped  out. 


HYUNDAI  STRIKERS 

The  work  stoppage 
that  ended  on  July  1( 
maybejustataste  ol 

labor  actions  to  corrH: 

j 

Take  27-year-old  Pi^ 
Do  II.  When  he  joir, 
Daedong  Bank  in  1991, 
figui'ed  he  was  set  for  I 
When  the  bank  ran  ii 
trouble  and  pressured  e 
ployees  to  buy  stock': 
boost  its  capital  ba' 
Park  went  along.  Th 
the  government  si 
down  Daedong  in  Ju 
His  shares  were  wor 
less,  and  the  bank  divt 
ed  Park's  severance  pa. 
age  to  pay  back  loans  i 
had  taken  out — leavs 
him  one  month's  salary 
hve  on.  "I  can't  express  my  anger  in  words,"  he  seethes. 
government  and  the  chaebol  brought  this  crisis,  and  tl 
are  not  can-ying  out  any  restructuring." 

He  has  a  point.  The  chaebol,  thi-ough  reckless  investing  ( 
boiTowing,  created  Korea's  meltdown.  But  they  have  pn] 
much  ignoi'ed  vridespread  calls,  and  directives  from  Presidfc 
Kim,  to  dismember  their  family-nan  empires.  The  masH 
debt  levels  of  the  top  five  chaebol  actually  have  risen  si  t 
January.  Instead  of  borrowing  from  banks,  they  tapped  f 
corporate  bond  market.  The  suspicion  is  that  the  elm.' 
are  still  funneling  credit  to  insolvent  or  weaker  subsi<l;;i 
even  though  cross-subsidiary  financial  assistance  was  > 
lawed  late  last  year. 

DESPERATION.  The  government's  ability  to  either  resti;- 
ture  the  chaebol  or  provide  for  people  like  Park  is  limi  i 
Korea's  safety  net  provides  just  foui'  months  of  unemployir  il 
benefits  and  doesn't  apply  to  small  businesses.  Seoul  ii 
spend  $5.4  billion  this  year  on  welfare,  training,  and  puljf- 
works  jobs.  Mass  filings  by  the  chaebol  are  only  beginii 
"The  unemployment  pi'oblem  wiU  get  worse  until  the  fii  si 
of  next  year,"  says  Ha  Gap  Rae,  employment-policy  dir<  > 
at  the  Labor  Ministry.  Asset  Korea  Capital  Management 
figures  the  average  Korean  has  enough  savings  to  la-t 
months.  When  that  runs  out,  the  pain  will  be  acute. 

Given  the  shame  and  stigma  of  accepting  handouts,  m 
are  opting  for  lives  of  quiet  desperation  rather  than  see' 
unemployment  benefits.  The  nation's  suicide  rate  jini. 
36%,  year  over  year,  during  the  fii'st  quarter,  when  an  a|i 
age  of  25  people  a  day  took  their  lives.  Most  were  white-pl 


LOST  JOBS 

Korea  used  to  boast 
of  almost  full  employ- 
ment, but  the  rate 
has  soared  to  7%  and 
is  headed  much  high- 
er. Economists  see 
500,000  more  out  of 
work  by  yearend. 


FAILED  COMPANIES 

About  90  companies  go 
under  daily.  Bigger  com- 
panies will  vanish  from 
the  scene  as  financial- 
sector  reform  forces  the 
shutdown  of  poorly  man- 
aged banks  and  weak 
affiliates  of  chaebol. 


LOWER  WAGES 

Many  companies  are 
cutting  salaries,  as 
much  as  30%.  Even 
unionized  workers 
have  accepted  a  wage 
cut,  averaging  3%. 
And  wages  could  plum- 
met further. 


LIVES  LOST 

The  shame  of  layoffs 
has  torn  apart  familie 
and  driven  white-collaj 
workers  to  suicide.  Aij 
average  of  25  people  2| 
day  took  their  lives  in  I 
the  first  quarter — up  I 
36%  from  a  year  earli4 


Where 
the  Pain 
Bites 
Deepest 
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orkers  whose  "loss  of  economic  capability  symbolizes  the 
jf  authoiity  in  the  family,"  says  Sungkonghoe  Universi- 
ciologist  Kim  Dong  Choon.  That  change  is  tearing  apart 
ies,  and  the  nation's  low  divorce  rate  of  16%  is  probably 

T 

ue,  the  won  has  stabilized.  And  Korea's  foreign  reserves, 
y  much  shot  last  December,  have  rebounded  to  a  record 
lillion,  so  the  risk  of  an  external  debt  default  is  small.  But 
)verhaul  of  debt-besotted  banks  and  an  overextended 
)rate  sector  has  just  begoin  in  earnest, 
oul  already  has  burned  through  half  of  the  $19.5  billion 
side  for  buying  out  bad  debts,  just  to  close  five  relatively 
,  banks.  Plenty  more  need  to  be  shut.  And  that  means 
corporate  failui'es.  About  10%  of  the  companies  listed  on 
fCorean  Stock  Exchange  have  defaulted  on  debt  pay- 
s  since  January.  Factories  are  running  at  66%-  of  capac- 
s.  80%  a  year  ago.  The  changes  sweeping  away  the  old 
)mic  model  are  coming  so  rapidly  that  "in  no  other  coun- 


try have  you  seen  this  sort  of  fast  transition  without  a  war," 
figui-es  Hyundai  Motor  ChaiiTnan  Chung  Mong  Gyu. 

Even  basic  sei"vices  are  feeling  the  pinch.  With  Koreans 
loath  to  take  on  any  unnecessary  medical  expenses,  hospitals 
are  reeling.  At  Seoul's  320-bed  Hyemin  Hospital,  4  of  27 
stafi'  physicians  have  been  let  go.  Those  remaining  have  seen 
their  salaries  slashed  20%-  and  expect  more  pay  cuts  as  man- 
agement replaces  experienced  physicians  with  cheaper  ones 
fi'esh  out  of  medical  school. 

The  most  optimistic  scenario  for  Korea  is  that  as  the  coun- 
try whittles  down  debt  and  closes  money-losing  enterprises, 
displaced  workers  will  eventually  get  new  jobs  in  a  more 
streamlined,  competitive  economy.  But  getting  there  will  re- 
quire cool  heads  in  the  unions,  the  government,  and  police  in 
the  months  ahead.  Koreans  can  only  hope  order  will  prevail  so 
they  can  rebuild  their  lives.  For  now,  they  will  have  to  keep 
enduring  a  cilsis  that  will  not  go  away. 

By  Brian  Bremner  and  Moon  Ihlwan  in  Seoul 


HIDDEN  JOBLESS 


h  so  many  uncounted,  the  unemployment  rate  may  actually  be  as  high  as  10% 


M 


lasao  Ohashi,  52,  sleeps  in  a  cardboard  box  under  a 
Tokyo  expressway  and  sm'vives  by  eating  only  crack- 
ers and  rice.  Back  in  March,  1997,  Ohashi's  construc- 
I  tion  company,  like  thousands  of  others,  went  bankioipt. 
Since  then,  he  has  been  looking  in  vain  for  another  job.  De- 
spite 34  years  of  work  experience,  he  can't  even  get  hii'ed  to 
deliver  newspapers.  So  he  lives  outdoors,  only  a  30-minute 
walk  fi'om  where  his  niece  lives  with  her  family  in  the  house 
where  Ohashi  was  born.  After  more  than  a  year,  he  has  not 
told  his  family  that  he  has  lost  his  job. 

Yet  as  bizarre  as  it  seems,  the  Japanese  government  con- 
siders Ohaslii  employed.  It  regards  anyone  who  works  more 
than  one  hour  in  the  last  week  of  a  month  as  having  a  job. 
The  last  time  Ohashi  worked  was  June  28,  when  he  earned 
$59  by  spending  several  hours  moving  a  company's  desks 
and  chairs  from  one  office  to  another-.  But  he  didn't  register 
for  help  at  a  govemment  unemployment  office.  For  that,  he 
would  need  a  perinanent  address,  and  he  is  too  ashamed  to 
seek  refuge  at  liis  niece's.  Instead,  every  day,  he  folds  up  his 
cardboard  home  at  7  a.m.  and  tucks  it  under  a  bridge  so  the 
police  won't  find  it.  "No  one  here  is  counted  as  unemployed," 
Ohashi  says,  gestuiing  towai'd  hundreds  of  homeless  workers 
living  in  tents  along  the  Sumidagawa  River  "Some  people 
here  are  not  even  considered  human  beings." 

That  Japan's  invisible  unemployed  don't  count  says  a  lot 
about  why  the  countiy  continues  to  muddle  tkrough  its  worst 
recession  since  World  War  II.  It  also  points  to  one  of  the 
biggest  challenges  ahead  for  Japan's  new  cabinet.  On  Prime 
Minister  Keizo  Obuchi's  first  day  in  office  on  July  31,  the  gov- 
ernment announced  that  Japan's 
unemployment  rate  had  liit  a  post- 
war high  of  4.3%.  Some  econo- 
mists and  consultants  estimate 
that  in  reality,  Japan's  unemploy- 
ment rate  could  possibly  be  as 
high  as  10%. 

With  economic  anxiety  venting 


OUT  IN  THE  COLD 

Ex-construction 
worker  Ohashi  hasn't 
told  his  family  he  has 
been  living  in  a  box 
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in  recent  elections  and  elsewhere,  Japan's  politicians  face  a 
dilemma.  They  must  bring  about  enough  reform  to  reshape 
the  economy.  But  in  doing  so,  they  cannot  inflict  so  much  pain 
on  the  population  that  it  causes  a  social  backlash  that  will 
drive  them  out  of  office.  "We  have  found  that  oui'  system 
doesn't  fit  anymore,"  says  Koichi  Hori,  head  of  Boston  Con- 
sulting Group  in  Japan. 
"But  no  one  has  the 
guts  to  take  the  pain 
to  restnictui'e  it." 
Some  economists,  analysts,  and  consultants  argue  that  lay- 
offs are  good  for  Japan.  They  say  companies  need  to  scale 
down  bloated  payi'olls  and  that  the  official  unemployment 
rate  needs  to  reach  10.5%  in  order  for  companies  to  regain 
the  strength  they  had  back  in  1990. 

Still,  joblessness  is  taking  a  personal  toll  on  millions  of 
workers  across  all  generations — both  blue  and  white  collar. 
The  official  unemployment  statistics  don't  reflect  the  throngs 
of  housewives  too  discouraged  even  to  tiy  to  enter  the  work- 
force, college  gi-aduates  waiting  at  home  with  their  parents 


LiniE  HOPE 

Day  laborers  jockey 
to  have  their  job 
applications  accepted 


for  the  econciiiiy  in  iinijruve,  and  middle-age  workers  "tem- 
porarily" laid  off  until  their  companies  recover.  Some  weeks, 
900  people  line  up  for  the  fi-ee  noodles  served  out  of  blue 
plastic  garbage  pails  on  Sundays  by  a  chmx-h  in  Asakusa,  up 
fi'om  550  a  few  months  ago. 

Others,  rather  than  seek  help,  take  their  own  lives.  Last 
yeai",  the  National  Police  Agency  tallied  3,556  suicides  because 
of  economic  woes — a  17%  increase  over  the  previous  year. 

It's  clear  that  layoffs  are  only  going  to  get  worse.  Big 
coi-porations — including  Kokusai  Denshin  Denwa  (kdd)  and 
Hino  Motors — plan  to  shed  hundreds  from  their  payrolls 
thi'ough  "voluntaiy"  retirement  schemes.  Hino,  Japan's  liU'gest 
tmckmaker,  has  asked  200  white-collar  workers,  2%  of  its 
workforce,  to  take  yearlong  paid  leaves  at  60%  to  80%'  of 
their  salaries,  plus  $347  monthly  allowances  if  they  enroll  in 
job  training.  These  employees  technically  still  have  jobs  they 
can  return  to  in  a  year.  Yet  with  Hino's  July  sales  down 
35%,  it  would  take  a  cbastic  improvement  for  the  company  to 
afford  them.  "If  banks  and  places  like  kdd  let  lots  of  people 
go,  then  you  know  smaller  and  midsize  companies  are  even 
worse  off,"  says  Hiroshi  Okuda,  president  of  Toyota  Motor 
Corp.,  an  18.2%  owner  of  Hino. 

Many  of  Japan's  jobless  have  little  chance  of  working 


again  soon.  Of  the  thousands  of  managers  who  Une  up  e\j 
day  at  the  government's  "Hello  Work"  centers  seeking 
ployment,  only  5%  will  find  work.  Japan  has  a  law  against 
ci-imination  based  on  sex  or  race,  but  the  centers  sepai-ate 
phcants  by  sex  and  by  age  to  accommodate  Japan's  traditi 
seniority-based  employment  systems.  And  companies  d 
want  expensive  managers  who  have  been  gi-oomed  all  t 
Hves  in  another  company.  "Younger  people  have  a  hi| 
chance  of  finding  a  job,"  says  center  official  Kazuaki  Mish 
For  many,  the  center  is  their  last  hope.  Tagashi  Torami 
has  gone  eveiy  week  since  he  lost  his  job  driving  buses 
December.  But  he  hasn't  found  a  job  that  pays  moi-e  than 
of  his  previous  salaiy.  All  he  has  is  thi-ee  more  months  of 
emplo>Tnent  insui'ance.  "After  that,  I'll  accept  anything, 

says.  Senior  employees  can 
pect  unemployment  insuranc( 
300  days  at  most.  But  most  { 
time  workers,  who  account 
20%  of  Japan's  workforce,  ai 
covered  at  all. 

Tlie  government  would  like 
employed  woi'kers  to  start  t 
own  businesses  in  order  to 
the  economy.  But  with  Jap 
debt-ridden  banks — the  source 
45%  of  Japan's  venture  capit- 
incapable  of  lending  to  riskj' s"" 
ups,  that's  not  a  viable  optioi 
PROTESTS.    In   the  meant 
some  people  are  fighting  tn 
working.  Mineko  Nakata,  'n 
fuses  to  resign  as  superinlt'ii 
of  a  building  run  by  a  subsii 
of  Itochu  Corp.,  one  of  Ja] 
largest  trading  firms.  Slie 
worked  for  Itochu  Housiiit; 
for  six  yeai's  but  was  tokl  in  , 
that  her  full-time  position  \\ 
be  terminated  in  one  mom  I  t 
that  she  would  have  to  vacai- 
company-provided  room.  It 
decided  it  wanted  someone  i 
could  work  three  hours  a  da 
$7  an  hour.  "I  cannot  liv. 
that,"  she  said.  So  the  company  hired  an  older  man  to  re 
her  who  could  get  by  on  that  wage  on  top  of  his  perJi 
Nakata  cannot  collect  on  her  pension  for  eight  more  yeai-i 
with  the  help  of  a  dozen  people,  she  protests  in  froi  ii 
Itochu's  offices.  "They  cannot  destroy  her  life,"  says  f(  f 
protester  Terao  Sonoumi,  36.  Unfortimately,  unless  Nakati 
prove  discrimination  based  on  her  sex,  they  can.  Ii 
Housing  Dii'ector  Yoichi  Ogawa  counter's:  "We  did  not  di 
her  We  canceled  our  contract." 

One  quiet,  bespectacled,  43-year-old  computer  progi 
mer  probably  represents  the  majority  of  white-collai"  woi 
After  working  for  two  years  with  a  30%^'  pay  reduct : 
and  then  still  being  dismissed  fi'om  the  company  when 
worked  for  a  decade — he  feels  so  defeated  that  he  wou  ( 
just  about  anything  to  provide  stability  for  his  famil^iH 
won't  risk  his  chances  by  giving  his  name,  and  he's  tir  < 
hearing  about  Japan's  high-tech  promised  land — he  nee:  I 
support  his  family  today.  "I  want  a  job  that  will  contin  ' 
exist  for  the  next  10  years,"  he  says.  "So  I'm  consid 
learning  how  to  make  keys.  At  least  people  will  always  it 
that  ser-vice."  It  may  not  be  a  biiUiant  career,  but  at  lea  it 
a  paycheck. 

By  Emily  Thornton  in  1 
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HAILAND: 

ANKING 
HAOS 

the  government  nationalize  the  system? 

ad  seemed  Thai  Farmers  Bank  was  on  the  mend.  In 
rch,  the  bank  raised  $850  million  in  an  equity  offering 
erved  for  foreign  investors,  who  paid  27%  over  the 
1  rket  price  to  snap  up  shares.  With  the  funds,  Thailand's 
irgest  bank  hoped  to  retire  bad  loans.  But  since  then, 
'armers  has  reported  a  $100  million  second-quarter 
3  stock  price  has  plunged  65%,  and  analysts  expect  it 
ve  to  return  to  the  market  to  raise  yet  more  money. 
Thai  Fanners  is  among  the  country's  strongest  banks, 
tiould  come  as  no  surprise  that  the  talk  these  days  in 
)k  is  not  whether  a  few  of  the  smaller,  weaker  banks 
rvive.  Instead,  the  question  is  whether  any  can  be 
id.  "We  are  one  step  away  from  nationalizing  the 
f  system,"  warns  Russell  Kopp,  a  regional  bank  analyst 
sdner  Kleinwort  Benson. 

'  r  desperation:  There's  no  other  way  to  describe  it. 

ictories  closing,  unemployment  soaring,  and  the  finan- 
'  ;or  crippled,  ThaOand  is  lurcliing  into  a  contraction  that 
tirpass  almost  everyone's  worst-case  scenarios.  Kopp 
■  5  the  economy  will  shrink  by  20%'  over  the  next  two 

"The  system  is  not  functioning,"  concedes  Finance 


PITCHING  IN 

Offerings  from  citizens 
to  help  Thailand  repay 
its  foreign  debts 


Minister  Tarrin  Nimmanahae- 
minda,  who  is  pushing  a  plan 
to  boost  public  spending  and 
support  to  banks  to  prevent 
complete  collapse. 

If  this  weren't  disturbing 
enough,  a  political  backlash  is 
building  that  could  constrain 
Bangkok's  ability  to  meet  the 
crisis  head  on.  Since  coming  to 
office  in  November,  reformist 
Prime  Minister  Chuan  Leekpai 
has  enjoyed  widespread  sup- 
port. But  voters  are  eager  to 
see  some  payoff  from  the 
painful  measures  meant  to 
stem  the  crisis.  Opposition 
politicians  in  parliament  in- 
creasingly are  denouncing  the  government. 

Thailand's  woes  represent  a  distui'bing  new  stage  in  Asia's 
crisis.  As  the  first  wounded  Tiger  to  seek  an  International 
Monetary  Fund  rescue  when  its  cui'rency  collapsed  last  July, 
Thailand  has  seemingly  done  eveiything  right  since  Chuan 
and  his  team  took  office.  They  have  closed  dozens  of  finance 
firms,  begun  to  privatize  state  enterprises,  lifted  cui'bs  on  for- 
eign investment,  and  enacted  a  slew  of  refoiTn  laws. 
WASTED  TIME.  So  why,  many  Thais  wonder,  is  the  economy 
still  sinking?  Unemployment  is  Ukely  to  hit  8.5%'  by  yearend. 
Sensing  weakness,  political  rivals  are  pushing  for  another 
election.  To  stem  an  uprising,  Chuan's  team  is  trying  to  get 
the  IMF  to  ease  up  on  austerity.  Tarrin  and  Commerce  Min- 
ister Supachai  Panitchpakdi  want  to  nan  budget  deficits  equal 
to  .3.5%)  of  gross  domestic  product.  Then  they  can  invest  in 
eveiything  fi'om  nu-al  roads  to  sugai-  mills.  Tliey  also  want  to 
lower  interest  rates.  "We  wasted  a  lot  of  time  on  [the]  clamp- 
down  on  fiscal  expenditures,"  says  Supachai. 

Tarrin  also  plans  to  unveil  a  bank-cleanup  scheme.  Jardine 
Fleming  Seciuities  estimates  that  nonperfonning  loans,  now 
worth  $12  billion,  will  rise  to  47%-  of  all  bank  debt  within  a 
year.  Recapitalizing  banks  could  cost  $23  billion.  The  gov- 
ernment may  have  to  take  over  all  but  a  handful  of  the 
countiy's  15  banks.  But  Supachai  says  any  nationalization 
would  be  a  temporary  move  "to  pr-epare  the  banks  for-  repri- 
vatization."  After  the  banks  ar-e  cleaned  up,  stakes  would  be 
sold  to  for-eigners. 

The  banking  mess  must  be  solved  to  get  the  economy 
moving.  Consumer  demand  has  collapsed,  and  factories  are 
shutting.  Supachai  wants  to  stimulate  the  auto,  agricultural, 
and  constr-uction  industries  tlirough  tax  incentives  and  sub- 
sidies. But  some  executives  ar-e  dubious.  "I'm  afi-aid  it's  too  lit- 
tle, too  late,"  says  Vallobh  Vimolvanich,  vice-chairman  of 
TelecomAsia,  a  joint  ventur-e  between  Chai-oen  Pokphand 
Group  and  Bell  Atlantic  Corp. 

Nor  will  it  be  easy  to  lower-  interest  r-ates.  Even  though  in- 
fiation  is  low,  Thailand  must  worry  about  the  baht.  If  it 
plunges  again,  warns  Tarrin,  "we  will  not  hesitate  to  in- 
crease exchange  rates."  If  that  happens,  the  fallout  could  be 
so  sever-e  that  he  may  not  be  around  to  devise  another  rescue 
package. 

By  Bruce  Einhom,  with  Ron  Corhen,  in  Bangkok 
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People 


DYNASTIES 


I  WANT  TO  LEAD 
WITH  LOVE,  NOT  FEAR 

How  Marilyn  Nelson  is  putting  her  stamp  on  Carlson  Cos. 


Newly  anointed  as  ceo  of  one  of 
the  largest  jirivate  companies  in 
the  world,  Marilyn  Carlson  Nel- 
son is  late.  She  has  just  landed  at 
an  airstrip  near  the  Carlson  family  re- 
treat in  a  woodsy  comer  of  Wisconsin. 
Now,  she's  gathering  her  thoughts  as 
her  Chevy  Suburban  bumps  along  a 
gi'avel  road,  kicking  up  clouds  of  dust. 
The  purpose  of  the  trip:  to  address 
almost  100  human-resoui-ce  executives 
ft'om  Carlson  Cos.'  entei-jjiises  around 
the  countiy  who  have  been  summoned 
to  the  lakeside  hideaway. 

It's  all  part  of  the  fiiendlier  regime 
that  Nelson  is  tiying  to  bring  about  at 
the  company  her  father,  84-year-old 
Curtis  L.  Carlson,  ran  with  an  iron 
fist  for  six  decades.  Carlson  built  a 
trading-stamp  business  into  a  travel- 
services  and  hotel  empire  with  $7  bil- 
lion in  revenues.  Best  known  are  the 
Radisson  Hotels  and  the  TGlFriday 
fi'anchises.  But  the  holdings  also  in- 
clude Carlson  Ti'avel  Network,  one  of 
the  largest  players  in  the  travel- 
agency  market  and  a  $750  million 
marketing  and  motivation-services 


THE  FATHER 


a  quick  visit  to  the  stable  to  biTish  her 
riding  hor-ses,  Gloiy  B  and  Piide,  Nelson 
is  back  on  her  jet,  headed  for  a  roimd  of 
meetings  at  Minneapolis  headquarters. 
Then  it's  on  to  host  a  dinner  at  her 
house  for  executives  visiting  ft-om  Carl- 
son's British  operations.  Her  day,  which 
began  at  4:30  a.m.,  ends  after  midnight. 


Founder  Curtis 
Carlson,  84,  is  still 
the  chairman.  He 
and  Nelson  have 
had  strong  dis- 
agreements, but 
she  says:  "Nobody 
knows  more  about 
this  company" 
than  her  Dad 


business,  which  helps  companies  such 
as  General  Motors  Corp.  mount  sales 
promotions. 

Nelson,  58,  who  took  over  from  her 
father  last  April,  has  been  working 
overtime  to  put  her  own  stamp  on  the 
company  and  transfonn  its  cultui-e  to 
fit  her  own  style.  After  her  speech  and 


Nelson  is  under  intense  pressure  to 
set  a  steady  coiu'se  for  the  family  em- 
pire after  nearly  a  decade  of  tuiTnoil. 
It  won't  be  easy.  Back  in  1989,  Curt 
Cai'lson  made  his  other  daughtei-'s  hus- 
band, Edwin  C.  "Skip"  Gage,  the  CEO. 
But  the  two  men  fought  bitterly  and 
Gage  left  the  company  in  1991.  Carlson 
next  looked  toward  outsider  Juergen 
Bartels.  But  he  also  took  a  hike  when 
the  patriarch  micromanaged  his  af- 
fairs. Finally,  Curt — who  had  never 
concealed  his  disappointment  at  not 
having  a  son — put  Marilyn  in  charge. 

Now,  as  the  aging  patriai'ch  recedes 
into  the  background.  Nelson  faces  a 
myriad  of  tricky  issues.  Her  biggest 
challenge  will  be  to  keep  family  mem- 
bers allied  behind  her.  Nel- 
son's father  still  maintains 
100%  voting  control  of  the 
company  stock.  But  Curt 
Carlson  has  made  clear 
that,  after  his  death,  he 
wants  each  of  the  suiviving 
family  members  to  have  an 
equal  stake  in  the  compa- 
ny. Nelson  figures  nothing 
will  keep  the  family  togeth- 
er better  than  success.  So 
she  has  promised  to  match 
her  dad's  15%  gi'owth  rate 
and  to  double  operating  rev- 
enues over  five  years,  to 
$14  billion,  by  boosting  travel-service 
opei-ations  in  Europe  and  Latin  Ameri- 
ca and  by  selling  Carlson  branded  ser- 
vices to  businesses  around  the  world. 

Next,  Nelson  needs  to  keep  tabs  on 
her  3o-year-old  son,  Curtis  C.  Nelson, 
whom  the  family  has  picked  to  take 
over  from  his  mother  in  10  yeai's.  The 


younger  Nelson,  who  has  worked 
the  family  since  1989,  concedes 
working  for  his  mother  has  been  ; 
ward.  "It's  been  tougher  for  me  th;  i 
has  been  for  her,"  he  says.  He  is  i 
rently  cutting  his  teeth  on  Carh 
hospitality  unit,  which  brings  in  i. 
billion  in  annual  revenues  and  incle 
some  360  Radisson  Hotels  francle 
and  the  company's  fleet  of  five  luJ" 
ciiiise  ships.  "He's  gaining  experito 
and  coming  along,"  says  Carlson  (i( 
Financial  Officer  Martyn  R.  Redgr'e 
FLEXTIME.  With  her  son  ah-eady  asse 
the  top  job.  Nelson  needs  to  sell  M 
family  executives  on  the  idea  that  til 
is  an  important  place  for  them  ir<l 
the  company — and  room  to  mov(  i| 
She  has  already  pushed  for  expa  o 
benefits  and  profit- 
sharing  plans,  in- 
cluding creating 
"phantom  stock,"  a 
system  of  bonuses 
tied    to  revenue 
growth.  As  added 
perks,  Nelson  has 
introduced  flextinie 
and  a  day-care  cen- 
ter. "I  want  to  lead 
with  love,  not  fear," 
says  Nelson. 

Although  Curt 
Carlson  no  longer 
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,s  on  signing  off  on  every  deci- 
he  still  isn't  shy  about  disagree- 
dth  Nelson.  She  in  tum,  is  waiy 
ijig  disrespectful,  even  though  the 
have  battled  often  in  the  past, 
e  Nelson  became  ceo,  her  father 
t  with  her  about  the  bonus  plan, 
;are,  and  the  need  to  bring  in 
le  dii-ectors.  "I  don't  have  to  have 
^nature,"  she  says.  "But  I  explain 
I'm  doing." 

nning  the  family  business  was 
•  Nelson's  dream.  Outgoing  and 
t,  Nelson  was  a  popular  cheer- 
"  in  school.  But  she  was  also  seri- 
lough  to  edit  the  paper  and  sit  on 
tudent  council.  "She  did  every- 
,  She  really  paved  the  way  for 
says  Barbara  Gage,  who  is  two 
years  younger  and 
heads  the  family's 
charitable  organi- 
zations. At  Smith 
College,  Nelson 
spent  her  junior 
year  studying  in 
Europe  and  toyed 
with  the  idea  of 
becoming  a  diplo- 
mat but  wound  up 
instead  as  a  securi- 
ties analyst  at 
PaineWebber  Inc. 
in  Minneapolis. 


Now  in  charge  of  the 
family-held  Carlson 
Cos.,  a  sprawling  $7 
billion  network  of 
travel  agencies, 
restaurants,  and 
hotels,  Nelson,  58, 
finds  far  less  time 
these  days  for  riding 

Later,  after  marry- 
ing Glen  D.  Nelson,  a 
surgeon  and  today 
the  vice-chairman  of 
medical-products  com- 
pany Medtronic  Inc., 
she  settled  into  fimd- 
raising  for  the  Min- 
neapolis Symphony 
and  the  local  public 
television  station  and 
sei-ved  as  president  of 
the  United  Way.  All 
that,  however,  was  a 
warm-up  to  what  she 
considers  her  gi'eatest 
coup  in  public  life:  In 
1989  Nelson  was  head 
of  a  committee  that  persuaded  the 
NFL  to  hold  the  1992  Super  Bowl  in 
Minneapolis. 

Local  leaders  say  Nelson's  fund-rais- 
ing and  stumping  for  civic  causes  was 
ubiquitous  and  invariably  persuasive. 


make  an  impact."  For  starters,  she 
wanted  to  chair  the  cincial  audit  com- 
mittee. Carlson  and  Gage  agi'eed,  and 
she  decided  she  would  give  it  a  try. 

Using  her  position  on  the  audit  com- 
mittee. Nelson  discovered  a  serious  lack 
of  financial  controls.  In  1993,  she  helped 
recruit  Martyn  Redgi'ave  from  Pepsi- 
Co Inc.  as  chief  financial  officer.  Nelson 
charged  him  with  implementing  a  more 
sophisticated  companywide  accounting 
system  akin  to  those  for  public  coi"po- 
rations.  She  brought  in  other  top  execs 
fi'om  Sara  Lee,  Walt  Disney,  and  Stai'- 
wood  Lodging.  By  then,  in  1994,  Bartels 
fjuit  to  head  Westin  Hotels. 
BACKHANDED.  It  was  soon  clear  that 
Nelson  would  be  the  next  CEO.  Now, 
she  insists  she  has  no  problem  with  the 
backhanded  way  in  wliich  her  father  put 
her  in  chai'ge  of  the  family  dynasty.  And 
the  departure  of  her  brother-in-law. 


though  it  initially 
seemed  disastrous, 
may  help  dampen 
rivalries  within 
the  family,  she  be- 
lieves. Gage,  who 
is  still  on  the  Cai'l- 
son  board,  took  a 
$600  million  mar- 
keting business 
with  him  when  he 
left  to  found  Gage 
Marketing  Group, 
now  the  No.  2 
mai'keting-sei'vices 
gTouj)  in  the  U.  S. 


THE  FAMILY 


At  the  table  are 
Curtis  Carlson, 
his  wife,  and 
daughters-Mari- 
lyn (left)  and 
Barbara.  Behind 
them  stand  their 
husbands  with 
Marilyn's  three 
children  and 
Barbara's  four 


lelson,  33, 
groomed  to 
T  from  his 
Marilyn,  in 
I  years.  The 
3  clashed 
h  issues  as 
ilans  for 
ding  on 
ise  ships 


"You  can't  say  no  to  Mari- 
lyn," says  former  Honeywell 
Inc.  CEO  James  J.  Renier, 
who  met  Nelson  when  she 
was  soliciting  for  United 
Way.  Renier  was  prepared 
to  turn  her  down.  "Then 
she  walked  in  and  said:  'I'm 
so  excited  to  meet  you,  I 
have  goose  bumps.'  What 
was  I  going  to  tell  her? 
'You  shouldn't  have  goose 
bumps?' "  The  approach  was 
vintage  Nelson:  disarm  and  chanri. 

Nelson  was  consideiing  deploying  her 
charm  in  a  run  for  the  U.  S.  Senate. 
But,  in  1989,  her  father  pressed  her 
into  the  family  business,  arguing  that 
her  talents  were  needed  to  keep  things 
on  track.  His  overture  made  her  "un- 
comfortable," she  recalls.  "He  said:  'If 
you  care  about  this  company,  you'll  do 
it.' "  But  Nelson  was  not  quite  so  eager. 
"I  had  my  own  opportimities,"  she  says. 
"If  I  was  going  to  be  in  the  company,  I 
needed  a  role  where  I  was  allowed  to 


And  one  of  his  sons  is  now  woi'ldiig  with 
him,  which  means  one  less  thii-d-genera- 
tion  family  member*  to  compete  within 
Carlson  Cos. 

Marilyn  Nelson  vows  that  the  family 
will  finance  more  ventures  for  third- 
generation  members  of  the  clan.  "Not 
everyone  has  to  work  for  Carlson  Cos. 
to  work  for  a  Carlson  business,"  she 
says.  And  that,  she's  betting,  just  may 
help  keep  the  family  together  for  yet 
another  generation. 

By  De'Ann  Weiwer  in  Minneapolis 
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Science  &  Technology 


MATHEMATICS 


DO  THE  MATH 
-IT  IS  A  SMALL  WORLD 

A  formula  that  can  make  complex  organizations  simpler  and  more  efficient  grabs  attenti( 


John  Guare's  play  and  then 
1993  movie  Six  Degrees  of 
Separation  populamed  the 
notion  that  we  are  all  con- 
nected to  each  other  by  a  chain  of 
six  people  or  less.  That,  in  tum, 
spawned  the  pop-culture  parlor 
game  "Six  Degi'ees  of  Kevin  Ba- 
con," in  which  players  try  to  link 
virtually  anyone  in  Hollywood  to 
the  ubiquitous  actor.  As  the  song 
at  the  Disneyland  exhibit  puts  it, 
"It's  a  small  world  after  all." 

But  there  is  a  serious  side  to 
the  six-degree  phenomenon.  Two 
Cornell  University  researchers 
have  come  up  with  a  mathemati- 
cal model  that  shows  in  far  more 
sophisticated  tenns  what  a  small 
world  this  really  is.  The  model  is  es- 
sentially a  recipe  for  turning  any  large 
network  of  components  into  a  "small 
world." 

This  is  more  than 
an  intellectual  exer- 
cise: The  small-world 
model  could  be  used 
to  improve  the  opera- 
tional efficiency  of 
corporate  giants  like 
Genei"al  Motors  Corp., 
speed  up  transmis- 
sions over  the  Internet,  and 
explain  how  infectious  dis- 
eases spread  and  nerve  im- 
pulses ai'e  coordinated  in  the 
brain.  The  model  "may  also 
facihtate  a  faster  diffusion  of 
innovation,"  says  Ivan  Manev, 
a  management  professor  at 
the  University  of  Maine. 

The  key  to  tiuning  a  large 
world  into  a  smaller,  more  ef- 
ficient one  is  shortcuts:  well- 
connected  individuals  or  com- 
ponents that  can  cut  across 
traditional  boundaries  in  an 
organization.     Duncan  J. 
Watts,  a  postdoctoral  fellow  at  Cohunbia 
University,  and  Steven  H.  Strogatz,  a 
mathematics  professor  at  Cornell,  theo- 
rized that  just  a  few  well-placed  indi- 


MISSING  LINK 

The  key  to  an  efficient  organization  is  the  creation  of 
shortcuts  between  different  levels. 


1 


In  what  researchers  call  a  "locally 
ordered  system,"  communication 
occurs  only  between  people  on  the 
same  level. 


3 


Only  a  few  such  shortcuts  are  needed 
to  create  a  "small  world"  in  which 
information  flows  freely  throughout 
the  group.  Productivity  rises  as  a  result. 


viduals  could  dramatically  spe 
up  the  flow  of  information  im 
company,  acting  as  emissar 
among  floors  and  departmei 
(table).  When  Watts  and  Strog;! 
did  the  mathematics,  they  disct- 
ered  that  it  takes  only  a  very  ff 
random  connections,  or  shortcu, 
to  make  a  small  world  out  o:i 
large  one.  Once  that  world  Is 
been  transformed,  adding  ac- 
tional connections  has  little  e&  . 
"The  key  is  to  link  well-conned  i 
people  from  each  level,"  s; 
Boston  University  professor  Jai 
J.  Collins. 

WIDE  INTEREST.  The  model  crea  ; 
a  buzz  among  mathematicians  wla 
it  was  published  in  June  in  the  !- 
entific  journal  Nature.  "We've  b(fl 
swamped  with  interest  by  research^ 
who  want  to  develop  the  small-woi 
network  in  their  various  fields,"  s;s 
Watts.  The  range 
broad — mathem;  - 
cians,  epidemiologiv 
computer  scientiii. 
marketing  peoj; 
economists,  engine* 
and   physicists  >■ 
among  the  many  \  i 
have  contacted  W;  ■ 
and  Strogatz. 
Watts  says  the  work  ^ 
indeed  inspired  by  the 
degrees  of  separation"  ci>^, 
cept,  a  social  theory  devijt. 
in  the  1960s  by  Stanley  f 
gi'am,  a  social  psychologic?; 
Harvard  University.  Milgii 
randomly  selected  peopkiJ 
Kansas  and  Nebraska  ;t} 
handed  each  of  them  a  leis, 
addressed  to  people  they|s, 
not  know  in  Massachuse^^ 
They  were  asked  to  mailjf, 
letter  to  an  acquaintance  'Jj, 
would  bi-ing  it  closer  to  fc, 
"target."  MilgTam  discovered  that  \L 
each  participant  it  took  an  averagf 
only  l^ve  intermediaries  before  theil 
ter  reached  its  recipient — meaDi 


Random  shortcuts  can 
be  introduced  into  such 
a  network-that  is,  people 
meet  memt)ers  of  other  levels 
at  the  water  cooler  and  pass 
along  information. 
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Make  chaos  work 
foryoD. 

Where  others  see  only  chaos,  eminent  futurist  and 
business  consuhant  Theodore  Modis  sees  hidden 
patterns.  Business,  like  the  seasons,  follows  predictable 
cycles.  In  Conquering  Uncertainty  he  shows  you  how 

to  deterrnine  which  "season"  your  company  is  in, 
and  respond  with  the  right  strategy.  By  helping  you 
anticipate  the  next  phase  of  the  cycle,  his  logical  system 

brings  perspective,  order,  and  confidence  to  your 
decision-making,  for  both  the  long  and  the  short  term. 

flHHIHHHHHilHHHHHHHII^IHHllHIHI^^B  .-^^^ 

 A  BusinessWeek  Book  IRI  alH 


e  were  six  degrees  of  separation 
reen  people  in  Massachusetts  and 
Midwest. 

^atts  and  Strogatz  used  expeiimen- 
nathematics — an  esoteric  academic 
pline  that  combines  computer  sim- 
ons  and  mathematical  analysis — to 
nine  two  popular  models  of  social 
•action.  One,  which  Watts  calls  the 
eman  world,"  assumes  that  each 
on  knows  only  those  people  in  his 
er  immediate  vicinity.  In  a  second, 
cm  world,  each  person  is  connected 
sople  scattered  all  over  the  world. 
I  reality,  most  organizations  fall 
iwhere  between  those  two  ex- 
les — which  is  where  Watts's  and 
^atz'  mathematics  comes  in.  They 
ed  with  a  caveman  network,  then 
id"  the  system  like  an  old-fashioned 
I  toward  a  random  network.  That 
how  they  found  out  that  only  a  few 
actions  were  needed  to  tiuTi  a  large 
p  into  a  small  world. 
MUNICATION  GAP.  To  prove  their 
,  the  two  researchers  applied  the 
il  to  three  different,  fully  mapped 
orks — the  nation's  Western  elec- 
lower  gi-id,  the  nei-vous  system  of 
lematode  worm,  and  the  235,000 
5  Ested  in  the  Internet  Movie  Data- 
in  each  system,  they  found  that 
a  few  shortcuts  had  indeed  pro- 
l  a  small  world. 

■ogatz  and  Watts  say  such  tliinking 
help  prevent  catastrophes  that 
ultimately,  from  lack  of  communi- 
i.  As  an  example,  they  point  to 
orrendous  explosion  of  the  space 
e  Challenger  on  Januaiy  28,  1986, 
killed  all  seven  astronauts  aboard, 
ccident  tiu-ned  out  to  be  the  fault 
?  0-rings  that  could  not  withstand 
mperatures.  An  investigating  com- 
n  discovered  that  low-ranking  en- 
's knew  about  a  problem  with  the 
irature-sensitive  elements  that 
i  the  explosion  but  they  couldn't 
their  concems  clear  to  the  deci- 
lakers.  Had  there  been  shortcuts 
en  the  engineers  and  the  highest 
officials,  the  disaster  might  have 
tverted,  the  researchers  say. 
Internet  and  the  availability  of 
worldwide  communication 
ii  E-mail  is  making  our  small 
li   even  smaller.  Playwright  John 
i;  hopes  the  process  will  continue. 
lii  lU  our  degi-ees  of  sepai-ation  be  in 
If:  digits"  and  "may  we  always  be 
I*  I  find  the  right  six  people,"  he 
v;  i  nd  Watts  and  Strogatz  have  giv- 
office  gossip  a  new  image — all 
at|  hmoozing  just  might  be  good  for 
e !  ole  organization. 

hj  Nellie  Andreeva  in  New  York 
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and   Positioning   Your   Company  to 
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Global  Sales 


SoLUTiO]Nrs: 


Global 


"APL'S  WORLDWIDE  .  sALES  FOKCE  needed  a  PO^\^LRFI..L  CUSTOMER 
INFORMATION  SYSTEM  TO  MANAGE  OUR  GLOBAL  ACCOUNTS  SUCCESSFULXY. 


APL,  a  leader  in  container  transportation  and  logistics  services,  wanted  to  increase  its  team  selling 
efforts  in  order  to  win  and  manage  global  accounts.  That's  why  APL  chose  Siebel,  the  leader  in 
Enterprise  Relationship  Management  software.  With  Siebel  Sales  Enterprise;  APL  sales  professionals 
from  around  the  world  share  up-to-the-minute  customer  information  that  spans  languages  and  time 
zones.  The  results?  Truly  collaborative  selling  and  incredible  productivity  gains.  To  learn  how  Siebel  Juk 
can  drive  your  global  success,  call  1-800-720-3115  ext.  9200  or  visit  us  at  www.siebel.com. 


Sales  •  Marketing  ■  Customer  Service 

ial; 

SAN  MATEO  •  CHICAGO  •  BOSTON  •  NEW  YORK  •  LOS  ANGELES  •  LONDON  •  SYDNEY  •  PARIS  •  MUNICH  •  TOKYO  •  MEXICO  CITY 


'<.)\998  Siebel  Systems,  Incorporated.  Siebel  and  Siebel  Sales  Enterprise  are  trademarks  of  Siebel  Systems,  Incorporated  and  may  be  registered  in  certain  jurisdictions. 


evelopments  to  Watch 


ED  BY  JOHN  CAREY 


[ADINGOFF 
lARING  LOSS 
THE  PASSAGE 

E  EAR  IS  A  MARVELOUS 

fan — but  it's  terribly 
inerable.  Loud  noises 
i  some  chemicals  and 
igs  can  lead  to  the 
)duction  of  toxins 
led  free  radicals  that 
'  hair  cells — and 
ise  hearing  loss  and 
ance  problems, 
ne  30  million  Ameri- 
is  suffer  from  full  or 
■tial  deafness,  and 
million  are  exposed 
langerous  levels  of 
se  at  work, 
'he  problem  is  par- 
Jarly  acute  in  the 
5.  military,  where 
!  shots,  jet  engines, 
other  noises  have 
cted  the  hearing  of 
)  of  those  on  active 
/,  resulting  in 
tment  costs  of  more 
1  $1  billion  per  year, 
'ow,  military  re- 
chers  have  an  an- 
r.  They  have  learned 
to  deUver  chemicals 
'd  antioxidants  to 
,1-alize  the  free  radi- 
1,  and  prevent  dam- 
;.  Scientists  at  the 
'  al  Medical  Center  in 
I  Diego  have  devel- 
1    a  tiny  catheter  that 
i  be  passed  under  the 
i  rum  and  slid  down 
le  boundary  between 
niddle  ear  and  the 
•  ear.  That  allows 
•oiTect  amounts  of 
li  s  to  be  pumped  into 
h  rucial  area.  "It's 
h  aing  the  way  we  ap- 
»r'  ;h  hearing  loss," 
a  Navy  neui'ologist 
li  ird  D.  Kopke.  Kop- 
:e',  id  co-workers  have 
e;  red  hearing  and  bal- 
n  in  sevei'al  pa- 
ie  > — and  larger  clini- 
'al:  ials  are  planned.  □ 


AT  LAST, 
AGAR  THAT 
CLEANS  ITSELF 

WHO  hasn't  DREAMED  OF  A 

car  or  a  kitchen  floor  that 
always  stays  shining  clean? 
Kazuhito  Hashimoto  at  the 
University  of  Tokyo  might 
make  that  dream  come  true 
with  a  coating  he  says  can 
clean — and  keep  clean — 
many  different  surfaces. 


The  coating's  secret  is  the 
naturally  occumng  chemical 
titanium  dioxide.  Researchers 
have  known  that  in  the  pres- 
ence of  strong  ultraviolet 
light,  titanium  dioxide  can  de- 
compose grime,  turning  it 
into  substances  that  evapo- 
rate and  blow  away.  Hashi- 
moto found  a  way  to  boost 
the  material's  reactivity 
enough  to  work  in  normal 
light — by  adding  precise 
amounts  of  copper  or  silver 
In  tests  in  Japan  and 
Florida,  one  application  of 
the  magic  coating  was 
enough  to  keep  cars  clean 
for  six  months.  A  Japan- 
ese ceramics  company,  Toto 
Ltd.,  is  making  self-cleaning 
tiles  for  walls  and  floore  and 
expects  to  start  making  the 
spray  in  September  And 
Hashimoto  is  developing  a 
variation  that  could  keep 
youi"  batlii'oom  muTor  from 
getting  steamy  after  a 
;  shower     Nellie  Andreeva 


RAINY  WEEKEND?  IT'S  YOUR  FAULT 

IF  IT  SEEMS  TO  RAIN  MORE  ON  WEEKENDS,  HUMANS  MIGHT 

have  only  themselves  to  blame.  A  study  by  Randall  S. 
Cerveny  and  Robert  C.  Balling  Jr.  of  Arizona  State  Uni- 
versity offers  the  first  evidence  that  pollution  is  having 
a  significant  impact  on  the  weather  patterns  of  an  entii'e 
region,  affecting  rainfall  and  the  strength  of  hurricanes. 

The  two  chmatologists  first  collected  data  showing 
that  "pollution  is  highest  during  the  later  part  of  the 
week  and  is  lowest  on  Monday  and  Thesday,"  says  Cer- 
veny, because  both  auto  and  industrial  emissions  are 
lowest  on  Sundays.  Then  the  reseai'chers  looked  for 
weather  phenomena  that  also  had  a  weekly  pattern. 
They  found  two.  Satellite  measui-ements  revealed  that 
rainfall  on  Saturdays  over  the  coastal  waters  of  the  At- 
lantic is  an  impressive  22%  higher  than  on  Wednesdays. 
"If  you  go  out  boating,  you  are  much  more  likely  to  get 
wet  on  weekends,"  says  Cei-veny. 

What's  more,  huiTicane  data  also  show  a  weekly  cycle, 
the  scientists  report  in  the  Aug.  6  issue  of  Nature. 
Stomns  that  come  ashore  on  the  weekends  are  substan- 
tially weaker — with  winds  an  average  12  mph  slower — 
than  those  that  land  duiing  the  week.  That  may  be  be- 
cause dirty  air  heats  up  more  than  clean  skies,  triggering 
more  rain  while  reducing  energy  in  hmTicanes. 

So,  ironically,  air  pollution  might  be  helping  to  protect 
us  fi'om  nature's  fiuy — even  as  it  contributes  to  mining 
our  weekends.  □ 


HOW  TO  PRESERVE 
THE  ZIP 

IN  ZAPPED  FOOD 

TIRED  OF  SOGGY  MICROWAVED 

potatoes?  Research  at  Cor- 
nell University  promises  to 
greatly  improve  the  nuke- 
box's  ability  to  make  crispy, 
evenly  heated  food.  Bioengi- 
neer  Ashim  Datta  and  grad- 
uate student  Hua  Zhang  have 
developed  computer  models 
that  map  energy  absorption 
and  temperatures  inside 
foods  being  microwaved.  The 
models  show  that  internal 
food  temperatures  can  vary 
because  of  uneven  heating. 
Such  variations  explain  why 
eggs  explode  (the  inside 
heats  up  first,  putting  pres- 
sure on  the  shell — see  photo), 
and  why  some  foods  are  hot 
on  the  outside  while  frozen 
inside  (thawed  outer  layers 
absorb  most  of  the  micro- 
waves' heat). 

Datta  and  Zhang  calculate 
that  simple  changes  in  the 
size  and  shape  of  various 
foods,  along  with  instmctions 
for  placing  food  in  the  oven, 
can  make  microwaved  meals 
far  more  palatable.  The  re- 
search also  could  improve 
prospects  for  sterilizing  food 
with  microwaves:  Heating 
that  is  even  could  help  guar- 
antee that  all  bacteria  are 
destroyed. 

Datta  plans  to  present 
the  findings  to  microwave 
makers  at  a  symposium  in 
October       Nellie  Andreeva 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwaug@businessweek.com 
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WHAT'S  THE  DIFFERENCE  BETWEEN  A  LITTLE 
KlU  WITH  A  WEB  SITE  AND  A  MAJOR  CORPORATION 
WITH  ONE?  NOTHING.  THAT'S  THE  PROBLEM. 

i^iiildiiiji  a  |)iil)lishing-only  Web  site  is  the  first  step  to  becoming  an 
e-business.  A  step  tliat  most  businesses  (and  a  lot  ol  little  kids)  have  already  taken. 
Thais  fine  as  far  as  it  goes  -  it's  a  very  cost-elbcient  way  to  distribute  basic  information. 

But  the  real  payoff  (for  businesses,  at  least)  comes  with  steps  two  and  three. 
Step  two  is  moving  to  "self-service'"  Web  sites  -  where  customers  can  do  things  like 
check  the  status  of  an  accoimt  or  trace  a  package  online. 

Step  three  is  moving  to  transaction-based  Web  sites  -  not  just  buying  and 
selling,  but  all  processes  that  require  a  dynamic  and  interactive  flow  of  information. 

IBM  has  already  helped  thousands  of  companies  use  the  Web  to  make  the 
leap  from  being  a  business  with  a  Web  site  to  being  an  e-business  -  putting  their  core 
processes  online  to  improve  service,  cut  costs  or  to  actually  sell  things. 

For  example,  we  helped  Charles  Schwab  Web-enable  their  brokerage  systems 
for  online  trading  and  customer  service.  Since  opening,  Schwab's  Web  service  has 
generated  over  one  million  online  accounts  totaling  over  $68  billion  in  assets. 

e-business  economics  are  compelling.  According  to  a  recent  Booz-Allen  & 
Hamilton  study,  a  traditional  bank  transaction  costs  $1.07;  the  same  transaction  over 
tlie  Web  costs  about  H.  A  traditional  airUne  ticket  costs  $8  to  process;  an  e-ticket  costs 
just  $1.  Customers  love  the  convenience;  management  loves  the  lower  costs. 

IBM  solutions  have  already  helped  thousands  of  businesses  become 
e-businesses.  To  find  out  how  IBM  can  help  you  do  the  same,  bookmark 
www.ibm.com/e-business  or  call  us  today  at  1  800  IBM  7080,  extension  NC32. 


Solutions  for  a  small  planet' 
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Digital  Document  Delivery  System 

Model:  D1620 

Digital  Copier 

Lift  the  hood.  It  is  there  you'll  understand  one's  appreciatipn  for 
the  remarkable  Minolta  Di62o.  Designed  specifically  to  allow 
you  to  control  your  copying  and  printing  in-house  with  unmatched  productivity  and  powerful 
document  finishing  capability.  •  At  it's  heart,  an  advanced  digital  image  processing  technology: 


LIMOS  (Laser  Intensity  Modular  System),  Minolta's  exclusive  process  that  uses  a  one-dot 
intensity  varying  method  to  reproduce  halftones  with  subtle  precision.  #  Yet  perhaps  what  really 
a     warrants  your  . personal  affection  is  the  Di62o's  amazing  ability  to  finish  the  job.  It  staples  in  three 
7*     positions.  Punches  2-hole  or  three-hole.  Even  folds  in  three  ways:  half-fold,  crease-fold  (with 
saddle  stitch),  or  z-fold  for  oversized  pages.  •  Of  course,  you  can  access  all  these  capabilities 
directly  from  your  desktop  using  the  Di620  as  a  network  printer.  Experience  the 
power  Of  the  Di620.  See  why  it's  nothing  short  of  a  high  performance  machine, 
l^  lfor  more  information  call  1-800-964-6658,  www.mJnoltad3,com/ad^  MINOOA 
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^IPMAKERS  ADD  Ul 
ME  CALAMITIES 

icity  glut,  vanishing  margins-and  it's  not  over  yet 


ty  the  chip  industry.  It  has  long 
•een  beset  by  boom-and-bust  cy- 
les  every  three  or  four  years, 
'hen  Asian  government  pohcies 
matters  worse.  Aiming  to  dupli- 
ipan's  takeover  of  memory  chips 
1980s,  fii-st  Korea  and  then  Tai- 
nd  Singapore  hatched  plans  to 
cads  of  new  semiconductor  plants 
atter  of  national  prestige,  with  lit- 
ard  for  business  reahties.  The  re- 
huge  worldwide  capacity  glut, 
eting  prices,  and  vanishing  mar- 
r  everyone. 

it  could  take  at  least  18 
5— and  more  than  the  usual 
t  of  pain — for  the  industry  to 
mt  of  this  downturn.  Memory- 
ces  ah-eady  have  plunged  a  stag- 
97%  since  late  1995,  and  micro- 
or  prices  have  fallen,  on  average, 
iring  the  past  year.  That  will 


drive  revenues  for  the  overall  semicon- 
ductor business  down  12%  this  year,  to 
$121  billion,  say  analysts. 

It's  not  just  about  overcapacity.  Also 
to  blame  are  slowing  sales  of  personal 
computers,  coupled  with  the  emergence 
of  the  cheap  PC.  Foi-  years,  PCs  have 
been  the  gi'owth  engine 
for  the  chip  industry, 
gobbling  up  50%  of  all 
semiconductors.  But 
with  consumers  opting 
for  cheap  PCs — or  none 
at  all — that's  added 
even  more  price 
pressure. 

Indeed,  this  is  not 
your  typical  semicon- 
ductor cycle.  The  shape 
of  the  business  is  chang- 
ing. Over  the  next  few 
years,  the  dominant  role 


BACK  IN  THE  CHIPS? 


SALE  OF  DRAM  MEMORIES 
AND  MICROPROCESSORS 


MICROPROCESSORS 
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of  PCs  in  driving  the 
chip  industi-y  will  de- 
cline, and  a  clutch  of 
companies  making 
chips  for  fast-growing 
telecommunications, 
data  networking,  and 
consumer-electronics 
markets  will  grow  in 
importance.  Today, 
these  companies,  in- 
cluding Texas  Instm- 
ments  and  IBM  as 
well  as  lesser-known 
PMC-Sierra,  are  the 
semiconductor  indus- 
try's dazzlers. 

To  be  sure,  the 
chip  business  will 
eventually  bounce 
back.  Supply  and  de- 
mand will  come  into 
closer  balance  as 
capital  spending  on 
new  chipmaking  ca- 
pacity declines  22% 
this  year,  to  $29.5 
billion,  according  to 
ic  Insights  Inc.,  a 
Scottsdale  (Ai-iz.)  consultancy.  Pricing 
pressure  will  keep  global  revenues  flat 
next  year,  but  continued  unit  gi-owth 
will  prompt  a  17%  jump  in  global  rev- 
enues in  2000,  to  $144  billion,  predicts 
Integrated  Circuit  Engineer-ing  Corp., 
another  Scottsdale  consultancy.  Signs 
of  a  turnaround  could  prompt  a  20%  to 
25%  rally  in  chip  stocks,  which  have 
fallen  by  about  one-third  over  the  past 
year,  says  analyst  Elias  Moosa  of 
Robertson  Stephens  in  San  Francisco. 
Still,  he  cautions,  "the  pricing  environ- 
ment will  take  longer  to  return  to 
normal." 

PERFORMANCE  PLATEAU.  That's  not  good 
news.  For  makers  of  microprocessors, 
the  basic  problem  is  that  faster  genera- 
tions of  chips  don't  deliver  as  much  ben- 
efit to  consumers  as  they  used  to.  For 
one  thing,  there's  not  much  whizzy  new 
softwai-e  that  can  take  advantage  of  In- 
tel Corp.'s  fastest  chips 
or  MMX  multimedia 
technology.  The  perfor- 
mance plateau  is  a  ma- 
jor reason  why  Inter- 
national Data  Corp. 
says  that  second-quar- 
ter global  PC  shipments 
slowed  to  just  7%  from 
the  same  period  in 
1997.  That's  down  fi-om 
10%  year-over-year 
growth  in  the  first 
quarter. 

Intel,  keen  to  stoke 
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demand  and  fend  off  rivals  Advanced 
Micro  Devices  and  National  Semicon- 
ductor, has  been  slashing  prices  on  its 
Pentium  II  and  low-end  Celeron 
processors.  But  none  of  these  measui-es 
is  expected  to  do  much  for  Intel's  sag- 
ging earnings.  Meanwhile,  analysts 
have  widened  their  estimates  for  rival 
AMD's  loss  this  year  ft'om  $30  million  to 
$139  million  because  the  company  can't 
charge  enough  for  its  chips  to  make 
them  profitable.  And  National,  staring 
at  losses,  is  asking  its  13,000  employees 
to  take  10-day  unpaid  furloughs  to  help 
the  company  save  cash. 
MEMORY  LOSS.  Foi'  memoiy-chip  mak- 
ers, the  big  problem  remains  too  many 
plants.  Staring  at  a  dreadful  year — a 
projected  $7.5  billion  industrywide  loss 
on  $12  billion  in  revenues — some  are 
beginning  to  drop  out  of  what  has  be- 
come the  world's  biggest  poker  game. 
On  July  31,  Siemens  decided  to  close 
its  Tyneside  (England)  memory-chip 
plant,  which  opened  just  15  months  ago. 
Meanwhile,  Texas  Instruments  Inc., 
whose  memoiy  operations  lost  $222  mil- 
lion in  the  second  cjuaiter,  dropped  out 
of  the  DRAM  business  in  June,  selling 
the  last  of  its  operations  to  Micron  Tech- 
nology Inc. 

No  wonder  all  the  Japanese  compa- 
nies are  racing  to  cut  reliance  on  mem- 
oiy  chips  in  favor  of  high-value-added 
logic  chips  aimed  at  digital  TVs,  dvd 
players,  and  other  consumer  electron- 
ics. To  accelerate  development,  Fujitsu 
Ltd.  and  Sony  Corp.  stinck  an  alliance 
in  January.  Sanyo  Electric  Co.  and  IBM 
cut  a  similar  deal  on  July  27. 

Yet  eroding  profits  vrill  make  it  hard- 
er for  many  to  diversify  into  the  indus- 
try's few  bright  spots:  specialized  chips 
for  data  communications  and  audio/video 
gear,  and  so-called  analog  chips  that 
give  computers  the  ability  to  create 
sound  and  light  for  multimedia  applica- 
tions— specialties  of  Tl  and  Analog  De- 
vices Inc.  Analysts  also  expect  continued 
growth  from  so-called  fab-less  fiiTns  that 
outsource  their  production,  such  as  Al- 
tera Corp.  and  Xilinx  Inc.  Not  only  are 
these  companies  selling  into  hot  mar- 
kets, but  they're  also  benefiting  from 
fire-sale  prices  now  being  offered  by 
contract  manufacturers  desperate  to  fill 
theii'  factories. 

Yeai-s  ago,  AMD  CEO  W.  Jeny  Sandere 
III  quipped:  "Real  men  have  fabs."  Now 
it  seems  that  fabs  are  the  biggest  drag 
on  earnings.  At  this  stage,  staying  out 
of  the  chip-building  game  looks  like  the 
real  manly  bet. 

By  Steven  V.  BrulL  in  Los  Angeles, 
with  Andy  Reinhardt  in  San  Mateo, 
Calif.,  and  burea^i  reports 
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IT'S  NOT  EASY 
BEING  CHEAP 

After  early  stumbles,  Intel  shapes  up  its  low-end  game 

For  a  company  whose  credo  is  "only 
the  paranoid  siu'vive,"  Intel  Corp. 
was  dangerously  slow  to  respond 
to  the  low-cost  personal-comput- 
er craze  of  the  last  18  months.  While 
customers  opted  for  cheaper  models,  In- 
tel focused  mostly  on  the  pricey  high- 
end  chips  that  made  it  one  of  the 
world's  most  pi"ofitable  companies.  Even 
its  low-cost  Celeron  chip,  unveiled  to  a 
chorus  of  crummy  reviews  in  April, 
seemed  more  of  an  afterthought  than  a 
serious  sti'ategic  shift. 

Now,  Intel  is  fighting  back.  On  Aug. 
24,  it  will  roll  out  a  new  Celeron  chip, 
codenamed  Mendocino,  that  could  boost 
Intel's  share  of  the  sub-$l,000  PC  mar- 
ket. And  to  ensure  it  doesn't  miss  the 
next  big  thing,  Intel  has  taken  a  radical 
step  towaixl  grabbing  a  bigger  role  in 
the  market  for  "embedded"  processors, 
the  ultracheap  chips  used  in  cellular 
phones,  TV  settop  boxes,  and  handheld 
gizmos.  To  do  that,  the  company  has 
tossed  aside  its  famous  bias  for  home- 
gi'own  technology  by  using  an  embed- 
ded cliip  it  neither  designed  nor  com- 
pletely controls — the  StrongARM,  a 
variant  of  the  ARM  processor  created 
by  ARM  Ltd.  of  Cambridge,  England. 
PROFIT  PUNCTURE.  Has  Intel  Chainiian 
Andrew  S.  Grove  gone  bonkers?  Not 
at  all.  He's  just  facing  up  to  the  new  re- 
alities. Thanks  to  the  low-price  boom, 
Asian  flu,  and  slowing  PC  growth,  ana- 
lysts expect  Intel's  sales  to  fall  slightly 
this  year,  to  $24.9  billion,  along  with  a 
gut-wrenching  25%  drop  in  profits,  to 
$5.2  billion — Intel's  first  year-over-year 
decline  in  a  decade.  The  cheap-PC  boom, 
admits  Grove,  'is  broader  and  more  pro- 
found than  I  thought  last  fall." 

Worse,  it  now  seems  the  double 
whammy  of  soft  PC  sales  and  falling 
prices  could  be  around  for  years.  Sales 
of  more  profitable  $l,000-plus  PCs  are 
e.xpected  to  grow  just  10%  annually  for 
the  next  five  years,  while  bargain  base- 
ment computers  will  surge  an  average 
55%,  says  International  Data  Corp. 
That's  why  Intel  is  heading  downstream, 
even  though  processors  for  cheap  PCs 


GROVE:  Intel  may  have  picked  up  a 

in  loiv-cost  StrongARM  technology  i  : 
 h.- 

earn  margins  of  just  50%  vs.  thefs 
80%'  Intel  gets  on  more  poweiful  c]^: 
It's  also  why  Grove  is  eyeing  ^i^- 
could  be  computing's  next  big  wave:'i 
foiTnation  appliances."  The  Intemel'! 
plosion,  along  with  falling  compo  t 
prices,  is  expected  to  ftiel  sales  off: 
phones  and  other  handheld  devices  w 
fewer  than  5  million  units  this  yei!*: 
43  million  in  2001,  says  IDC.  "Int 
going  to  need  new  opportunities," 
analyst  Scott  Miller  of  Dataquest  »[ 
"and  appliances  could  be  one  of  tm 
This  new  low-price  plan  won'l 


62  BUSINESS  WEEK  /  AUGUST  17,  1998 


for  Intel.  In  sub-$l,000  i-cs,  the 
laker  has  45%  market  share — far 
■  its  99%  lock  on  the  $l,5(X)-plus  vc 
et.  And  the  first  Celeron  chip 
;  helped  much.  A  quick  Band-Aid 
ntel's  lack  of  a  low-end  product, 
on  is  a  version  of  Intel's  whizzy 
um  II  processor  with  the  onboard 
3ry  stripped  out.  That  left  the 
on  with  sluggish  performance — it's 

20%  slower  than  comparable  Ad- 
d  Micro  Devices  K6  chips,  which 
he  same.  The  result:  Intel  shipped 

1  million  Celerons  in  the  second 
er,  but  rivals  AMD  and  National 
;onductor  Corp.  pumped  4  million 

into  the  low  end,  according  to 


Prospects  in  the  emerging  informa- 
tion-appliance sector  are  brighter,  since 
Intel  seems  to  have  picked  up  a  gem  in 
StrongARM  technology.  Acquired  in  a 
patent  litigation  settlement  with  Digital 
Equipment  Corp.  last  October,  Strong- 
ARM is  considered  by  many  the  best 
version  of  arm's  hot-selling  Rise  chip 
design.  Sales  of  ARM-based  chips  by  li- 
censees such  as  NEC  and  Samsung  have 
exploded  to  15  million  units  in  the  first 
half  of  1998,  up  from  around  7  million 
units  all  last  year,  says  Mark  Edelstone 
of  Morgan  Stanley  Dean  Witter.  ARM- 
based  chips  power  RCA  Thomson's  DSS 
set-top  box,  and  wiW  Hkely  be  the  stan- 
dard in  smart  phones:  In  July,  giants 


months  after  the  dec  agreement,  Strong- 
ARM languished  while  Intel  waited  for 
federal  approval  of  the  deal,  which  came 
in  May.  "Customers  went  dark  on  us," 
admits  William  N.  Johnson,  Intel's  gen- 
eral manager  for  StrongARM.  And  in 
April,  a  dozen  members  of  the  Digital 
team  that  designed  the  StrongARM  chip 
bolted  to  Cadence  Design  Systems. 

Now,  Intel  is  turning  things  around. 
The  company  says  it  has  rebuilt  the 
StrongARM  design  team  to  twice  its  for- 
mer size.  It  also  has  new  customers, 
including  PC  giant  Hewlett-Packard  Co., 
which  plans  to  unveil  a  StrongARM- 
based  mobile  computer  this  fall,  say 
insiders. 


INTEL  DOESN'T  HAVE 

A  LOCK  ON 
LOW-END  MARKETS 

INTEL'S  1997  PC 
MARKET  SHARE 

66,6  MILLION  UNITS 

100  -  j 
80  ' 
60- 
40- 
20- 

"  $1,500-      $1,000-  $1,000- 
plus         1,500  below 

DATA:  DATAQUEST  INC 

1997  NON-PC  DEVICE 
MARKET  SHARE 

98  MILLION  UNITS* 


HITACHI 
24.3% 

ARM 

10% 


•St.  "The  Celeron  has  been  some- 
'  a  disaster,"  says  SG  Cowen  ana- 
ew  Peck. 

new  version  is  winning  high 
Its  onboard  memory  and  higher 
•(■eds  zip  up  performance.  Still, 
1  Celeron  won't  rid  Intel  of  its 
ow-end  rivals.  Analysts  expect 
keep  gaining  share  through  the 
i998  as  it  cranks  up  production 
ti  chips  to  3.3  million  units  this 

Even  after  Intel  gets  up  to  full 
ion  on  the  new  Celeron  this 
las,   Dataquest   chip  analyst 

Brookwood  expects  Intel's  sub- 
'(•  share  to  grow  just  one  per- 

point  per  year  through  2002. 


Nokia,  L.M.  Ericsson,  and  Motorola 
committed  to  use  the  chip. 

Today,  StrongARM  is  a  tiny  fraction  of 
total  ARM  sales.  But  with  Intel's  backing 
and  a  new  version  of  Microsoft's  Win- 
dows CE  software  for  arm  due  out  this 
fall,  it  could  become  a  frontrunner  in 
handheld  devices.  With  blazing  speed 
and  very  low  power  consumption — and  a 
price  as  low  as  $30,  vs.  .$86  for  Intel's 
cheapest  Celeron — it's  well-suited  for  bat- 
tery-operated devices.  "It's  an  incredi- 
bly fast  piece  of  technology,"  says  Al- 
bert E.  Montross,  CEO  of  Mylex  Corp.  in 
Fremont,  Calif.,  which  is  making  a  com- 
puter storage  device  using  StrongARM. 

But  Intel  must  act  quickly.  In  the  nine 


OTHER    POWER  PC 

3.2%  3.9% 

•32-BIT  RISC  MICROPROCESSORS 
DATA  INSIDE  THE  NEW  COMPUTER  INDUSTRY 


But  Intel  has  yet  to  prove  it  can  cut 
it  in  the  dowm-and-dirty  appliance  mar- 
ket. While  PC  makers  line  up  to  buy 
Intel's  latest,  most  poweiful  processors, 
appliance  makers  require  customized 
chips  that  aren't  going  to  become  obso- 
lete every  six  months.  They  also  don't 
care  about  the  reams  of  PC  software — 
Intel's  biggest  advantage  in  the  PC  seg- 
ment. "In  this  market,  Intel  is  like  any- 
body else,"  says  Lavi  Lev,  senior 
vice-president  of  engineering  for  em- 
bedded-chip rival  MIPS  Technologies  Inc. 
And  that's  an  unfamiliar  place  for  the 
king  of  chips. 

By  Andy  Reinhardt  in  Santa  Clara, 
Calif.,  with  Peter  Burrows  in  New  York 
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TELEVISION 


THIS  LiniE  PEACOCK 
IS  SHOWING  SOME  PLUCK 

While  it  still  has  more  flash  than  cash,  MSNBC  is  nipping  at  CNN's  heels 

When  Cable  News 
Network  aired 
and  subsequent- 
ly retracted  on 
July  2  an  investigative 
documentary  on  Opera- 
tion Tailwind  alleging  the 
U.  S.  military  used  nerve 
gas  during  the  Vietnam 
War,  some  irate  viewers 
may  have  voted  with 
their  clickers.  During 
July,  an  average  of 
593,000  households 
watched  CNN  in  prime 
time,  a  di'op  from  680,000 
a  year  earlier,  according 
to  Nielsen  Media  Re- 
seai'ch.  That  same  month, 
CNN's  upstart  rival 
MSNBC,  aided  in  part  by 
its  expanding  distribu- 
tion, increased  its  prime- 
time  household  viewer- 
ship  144%,  to  134,000 
from  55,000. 

Although  they  may 
have  smelled  blood  in 
CNN's  stumble,  msnbc  ex- 
ecutives say  they  already 
thought  theu'  competitoi''s 
market  position  had  been 
vulnerable  for  quite  a 
while.  "If  anyone  was 
smelling  blood,"  says 
Erik  Sorenson,  MSNBC's 
vice-president  and  gener- 
al manager,  "it  was  be- 
ing smelled  before  Tail- 
wind  cropped  up." 

POPULAR  SITE.     Indeed,  MSNBC,  wlth  ItS 
MSNBC  has  been  gi-adually  high-tech  gloSS, 

ganung  ground  as  a  play-      °  ' 
er  in  the  24-hour  news  draWS  the  afliuent 
business.  Backed  by  Mi- 
crosoft Coi-p.  and  General 
Electric  Co.'s  nbc  unit, 
the  $500  million  cable  and  online  news 
venture  is  the  cornerstone  of  NBC's 
elaborate  strategy  to  prepare  itself  for 
the  day  when  TV  and  the  Internet  are 
the  same  thing. 


KEY  TURF 


25-to-54  age  group 


Already,  msnbc  is  avail- 
able in  42  million  house- 
holds, representing  more 
than  half  the  country's  ca- 
bled homes,  and  has  inked 
deals  to  be  available  in  61 
million  homes  by  2001.  Al- 
though its  audience  is  still 
a  fraction  of  cnn's,  msnbc  is 
staking  out  territory  among  younger 
viewers  that  advertisers  covet:  44%  of 
MSNBC's  prime-time  audience  was  in 
the  key  25-to-54  age  group  during  the 
second  quarter  of  1998,  compared  with 


24%'  of  CNN's.  "Make  no  mistake  a  rti 
it,  they  are  being  pressui'ed  by  MS>  f 
says  Robert  E.  Igiel,  U.S.  broacli 
director  for  Media  Edge,  the  ni(r 
buying  arm  of  Young  &  Rubicam 
The  MSNBC.com  Web  site,  meanw 
has  steadily  increased  its  reach 
point  where  it  gets  som.e  5  mi; 
unique,  or  separate,  visitors  a  m(B 
making  it  one  of  the  top  news  s 
according  to  research  firm  ]M|ali 
Metrix. 

Despite  its  gains,  rivals  still  dif 
MSNBC  as  little  more  than  a  hobby 
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Rivals  still  dismiss  the  upstart  network  as  little  more 
than  a  hobby  farm  for  Bill  Gates 


licrosoft  chief  William  H.  Gates 
nd  a  costly  promotional  outlet  for 
which  has  made  no  secret  of  its 
to  diversify  outside  of  its  sagging 
ork  business.  "They  have  spent 
inse  amounts  of  nbc  on-air  pro- 
)n  time  on  MSNBC,"  says  a  cnn  of- 

ABC  News  President  David  West- 
;ently  told  a  gathering  of  TV  critics 
[lad  ABC  not  ditched  its  own  plans 
n  all-news  channel,  it  would  be 
I  over  $100  million  a  year.  "From 
)lic  relations  point  of  view,  I  think 
res  them  an  advantage,"  Westin 
)f  NBC.  "I  have  yet  to  identify  an- 

advantage." 
;hough  they  won't  dis- 
its  losses,  NBC  execu- 

insist  MSNBC  is  on 

to  break  even  ahead 
ledule  in  2000,  despite 
resence  of  a  smaller 

player.  News  Corp.'s 
"lews  Network.  Based 
iNBC's  growing  reach 

icent  valuations  in  ca- 

annel  deals,  nbc  ex- 

oelieve    msnbc — not 

ng  its  Web  site — is  al- 

worth  more  than  $1 

.  "It  has  more  than 

id  the  resources  that 

gone  into  it,"  says 

t  C.  Wright,  NBC's 

ent       and  chief 

ive. 

le  MSNBC  positions 
'.work  for  a  high-tech 
it  is  helping  trans- 
JBC's  costly  network 
nit  into  a  viable  busi- 
[SNBC  is  beamed  out 
inverted  warehouse 
lucus,  N.J.,  hued  in 
?  orange-tinted  blues,  that  might 
e|  jubled  as  a  set  in  the  film  Star- 
oopers.  Such  NBC  News  person- 
as  Tom  Brokaw,  Katie  Couric, 
le  Pauley  routinely  show  up  on 
•epackaged  for  msnbc,  which  can 
Tupted  at  any  time  for  breaking 
n  one  of  NBC  News  President 
V  Lack's  boldest  synergistic 
MSNBC's  hour-long  The  News 
rian  Williams — which  suffers 
'  of  going  up  against  cnn  pow- 
1  Larry  King  Live — is  aired 
1  hour  later  on  nbc's  business 
channel  cnbc.  "We're  getting  a 
ilue  out  of  that  program,"  says 


sources  and  its  marketing  muscle.  TV 
journalists  sit  side-by-side  with 
MSNBC.com  Webheads  in  Secaucus  who 
feed  data  to  an  online  newsroom  in 
Seattle.  Already,  a  mention  on  Dateline 
NBC  to  go  to  MSNBC  for  more  informa- 
tion on  a  stoiy  can  send  100,000  viewers 
to  that  site.  According  to  Media  Metiix, 
the  share  of  home  Web  surfers  visiting 
MSNBC.com  has  increased  from  3.3%  in 
August,  1997,  to  4.9%  in  June.  Archiival 
CNN.com  had  a  3.9%-  reach,  while 
usAtoday.com  had  2.6%.  (cnn  has  sepa- 
rate news  sites  for  sports,  business,  and 
politics,  which  it  argues  generate  as 


MSNBC  EDGES  CLOSER  IN  TV 
NEWS... 

NUMBER  OF  HOUSEHOLDS  WATCHING* 


CNN 

MSNBC 

FOX  NEWS 

1998     2  88,000 

90,000 

36,000 

1997     2  83,000 

26,000 

15,000 

24-hour  ratings  averages  during  second  quarter 

DATA  NIELSEN  MEDIA  RESEARCH 


...WHILE  BAHLING 
IN  CYBERSPACE 

NUMBER  OF  "UNIQUE"  VISITORS  TO  NEWS  WEB  SITES  DURING  JUNE  (MILLIONS) 


ZDNET.COM 

5.859 

PATHFINDER.COM 

4.5 

MSNBC.COM 

4.275 

CNN.COM 

3.971 

USAT0DAY.COM 

2.592 

CNET.COM 

2.098 

alue  Microsoft  is  getting  out  of 
1  is  from  both  nbc's  news  re- 


DATA  RELEVANT  KNOWLEDGE 

much  as  27%  more  traffic 
than  MSNBC  if  measured 
together.) 

MSNBC's  appeal  has  been  boosted  by 
Microsoft's  technological  knowhow.  One 
new  feature,  for  example,  allows  local 
news,  weather,  and  sports  to  pop  up 
at  the  entry  of  a  zip  code.  For  now, 
however,  online  news  is  a  commodity 
for  which  little  is  paid.  The  vision  of  a 
lucrative  Web  business  tied  to  inter- 
active TV  has  been  slow  to  develop, 
says  Peter  Neupert,  a  former  high- 
ranking  MSNBC  executive  who  recently 
left  Microsoft.  "It's  going  to  take  a  lot 
longer  than  anybody  expected,"  says 
Neupert,  who  is  now  chief  executive 
of  drugstore.com. 

Pete  Higgins,  gi'oup  vice-president 


of  Microsoft's  Interactive  Media  Group, 
concedes  that  although  ad  sales  are 
growing  at  a  rapid  pace,  profits  are 
still  a  long  way  off.  However,  he  says, 
the  software  giant  is  in  this  for  the 
long  term.  "It's  a  core  part  of  what  we 
want  to  offer,"  Higgins  says.  "If  you 
take  an  asset  view  of  the  world,  we 
have  built  a  gi-eat  asset."  Eventually, 
the  goal  is  to  provide  what  Higgins 
calls  "truly  personalized  news,"  where 
consumers  can  call  up  a  rich  variety 
of  text  or  video — at  a  price. 
MARITAL  TENSIONS.  In  the  meantime, 
MSNBC's  partners  may  find  themselves 
with  divergent  interests.  While  nbc 
has  invested  in  the  portal  Snap!,  Mi- 
crosoft has  created  a  rival  service, 
start.com.  And  just  as  Microsoft  oper- 
ates the  personal-finance  portal  in- 
vestor.com,  NBC  plans  to  pour  resources 
into  a  CNBC.com  portal.  Another  source 
of  tension  for  nbc  comes  from  its  own 
affiliates.  Alan  W.  Frank,  general  man- 
ager of  nbc's  Detroit  affiliate  wdiv-tv 
and  chair  of  the  network's  affiliate-re- 
lations board,  describes  his  reaction  to 
promos  on  his  station  that  direct  view- 
ers to  MSNBC:  "Wait  a  minute,  we're 
televising  something  else  here!"  nbc 
recently  offered  the  affiliates  a  small 
piece  of  equity  in  msnbc,  but  those 
^  talks  are  preliminary, 
and  most  affiliates  are 
said  to  prefer  another 
form  of  payment. 

Dealing  with  its 
owners  and  affiliates 
is  one  thing. 
MSNBC's  biggest 
challenge  remains 
its  Time  Warner 
Inc. -owned  com- 
titor,  whom  no  one  is 
counting  out.  Despite  its  tough 
July,  CNN  held  its  ratings  while  its 
household  audience  increased  10%  dui'- 
ing  the  first  seven  months  of  1998  com- 
pared with  1997,  according  to  Nielsen. 
CNN  spokesman  Steven  Haworth  also 
says  that  although  ratings  are  down 
at  CNN's  Headline  News,  it  still  has 
the  youngest  viewers  of  any  of  the 
news  services,  msnbc  included.  "It's 
getting  camp  to  say:  'Let's  go  for  a 
younger  demogi'aphic,'"  Haworth  says 
dismissively.  Since  a  full  rollout  of  in- 
teractive TV  is  still  years  away,  the 
true  battle  between  these  services  has 
yet  to  be  fought.  But  clearly,  msnbc 
has  got  its  rival's  attention. 

By  Richard  Siklos,  with  Amy 
Cortese  in  New  York 
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Sports  Business 


WOMEN'S  TENNIS 


VOLLEY 

OF  THE  DOLLS 

Producer  Ai'non  Milchan  goes  Hollywood  with  the  WTA  Tour 


In  late  March,  Amon  Milchan,  pro- 
ducer of  such  hits  as  Pretty  Woman, 
L.  A  Confidential,  and  now  The  Ne- 
gotiator, was  taking  a  meeting  at  his 
house  in  Malibu.  As  the  Pacific  lapped 
the  beach  outside,  the  onetime  fertilizer 
merchant  fi'om  Israel  announced  his  sup- 
port for  a  remake  of  what  for  the  past 
couple  of  years  has  been  a  ver\'  con- 
fused show:  women's  tennis. 

By  the  end  of  the  day,  Milchan,  who 
owTis  a  49.5%  stake  in  the  Si. 4  billion 
production  company  Regency  Enter- 
prises, had  the  assembled  tennis  execs 
believing  that  maybe  he  wasn't  just 
another  Holh'wood  smoke  machine.  He 
pledged  S120  miUion  in  a  nine-year  deal 
for  the  worldwide  xv  rights  to  the 
Corel  WTA  Tour — a  "good  script  for  the 
price,"  as  he  describes  it.  Milchan 
figures  that  by  going  Hollwood  with 
the  tour — and  promoting  the  hottest- 
looking  players — he  can  heighten 
the  game's  appeal  and  collect  much 


more  than  he  paid  from  Tv  outlets. 

His  timing  may  be  impeccable.  A  gag- 
gle of  teenage  supei-stars  has  burst  onto 
the  toiu-  in  the  past  couple  of  years  and 
gi-abbed  media  attention.  Sassy  upstarts 
such  as  Mailina  Hmgis,  Anna  Koumiko- 
va,  and  sisters  Venus  and  Serena 
Williams  have  vaiiously  graced  the  cov- 
er of  GQ,  appeared  on  60  Minutes,  posed 
for  Annie  Leibo\itz  in  Vogue,  and  made 
the  rounds  of  late-night  TV  talk  shows. 
SUDDEN  SHIFT.  By  trading  on  their  ap- 
peal and  attitude,  the  women  have  been 
leaN^ng  men's  tennis  in  the  dust:  In  foiu' 
of  the  past  six  Grand  Slam  finals,  do- 
mestic T^'  ratings  for  women  outpaced 
men.  The  women  were  just  plain  more 
interesting.  And  when  Kournikova,  a 
\eggy  IT-yeai'-old  Prussian  beauty,  with- 
drew unexpectedly  from  Wimbledon  this 
summer,  a  headline  in  the  British  tabloid 
The  Mirror  screamed:  "Notice  to  all 
men:  Wimbledon  is  over" 

All  this  is  a  far  cn'  from  the  recent 


MILCHAN  IN  MALIBU:  Entertain,, 

amateurs  have  been  running  tenni 

histoiy  of  the  women's  tour.  Until  I 
ruar\',  1996,  international  T\  right.-  v 
controlled  by  individual  tournament - 
the  toiu"  made  nothing  on  what  w  a? 
tentially  the  most  lucrative  segmer 
its  business.  The  tour  went  withoii: 
sponsor  for  all  of  1995.  In  1996  an- 1 
of  1997,  Corel— at  $4  million  a 
was  the  only  soiu'ce  of  sponsor  I'e 

InteiTially,  the  tour  was  in  shamlile 
had  i-un  through  tiiree  CEOs  in  a  ■ 
one  of  whom  lasted  only  a  day.  I: 
contract  was  set  to  expire  at  the  - 
1998,  and  it  hadn't  found  a  title  .-: 
to  replace  Corel.  (It  still  hasn't,  bu. 
CEO  Bart  McGuu'e  now  chinks  the 
could  command  S8  million  a  year.)  W 
more,  a  legal  battle 
between  marquee 
players  and  a  pack 
of  unknowTis   who  I 
had  taken  control  of  i 
the  players'  associa- 
tion threatened  the 
toiu^'s  veiT  e.xistence. 

Enter  Milchan 
(pronounced  Mill- 
shawn).  The  produc- 
er had  been  hungi-y 

WHICH  ONE  IS  NOT  A 
SPICE  GIRL?  Anna 
Ko u rn ikova  (th ird 
from  right)  vnth  the 
original  grotip 
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'YOU'VE  SOT  TO  CIVE  PEOPLE  «  SPECTACLE' 


r 


wenty-five  years  ago,  in  a 
defining  moment  for 
women's  sports,  Billie  Jean 
'ing  beat  Bobby  Riggs  in  the 
Battle  of  the  Sexes, "  which  still 
olds  the  record  as  the  most 
eavily  attended  tennis  match  in 
istory.  Recently,  King,  founder 
f  the  Women's  Tennis  Assn. 
nd  co-founder/director  of  the 
hcPont  World  TeamTennis  pro 
•ague,  talked  with  Senior  Edi- 
rr  Ciro  Scotti  about  the  new 
mi  women's  tennis  is  taking. 


KING  iu  I'.n.l,  icIicH  she  beat  Riggs  and  helped 
change  the  public  perception  of  women's  sports 


:  [Amon  Milchan]  seems  to  want 
turn  women  teimis  players  into 
e  Spice  Girls  of  sports.  Isti't  tliat 
•actly  wJmt  you  didn't  want  to  do? 
:  Oh,  no.  I  don't  care  about  that, 
ist  the  opposite.  Why  do  you  think 
let  them  cany  me  out  on  that  lit- 
r  at  the  Riggs  match? 

sports  property  to  complement 
ncy's  recently  acquired  25%  stake 
;  somnolent  German  sports  brand 
I.  And  he  was  flush  ft'om  two  oth- 
f  deals:  In  September,  1997,  News 
.'s  20th  Century  Fox  Film  unit 
it  a  20%  stake  in  Regency  En- 
ses  for  $250  million.  And  in  June, 
acy  acquired  a  $600  million  Hne 

dit. 

ly  did  Milchan  pick  tennis?  For 
ling,  he's  a  tennis  fanatic.  At  53, 
in  plays  at  least  thi-ee  hours  every 
ng  and  can  slam  a  90-mph  serve, 
lore  important,  ever  since  watch- 
nnis  bad-boy  Hie  Nastase  in  the 
tie  has  thought  of  the  sport  as 
theater  that  could  translate  to  the 

screen.  "The  people  who  have 
unning  the  tennis  business  have 

been  career  people  or  amateuv^ 


Q:  You  think  it's  O.K.? 
A:  Oh,  absolutely.  It's  showtime.  It's 
fun.  You've  got  to  give  people  a 
spectacle.  The  trouble  is,  the  girls 
aren't  going  to  be  the  Spice  Gii"ls 
and  still  win  tennis  matches.  I've  got 
news  for  you:  Being  a  professional 
athlete  is  a  full-time  job.  If  they 

as  far  as  understanding  the  entertain- 
ment side,"  says  Milchan. 

Milchan  has  wasted  no  time  in  biing- 
ing  the  hot  lights  to  women's  tennis. 
He  airived  by  private  jet  at  the  French 
Open  with  Ai'nold  Schwarzenegger  and 
at  Wimbledon  vdth  Sean  Conneiy.  At 
the  Cannes  Film  Festival,  he  chartered 
a  300-foot  ship  and  invited  Don  Johnson 
and  Mary  Louise  Parker  to  mingle  vdth 
tennis  sensations  Serena  Wilhams  and 
Iva  Majoli. 

And  he's  also  wasted  no  time  hustling 
deals  to  cover  the  $13  million  a  year  he 
guaranteed  the  Women's  Tennis  Assn. 
So  fai;  he  has  signed  a  $3  million-a-year 
agreement  vwth  Eui-osport,  the  espn  of 
Europe,  and  is  close  to  inking  an  esti- 
mated $1  million-a-year  contract  with 
another  gi'oup  of  European  broadcast- 


"I  beat  you  so 
easily,"  Hingis 
once  told 
Kournikova,  who 
countered:  "But 
I'm  so  much  more 
marketable" 


think  they're  going  to  be  in 
movies  and  they're  going  to  do 
their  sports,  they  won't  be  able 
to  maintain  their  performance 
level. 

Q:  So  the  reason  you  go  to  a  ten- 
nis match  isn't  to  see  a  good  ten- 
nis player,  it's  to  see  a  sexy  ten- 
nis player? 

A:  Sex  is  a  part  of  it.  I  mean,  if 
someone  is  really  good- 
looking  . . .  God  bless  'em.  They 
got  lucky.  They're  going  to  get 
—  more.  What  I  don't  want  is  it  to 
always  be  just  the  cute  woman.  I 
would  like  both.  The  only  reason  the 
good-looking  women  get  recognized 
at  all  is  that  they're  really  good. 
Take  [Anna]  Kournikova.  She  would 
not  be  getting  all  this  attention  if 
she  didn't  play  great  tennis.  She 
wouldn't. 

ers.  He  also  has  a  $2  million  deal  with  a 
Japanese  outlet.  But  Milchan  ex^pects  the 
biggest  payoff  to  come  from  News 
Corp.'s  vast  empire — including  Fox 
Sports  Network,  British  Sky  TV,  and 
Australian  Stai'  Network.  In  the  next 
few  months,  the  tour  expects  to  an- 
nounce a  sizable  deal  with  espn  and  Fox. 
LEONARDO  AND  BRAD.  For  Milchan, 
women's  tennis  is  just  another  movie. 
And  he  likes  to  mull  over  possible 
scenes:  On-couil  cameras  flash  the  glam- 
our girls  on  the  screen  and  then  cut  to 
the  audience,  where  Leonai'do  DiCaprio 
or  Brad  Pitt  ar-e  taking  in  the  action.  "If 
I'm  paying  some  guy  $18  million  to  do  a 
part,  I  don't  think  he'll  say  no  if  I  ask 
him  to  come  watch  some  games  and 
have  some  fun,"  says  Milchan. 

To  make  the  show  a  blockbuster, 
Milchan — like  any  producer — is  count- 
ing on  his  actors.  Some  people,  however, 
have  a  problem  with  turning  a  player 
like  Kournikova,  a  legal  minor,  into  a 
tennis  vamp.  "She's  too  young  to  be 
selling  sex,"  says  CBS  tennis  commenta- 
tor Maiy  Carillo.  "Some  of  the  pictures 
of  her  really  make  me  nei-vous — she's 
barely  got  anything  on." 

In  Milchan's  nish  to  remake  women's 
tennis,  he  has  little  time  for  such  con- 
cerns, though  enthusiasm  may  occasion- 
ally cloud  his  tliinking.  He  says  he  plans 
to  use  costume  designers  to  outfit 
women  players — no  matter  what  brand 
of  clothing  they  wear.  And  to  better 
"stage"  the  game,  he'd  like  to  change 
the  way  it  is  scored.  "Am  I  dreaming?" 
Milchan  asks,  laughing.  Uh  huh. 

By  Brad  Wolvertmi 
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DOES  SAMSUNG  CONTROL 
SE  Rl PAK? 

Her  ties  to  the  conglomerate  may  complicate  endorsement  deals 

Hand-made  sign  spotted  at 
a  recent  LPGA  golf  tour- 
nament: "Tiger  Out,  Pak 
In."  The  hottest  golfer  on  the 
planet  this  season  isn't  the 
guy  who  dresses  like  he's 
been  dipped  in  a  bucket  of 
Swooshes.  Tiger  Woods,  de- 
spite the  hype,  has  but  one 
win  in  1998.  Now — in  case 
you've  been  stuck  on  Ken 
Starr's  grand  jury  all  sum- 
mer— it's  20-year-old  Se  Ri 
Pak  of  South  Korea  who  is 
suddenly  setting  records  and 
pushing  up  TV  ratings. 

After  sweeping  to  three 
victones — including  the  piTzed 
U.S.  Women's  Open — in  a 
torrid  stretch  during  Jul>, 
Pak  went  fi'om  unlieralded  1 1 1 
practically  unbeatable.  Hei- 
four  wins  this  year,  including 
two  major  titles,  ai-e  the  most 
by  an  lpga  rookie  in  20 
years. 

For  any  othei-  pro  golfer, 
that  peiforTnance  would  mean 
an  avalanche  of  big-money 
endorsement  contracts.  But 
Pak  has  problems;  She's  a 
woman  golfer,  her  Enghsh  is 
a  work  in  progress,  and  she 
seems  tethered  to  Korean  conglomerate 
Samsung  Group. 

Corporate  America  has  long  over- 
looked Ladies  Professional  Golf  Assn. 
players,  prefening  to  hire  the  stars  of 
the  p<;a  Tour.  Says  Rick  Buiton  of  the 
Wai'saw  S))orts  Mai'keting  Center  at  the 
University  of  Oregon;  "In  all  the  years 
the  LPf'.A  has  existed,  no  one  has  broken 
out"  as  a  product  endorser. 

Still,  Pak  is  off  to  a  promising  start. 
Duiing  last  month's  U.S.  Open,  Pak,  her 
parents,  and  hei-  business  manager.  Sung 
Yong  "Steven"  Kil,  held  meetings  with 
several  major  golf  manufacturei's,  among 
them  Callaway  Golf  and  golf  ball  maker 
Maxfli.  But  negotiations  have  moved 
slowly,  in  part,  because  of  confusion  over 
who  speaks  for  Ptik.  Kil,  who  also  acts  as 
driver,  scheduler,  and  travel  agent,  is 
Pak's  second  representative  this  year.  A 


PAK  POWER:  She  is  stoking  interest  in  women's  golf 


thii-d,  said  to  be  img,  the  Cleveland-based 
sports-management  giant,  appears  to  be 
on  the  way. 

Whomever  Pak  chooses  can  expect  to 
be  on  the  phone  daily  to  Seoul,  head- 
quarters of  Samsung.  "The  position  of 
manager  of  the  professional  golfer  is 
quite  important,  not  only  for  the  player 
but  also  for  the  sponsoring  company," 
says  Raymond  Yoon,  director  of  coipo- 
rate  strategy  for  Samsung  America. 
Pak's  relationsliip  with  Samsung  is  close 
and  complex.  She  wears  its  logo  on  her 
hats  and  slacks.  And  she  is  about  to  de- 
but as  spokeswoman  and  model  for  Sam- 
sung's golf  clotliing  line,  Asti'a,  exj^ected 
in  U.S.  stores  next  spring. 

Samsung  is  paying  millions  to  Pak, 
but  how  many  millions  over  how  many 
years  isn't  clear.  Recently  pubhshed  re- 
ports say  Samsung  renegotiated  Pak's 


deal  after  her  string  of  victories  a 
now  is  paying  her  $3  milhon  a  year 
three  yeai-s.  Not  so,  says  Yoon.  He  ma 
tains  that  Pak's  basic  contract — estim 
ed  to  be  as  high  as  $1  million  a  yt 
for  10  years — "cannot  be  changed."  Yc 
adds,  however,  that  Samsung  is  d 
cussing  ways  to  compensate  Pak  for  1 
remarkable  play. 

Samsung's  ties  to  Pak  go  way  ba 
According  to  Yoon,  Samsung  Chainr 
Kun  Hee  Lee  watched  Pak  develop  1 
game  at  a  Samsung-owr 
course  near  Seoul.  Lat 
company  olBcials  airanged  : 
her  to  go  to  Florida  where  i 
Samsung's    expense,  s- 
trained  under  famed  golf  • 
structor  David  Leadbette 
Few  doubt  Samsung's  i.- 
jor  role  in  bringing  out  ^ 
best  golf  in  Pak.  But  si 
LPGA     observers     wun ' 
whether  she  would  be  beti 
served  by  making  moreti 
her  own  decisions.  Two  wei 
ago,  a  weaiy  Pak  compeii 
in  her  sLxth  consecutive  tc- 
nament,  the  du  Maurier  Cr 
sic  in  Windsor,  Ont.  She  i- 
ished  a  disappointing  13  sl:s 
behind  the  winner  and  hfi- 
ed  home  to  Orlando  for  w 
she  thought  would  be  a  w  i 
of  relaxation.  But  Samsi^ 
had  scheduled  a  three- 
photo  shoot  in  Orlando, 
flash,  Pak's  week  off  vanisu 
"That  was  a  shame.  She 
exhausted  and  really  loohj 
foi-wai'd  to  a  break,"  says  r 
mer  LPGA  star  Jane  Blalk 
who  worked  as  a  TV  cn 
mentator  at  the  du  Mauai 
"If  she  continues  to  be  d  t 
nated  by  outside  forces,  things  wil 
veiy  difficult  for  her." 

For  now,  however,  Pak  seems  bjj 
bearing  up  under  the  pressure.  SFi 
populai'  with  her  fellow  playei-s.  Andh 
has  charmed  the  media  with  her  'f 
esty  and  memorable  quotes,  delive 
in  improving,  yet  halting,  English,  ((c 
menting  on  a  cheering  galleiy,  Pal**! 
sei"ved:  "They  make  big  loud.")  Perif 
Pak's  gi'eatest  impact  so  far  has  * 
in  stoking  interest  in  women's  golf,  i' 
month,  thi'ee  toui'naments  in  whichia 
played  set  attendance  records, 
clearly  enjoys  playing,  and  oui'  fans  (j 
ly  enjoy  watching  her  play,"  says  f 
Commissioner  Jim  Ritts.  There'|r 
question  that  Pak,  as  the  sign  saj; 
"in."  Wliat's  less  certain  is  when  she  ' 
in  the  really  big  money. 

By  Mark  Hif 
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"Sprint's  international  calling 
plan  helps  my  team  build 
our  jingle  business  overseas." 


-Julie  Sizemore 

ThompMm  Creative 
IXillas,  TX 


Sign  up  with  Sprint  today  and  receive  15  million  leads,  Free. 


It's  just  a  part  of  Sprint's  Small  Business  Performance 
Pledge,  our  commitment  to  help  your  business.  Julie 
found  the  key  to  success  with  flexible  international  calling 
plans.  Just  one  of  our  wide  range  of  products  and  services 
that  can  make  telecommunications  a  powerful  part  of  your 
business  strategy.  We've  also  put  together  expert  advice 
into  unique  tool  kits  that  can  help  you  with  key  business 
challenges  like  improving  employee  effectiveness. 


What's  more,  if  you  sign  up  with  Sprint  today,  we'll  give 
you  Inc.  Magazine's  CD-ROM,  Prospect  Pro,  free. 
With  a  database  of  over 
15  million  business  to 
business  prospects,  plus 
the  software  to  target 
customers,  these  CD-ROMs  are 
ideal  for  the  small  business  looking  to  ring  up  new  sales. 
So  put  our  Small  Business  Performance  Pledge 
to  work  for  you. 

Call  today. 

1-800  •477- 1406 


Sprint. 


We  help  your  business  do  more  business' 


www. sprint  com/pledge/ 

Limited-lime  otter  Certain  restrictions  apply  Not  valid  wilti  any  ottier  offer  Promotion  subject  to  ctiange  31998  Spnnf  Communications  Company  L  P 
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CENDANT:  WHO'S 
TO  BLAME? 

A  loose  accounting  culture  may  lie  at  the  core  of  the  debacle 


In  all  the  hoopla  ovei"  questions  about 
former  Cendant  Corp.  Chairman 
Walter  A.  Forbes's  travel  expenses, 
it's  easy  to  lose  sight  of  one  telling 
detail:  Cendant  officials  can  find  only  a 
limited  number  of  Forbes's  expense  re- 
ports and  so  can't  veiify  how  a  substan- 
tial amount  of  those  fimds  were  spent. 
Forbes,  who  resigned  on  July  28  as  in- 
vestor anger  rose  over  the  company's 
accounting  scandal,  is  now  under  fii"e  for 
more  than  $1  miUion 
in  expenses  for  which 
he  was  reimbursed. 

Wliile  the  expenses 
may  in  fact  prove  le- 
gitimate, the  incident 
provides  a  glimpse  into 
the  loose  financial  con- 


QUESTIONS  OF  CONTROL 

Sources  close  to  Cendant  say 
loose  financial  oversight  may 
have  contributed  to  question- 
able accounting  at  CUC 


cue  was  long  knovwi  for  its  collegial 
and  infonnal  atmosphere.  But  foui*  indi- 
viduals close  to  Cendant  and  its  boai'd, 
who  all  declined  to  be  cjuoted,  say  that 
relaxed  culture  also  had  a  downside: 
They  say  cue's  financial  controls  were 
lax  and  insufficient  for  a  company  of  its 
size.  At  the  root  of  the  accounting  prob- 
lems, claim  the  sources:  cue's  financial 
oversight  did  not  matm-e  as  its  business 
gi-ew  into  an  enterprise  with  sales  in 
excess  of  $2  billion. 
The  lingeiTng  question, 
some  of  those  som'ces 
say,  is  whether  the 
loose  controls  at  cue 
were  a  ftmction  of  the 
company's  fast  growth, 
or  whether  they  were 


trols  of  cue  Interna-   i^J^^^^i^^Ji   left  intentionally  weak 


tional  Inc.,  which 
Forbes  merged  with 
Hemy  R.  Silverman's 
franchise  giant,  hfs 
Inc.,  last  year  to  foiTn 
Cendant.  The  con- 
tinued battle  over 
cue's  accounting  also 
shows  how  deep  the 
animosity  within  Cen- 
dant remains. 

Today,  four  months 
after  the  scandal  fii-st 
broke,  people  close  to  Silverman  says  he 
still  exoides  a  deep  sense  of  pei-sonaJ  out- 
rage. Now,  the  question  is  whether 
Forbes,  the  man  many  hold  accountable 
for  the  problems,  will  keep  his  nearly 
$50  million  severance  package.  If  Cen- 
dant's  accounting  investigation  finds  sig- 
nificant expense  iiregularities,  he  may 
be  forced  to  give  that  up. 
COLLEGIAL  ATMOSPHERE.  Forbes  has  re- 
peatedly denies!  all  knowledge  of  ac- 
counting shenanigans  within  cue  busi- 
nesses. He  maintains  his  expenses  were 
appropriately  billed  to  the  company  and 
has  promised  to  provide  a  full  accounting. 
He  declined  to  comment  on  CUf  :'s  controls 
until  an  investigation  by  Cendant's  audit 
committee  is  complete.  Silvennan  also 
declined  to  comment  on  the  controls. 


►  A  marginalized  audit 
team — based  hundreds  of 
miles  from  the  company's 
Stamford  (Conn.)  main 
office — wasn't  focused  on  ver- 
ifying accounting  practices. 

►  Inadequate  accounting  soft- 
ware required  most  revenues 
and  expenses  to  be  manually 
entered  when  preparing  finan- 
cial statements. 


to  hide  questionable 
accounting. 

Intentional  or  not, 
the  price  of  cue's  laxi- 
ty is  staggering:  Cen- 
dant says  that  60%  of 
cue's  net  income  for 
1997  simply  did  not  ex- 
ist. The  ongoing  inves- 
tigation has  shown 
that  the  effect  on  Cen- 
dant was  to  inflate  its 
net  income  before 
charges  in  1997  by  up  to  $250  million. 
The  Secimties  &  Exchange  Commission 
and  U.  S.  Attorney's  office  in  Newai'k, 
N.J.,  are  investigating,  Cendant  says. 

Wliile  there  is  no  evidence  Forbes  had 
a  role  in  what  Cendant  has  described  as 
fi'aud,  he  appeal's  not  to  have  put  ade- 
quate checks  and  balances  in  place  at 
the  booming  CUC.  For  one  thing,  clue's  in- 
ternal auditors  were  based  in  Nashville, 
fai'  fi'om  the  company's  main  Stamford 
(Conn.)  office.  And  one  of  the  sources 
close  to  Cendant  says  much  of  that 
gi'oup's  work  focused  on  examining  op- 
erational questions  such  as  how  to  im- 
prove the  efficiency  of  certain  businesses, 
rather  than  verii^ing  cue's  books  and 
accounting  practices. 

One  source  familiar  with  cue's  ac- 


counting denies  the  auditors'  distj 
was  a  problem,  because  they  regu 
met  alone  with  the  cue  board's  J 
committee  and  outside  auditors  Err  .j^ 
Young,  and  they  had  the  fi-eedom  to 
into  what  they  wanted.  j,, 

However,  outside  experts  say 
such  an  arrangement  could  have  ui 
mined  their  role  as  financial  watchr^" 
"Internal  auditor's  should  be  at 
quarters,  where  they  are  close  t( 
board  and  top  executives,"  says  j'^' 
H.  Car-ley,  an  accounting  professor  a  „ " 
Wharton  School.  "And  their-  first  pr  " 
should  be  financial  matters." 

At  the  same  time,  cue's  accou:*'' 
systems  were  far-  from  cutting-edge  ' 
cording  to  one  person  familiar  w 
July  27  briefing  conducted  for  the  b 
of  Cendant's  audit  committee  by  A'' I 
Andersen  &  Co.,  which  was  hired  t ' 
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ic  accounting  mess,  cue  had  not 
ill  the  kind  of  highly  automated 
1^  system  used  by  many  lai-ge 
;  's,  including  hfs. 
1  those  automated  systems,  rev- 
it  should  be  recognized  over  a 
1  i-month  period,  for  example, 
1  itrimatically  be  coded  to  hit  the 
1  tatement  under  that  schedule. 

re,  the  accounting  department 
e  iff  software  that  required  most 
u,   and  expenses  to  be  manually 
ej  ivhen  prepaiTng  financial  state- 
liat's  a  big  job  to  do  manually," 
Ciesielski,  publisher  of  the  An- 
zcounthig  Observer.  "In  theory 
So  it  right,  but  you  have  to  have 
checks  and  balances.  Why 
you  want  to  automate  some- 
important?" 

ot  clear  whether  such  issues 


The  former 
CEO  says  the 
$1  million- 
plus  in 
private  jet 
and  hotel 
expenses 
that  he 
incurred  was 
"justified" 


FORBES:  HIS  SEVER- 
ANCE MAY  BE  IN  PERIL 


were  flagged  by  Ernst 
&  Young.  Ernst  & 
Young  says  its  audits  of 
cue's  financials  were 
done  in  keeping  with 
professional  standards 
but  adds  that  auditors 
may  not  be  able  to  find 
fraud.  Given  the  magni- 
tude of  the  apparent 
fimid,  it's  not  surprising 
that  the  firm  declined  to 
comment  on  cue's  con- 
trols, saying  it  may  be 
named  as  a  defendant 
in  litigation  sun'ounding 
Cendant. 

In  fact,  even  after 
the  merger  of  hfs  and 
cue,  the  discovery  of 
cue's  accounting  problems  may  have 
been  delayed  by  an  unusual  an-angement. 
Under  the  terms  stnick  by  Silvennan 
and  Forbes,  cue  and  hfs  financial  re- 
porting operations  were  to  stay  separate 
for  a  while.  But  Silverman's  team  began 
raising  questions  in  late  Februaiy  about 
the  quahty  of  information  it  was  getting 
from  Stamford. 

Silverman  reassigned  several  cue  fi- 
nancial executives  with  Forbes's  agi-ee- 
ment.  Shortly  after  that,  Cendant  chief 
accounting  officer  Scott  Forbes — no  re- 
lation to  Walter — and  another  executive 
went  to  Stamford  to  meet  lower-level 
accounting  managers  from  the  fornner 
cue.  Those  managers  revealed  some 
questionable  practices,  including  accel- 
erated recognition  of  revenues.  The  rev- 
elations quickly  triggered  the  current 
investigation. 


That  inquiry  now  has  also  put  Walter 
Forbes's  spending  under  scrutiny.  Ac- 
cording to  one  source  close  to  the  board, 
internal  auditors  from  Silverman's  team 
and  Arthur  Andersen  have  raised  ques- 
tions about  a  series  of  expenses  Forbes 
billed  to  the  company  fi-om  1995  through 
the  first  quarter  of  1998.  Cash  advances 
totaling  nearly  $600,000  were  made  to 
him,  for  example,  but  Cendant  officials 
have  found  no  formal  expense  reports  to 
show  that  the  money  was  used  for  busi- 
ness. Forbes  says  that  he  often  spent 
his  own  funds  on  business  and  that  those 
cash  payments  were  reimbursements.  He 
says  he  generally  filed  expense  reports 
weekly,  adding,  "aU  my  expenses  were 
justified." 

JET  TURBULENCE.  The  greatest  scrutiny, 
for  now,  is  on  Forbes's  use  of  private 
planes.  Forbes  owns  shares  in  two  jets 
for  which  he  personally  pays  a  monthly 
fee  plus  per-hour  charges.  Use  of  the 
planes  for  company  business  would  be 
billed  to  cue.  But  sources  close  to  Cen- 
dant say  the  hourly  charge  on  trips 
billed  to  the  company  was  sometimes 
as  much  as  tvvice  the  market  rate  for 
those  two  jets. 

Forbes  denies  that  any  charges  for 
the  planes  were  out  of  proportion.  He 
says  the  charges  factored  in  the  total 
cost  of  his  share  in  the  jets,  and  that  all 
travel  billed  to  the  company  was  related 
to  business.  Moreover,  he  says  the 
arrangement  was  approved  by  the  com- 
pensation committee  of  the  cue  board. 

More  troubling:  Forbes  wrote  a  memo 
last  year  requesting  reimbui'sement  for 
$596,000  in  ah-  travel  expenses  from  1995 
and  1996.  According  to  two  sources  who 
have  seen  the  memo,  it  contains  a  hand- 
wiitten  note  across  the  bottom  indicating 
that  the  expense  should  be  chai-ged  to 
the  merger  reserves  related  to  the  hfs 
deal.  Such  expenses,  Cendant  officials 
confiiTn,  ai'e  not  likely  to  be  appropriate 
merger  charges.  Two  somx-es  close  to  the 
board  say  the  presence  of  such  an  in- 
struction on  Forbes's  memo  raises  ques- 
tions about  whether  he  may  have  known 
of  some  of  cue's  improper  merger  ac- 
counting. Forbes  says  the  travel  charges 
were  legitimate  e.xpenses,  that  he  has 
not  seen  the  notation  on  the  memo,  and 
that  it  is  not  his  handwinting.  He  also 
says  he  never  directed  anyone  at  cue  to 
set  up  any  merger  reserves. 

If  Forbes  cannot  document  that  the 
travel  and  cash  advances  were  proper, 
Cendant's  board  may  try  to  reclaim  his 
nearly  $50  million  severance  payout.  And 
Forbes  could  wind  up  paying  a  di'amati- 
cally  higher  price  for  weaknesses  at  the 
company  he  created. 

By  Amy  Barrett  in  Philadelphia 
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COMMENTARY 

By  Jennifer  Reingold  &  Amy  Barrett 


M&A  FRENZY  MAY  BE  SCUHUNG  DUE  DILIGENCE 


Are  there  any  more  minefields  out 
there?  Stunned  investors  are 
gathering  their  wits  following 
the  spectacular  blowup  of  Cendant 
Corp.,  the  company  formed  last  year 
by  the  merger  of  hfs  Inc.  with  cue 
International  Inc.  As  Cendant's  stock 
has  collapsed  amid  allegations  of 
false  revenue  creation  at  cue, 
investors  are  beginning  to  wonder 
whether  the  frenzied  race  to  do 
deals  has  left  proper  due  dili- 
gence in  its  wake.  "As  the 
pace  of  these  types  of  trans- 
actions quickens,"  says  Abe 
Mastbaum,  chief  financial 
officer  at  Amencan  Securi- 
ties, an  investment  fii-m, 
"it's  Hkely  that  things  will 
be  missed." 

He  may  be  right.  Even 
in  the  best  of  times,  due 
diUgence  may  not  cover  all 
the  bases  investors  assume 
it  does.  And  for  those  who 
like  their  accounting  consei'v- 
ative,  these  are  hai'dly  the  best 
of  times.  Thanks  to  a  host  of  rea- 
sons, companies  appeal"  to  be  slipping 
when  it  comes  to  cai'efully  checking 
then-  new  partners'  books.  Along  with 
the  record  number  of  mergei's,  the 
prevalence  of  deals  done  with  over- 
priced stock  and  the  rising  populaiity 
of  "mergers  of  equals"  ai"e  also  big 
factors.  The  upshot:  Ferreting  out  a 
bad  deal  may  be  tougher  than  ever — 
and  when  problems  arise,  investoi-s 
may  pay  the  price. 
HIGH  STRESS.  Start  with  the  sheer- 
speed  and  magnitude  of  the  wheeling 
and  dealing  on  Wall  Str-eet.  m&a  activ- 
ity is  hitting  record  levels:  Accor'ding 
to  Securities  Data  Co.,  6,300  deals 
worth  a  walloping  $1.1  trilHon  have 
been  armounced  this  year-,  up  from  the 
$913  billion  in  deals  done  in  all  of 
1997.  And  many  of  those  megadeals 
are  being  put  together  in  bar-ely  a 
week.  As  a  result,  banker-s,  consul- 
tant.s,  accountants,  and  lawyers  ai"e 
under  pressui'e  to  do  then-  due  dili- 
gence as  fast  as  possible.  Says  Jack 
Levy,  global  head  of  merger's  &  acqui- 
sitions at  Menill  Lynch  &  Co.:  "The 
level  of  M&A  activity  is  clearly  stress- 
ing the  system." 

But  even  in  a  stress-free  system, 


due  diligence  may  not  always  find  the 
skeletons  in  a  company's  closet.  While 
there's  no  shortage  of  critics  asking 
"where  were  the  accountants  and  in- 
vestment banker-s?"  after  a  failure  like 
Cendant's,  in  truth  there  is  no  agr-eed- 
upon  definition  of  proper  due  diligence. 
Nor-mal  standar-ds  have  never-  required 
that  every  scrawl  in  the  ledger  be  de- 


SCRUTINY-FREE? 
In  a  "merger  of  equals,"  asking 
to  see  the  books  can  kill  a  deal. 
And  in  stock  trades,  dealmakers 
often  do  less  research 

coded.  Unlike  an  initial  public  offering, 
where  neariy  every  rock  is  turned 
over,  trust  plays  a  big  role  in  public 
company  mergers.  "Ther-e  ar-e  a  lot  of 
value  judgments,  depending  on  the 
speed  [of  a  deal],"  says  Benjamin  W. 
McCleai-y,  a  partner  at  investment 
bank  McFar-land  Dewey  &  Co. 

This  means  that  in  a  deal  involving 
a  pubHc  company,  due  diligence  starts 
with  the  assumption  that  its  audited 
figures  are  accur-ate.  Lawyers  review 
contr-acts  and  liabilities,  while  bankers 
plug  nimibers  into  financial  models  to 
verify  projections.  But  M&A  specialists 
say  it's  pretty  r*ai*e  for  an  acquirer  to 
go  much  beyond  the  published  finan- 
ciaJs  and  scrutinize  the  inter-nal  books. 

The  recent  popularity  of  "mergers 
of  equals" — ^in  which  CEOs  agr-ee  to 
share  power  and  work  out  the  rest 


later — may  be  exacerbating  the  pi-ob- 
lem.  Because  both  sides  are  sticking  . 
ar-ound,  the  need  to  get  along  until  | 
the  deal  is  done  predominates.  In  / 
part,  that's  about  trust,  but  at  base,  ) 
it's  about  power-:  Since  no  one  domi-  { 
nates,  a  demand  to  see  the  other's 
books  can  MU  a  deal.  "There  is  less  o 
ficial  due  dihgence,"  confinns  a  senioi 
partner  at  one  Big  Five  accountancy. 
"Companies  ai-e  in  the  same  market 
the  executives  know  each  othei 
and  how  they  behave  reputa 
tionally.  They  beheve  that 
is  theu-  due  diligence." 
Moreover,  the  mai-ket 
continued  strength  over 
the  past  few  years  has 
increased  the  pressur 
even  with  norm.al 
mergers  and  accjui; 
tions.  That's  be- 
cause more  deals 
are  being  done  wi' 
A?isi  y  stock,  and  evei-yor 
y   in  i-ushing  to  get  in 
7  on  the  action  while 

they  can  still  use  supei'- 
charged  shares  as  their  ciui-ency. 
But  financial  pros  say  that  when  hig 
flying  stock  is  on  the  table  rather 
than  cash,  dealmaker-s  are  often  less 
car-eful.  "In  a  stock  deal  of  two  larg* 
pubHc  companies,  you  will  do  a  less  ; 
intensive  investigatoi-y  process  than 
you  are  doing  a  cash  deal,"  says  one 
banker. 

Will  the  Cendant  debacle  put  moi 
emphasis  on  car-eful  analysis?  James 
E.  Grefenstette,  senior  portfolio  ma 
ager  at  Federated  Investors,  which 
owned  275,000  Cendant  shares  until 
recently,  certainly  hopes  so.  "I'm  su 
Silverman  is  not  going  to  tr-ust  the 
next  set  of  books  he  sees,"  he  says. 
But  given  the  spate  of  recent  deals 
and  the  continuing  pressure  to  act- 
the  damage  may  ah'eady  be  done. 
"We  are  going  to  see  more. . .  dea!^ 
that  turn  out  to  be  busts,  in  part  bi 
cause  of  a  lack  of  due  diligence,"  sa 
Mark  L.  Mitchell,  visiting  associate 
professor  at  Hai-vai'd  business  scho> 
Investors,  you  may  be  on  your  owr 

Management  editor  Reingold  an 
Philadelphia  bureau  chief  Barrett 
have  followed  the  Cendant  saga. 
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street  smarts. 


styling  that  captures  the  imagination.  Engineering  that 
defies  convention.  Chrysler  has  found  the  most  direct 

route  to  success  lies  upon  the  road  less  traveled.  And  that 
road   is   getting  shorter  every  day.  Because  Rockwell 

automation  is  helping  Chrysler  streamline  development  of 
innovative  vehicles  to  save  months  of  time  and  millions  of 
dollars .  Just   as   Rockwell   solutions   help   all   kinds  of 

other  businesses  run  even  smarter,  ^k^;  Whether  it's  the 
semiconductor  chip  that  puts  the  precision  of  GPS 
satellite  navigation  into  a  receiver  the  size  of  a  credit 
card.  The    avionics    that    automatically    monitor  the 

systems  of  an  intercontinental  jet  to  help  its  crew 
operate  more  efficiently,  ^^wot  Or  the  automation  systems 
that  help  a  catalog  retailer  ship  nearly  half  a  million 
packages    a    day.  Intelligent    answers    for  companies 

in  the  fast  lane.  Because  whatever  your  business, 
the  bottom   line   is    this.    C'c.'^    You  succeed.     We  succeed.^ 


Rockwell 

Elsctronxc  Controls  and  Communications 
www . rockwell . com 


Legal  Affairs 


ANTITRUST 


MICROSOFT  TAKES 
THE  STAND 

It  readies  an  E-mail  trail  aimed  at  proving  the  Justice  Dept.  dead  wrong 


When  the  U.S.  Justice 
Dept.  sued  Microsoft 
Coip.  in  May,  it  packed 
its  legal  papers  with  de- 
tails of  the  dirt  the 
agency  had  uncovered  in  its  nearly  two- 
yeai-  investigation  of  the  company.  Justice 
cited  exi^losive  witness  testimony,  for  ex- 
ample, charging  that  Microsoft  traveled 
to  archrival  Netscape  Communications 


strategy,  Microsoft  will  use  its  mid-Au- 
gust court  filing  as  an  opportunity  to 
tell  its  own  version  of  the  history  of 
the  company's  Internet-development  ef- 
fort. Refuting  Justice  Dept.  claims  that 
Microsoft  wrapped  a  Web  browser  into 
its  Windows  operating  system  with  the 
aim  of  crippling  Netscape,  Microsoft 
hopes  to  demonstrate  that  it  planned 
on  adding  Internet  browsing  into  Win- 


In  the  world  according  to  Bill  Gat 
Microsoft's  Internet  odyssey  began 
1993.  That  December,  four  months  1 
fore  Netscape's  predecessor  compa: 
Mosaic,  was  even  incorporated,  sa 
and  marketing  chief  Steven  A.  Balln 
sent  Gates  an  E-mail  wondering  if  t 
company  should  focus  on  the  Inten 
when  assembling  Windows  9f- 


Corp.'s  headquarters  _   _ 

i.  1W5  and  X„»ed  E-MAIL:  IT'S  MICROSOFT'S  TURN 

illegally  dividing  the 

One  of  Microsoft's  key  arguments  in  its  war  against  the 
Justice  Dept.  will  be  that  the  company  planned  on 
integrating  Internet  technology  into  Windows  before  rival 
Netscape  was  created  in  April  of  1994.  Some  of  the 
internal  E-mail  it  may  use  to  back  this  up: 


browser  mai'ket.  The 
agency  also  quoted 
dozens  of  internal 
Microsoft  E-mail  mes- 
sages and  public  state- 
ments in  wMch  execu- 
tives threatened  to, 
among  other  things, 
cut  off  Netscape's  "aii" 
supply." 

Now,  the  software 
giant  is  getting  a 
chance  to  fire  back. 
On  Aug.  10,  the  com- 
pany is  expected  to 
file  not  only  its  fii-st 
detailed  defense  but 
also  a  motion  for 
summary  judgment 
asking  U.  S.  District 
Couit  Judge  Thomas  Penfield  Jackson  to 
dismiss  the  case  vrithout  holding  a  trial. 

Using  then-  own  collection  of  E-mail 
messages  and  memos,  Microsoft's  attor- 
neys hope  to  demonstrate  that  Justice's 
portrayal  of  the  company  is  dead  wrong. 
Rather  than  illegally  trying  to  drive 
Netscape  out  of  the  browser  business, 
as  tiTistbusters  allege,  Microsoft  will  of- 
fer evidence  that  it  was  simply  tiying  to 
give  consumers  more  for  their  money. 
"For  Microsoft  to  say  they  want  to 
win — that's  what  competitors  are  sup- 
posed to  do,"  says  Charles  F.  Rule,  a 
foiTner  Justice  Dept.  antitrust  chief  who 
IS  now  a  legal  consultant  to  Microsoft. 

Based  on  infbmiation  from  com!  doc- 
uments and  interviews  vrith  people  who 
are  familiar  with  the  company's  legal 


iil  think  we  could  really 
popularize  [Windows  95] . . . 
if  we  could  say  [it's]  the 
greatest  front  end  to  the 
Internet  n 

—  STEVE  BALLMER,  then  head  of  sales, 
in  a  Dec.  7, 1993,  message  to  CEO  Bill  Gates 


dows  before  Netscape  even  exist- 
ed.  Microsoft  will  also  attempt  to  ^^^"^ 
show  that  Justice  has  quoted  many  in- 
ternal E-mail  messages  out  of  context. 

The  Justice  Dept.  declined  to  com- 
ment, but  in  a  court  filing  last  yeai-  the 
agency  said  that  "Microsoft's  description 
of  its  intention  to  include  bi'owsing  func- 
tionality in  Windows  95  'in  late  1993  and 
early  1994' ...  is  simply  false."  Justice  ar- 
gued in  that  document  that  Microsoft's 
eai"ly  plans  to  add  Internet  capability  to 
Windows  were  not  concrete  and  did  not 
include  several  important  technologies. 
Additionally,  the  agency  contended  that 
other  internal  corjwrate  documents,  some 
written  as  late  as  1996,  indicate  the  com- 
pany viewed  its  Interaet  Explorer  and 
Windows  95  as  separate  products. 


then  code-named  Chicago. 
"I  think  we  could  really  populaie 
Chicago ...  if  we  could  say  [it's]  'e 
greatest  front  end  to  the  Intern  ' 
WTote  Ballmer,  who  is  now  the  con ' 
ny's  president. 

In  an  E-mail  that  addressed  is^ 
raised  by  Ballmer,  engineering  mani  i 
Cliff  Bamford  on  Dec.  16,  1993,  arg  d 
that  an  Internet  browser  should  be  |rt 
of  the  operating  system.  "An  Intefit 
pr-oduct  will  really  need  to  be  a  serieoi 
integi'ated  products,"  Bamford  wrol 

At  the  same  time,  a  handful  of  Mio- 
soft's  engineers  were  up  to  their  elb'S 
in  Internet  technologies.  Networlig 
engineer  James  Allard  had  for  moiis^ 
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led  of  adding  standard  Internet 
irking,  search,  and  document-pi-e- 
ion  technologies  to  Windows,  tum- 
into  "[the]  next  killer  application 
;  Internet,"  according  to  a  memo 
it  to  Microsoft's  product  develop- 
managers  in  January,  1994.  His 
specifically  detailed  how  browsing 
ilogy  should  be  added  to  the  op- 
5  system. 

rosoft's  Internet  push  got  under 
1  earnest  on  April  6,  1994,  when 
and  20  product-development  man- 
md  engineers  spent  an  entu'e  day 

it  over  at  the  historic  Shumway 
in  in  Kirkland,  Wash. — an  event 
;eitain  to  be  analyzed  at  length  in 
al.  Since  the  meeting  took  place 
vo  days  after  Netscape  was  qui- 
ganized  by  a  gi'oup  of  engineers 
ntain  View,  Calif.,  Microsoft  execs 
um  they  had  not  even  heard  of 
npany  at  the  time, 
his  point.  Gates  was  only  gi-adu- 
imiing  up  to  the  potential  of  the 
it.  Still,  at  the  Shumway  meeting 
lonished  his  engineers  to  embrace 
lania  and  look  for  ways  to  add 
ts  such  as  Internet-based  net- 
g,  E-mail,  Web  access,  and  navi- 

to  Windows.  A  few  days  after 
;eting,  one  of  his  lieutenants, 
:  Sinofsky,  ciixulated  a  technology 
nt  containing  specific  plans  for 


ii  Now  I  assign  the  Internet  the  highest  . 
level  of  importance.  It's  critical  to  every 

part  of  our  business  bill  gates,  to  the  executive  staff 
on  May  26, 1995,  three  months  before  Windows  95  shipped.  From  a  memo  titled 
"The  Internet  Tidal  Wave" 


carrying  out  this  strategy.  In  keep- 
ing with  Gates's  wishes,  the  sys- 
tems gToup  also  included  "integi-ate 
Net  browsing"  into  Windows  95  as 
one  of  their  key  objectives  in  a 
tkree-year  plan  they  circulated  a 
few  weeks  aftei-wards. 

It  was  a  year  later  that  a  scout- 
ing party  fi-om  Microsoft  traveled 
to  Netscape's  Mountain  View 
board  room  for  a  fateful  meeting 
that  ultimately  launched  the  Jus- 
tice Dept.'s  investigation.  On  the 
Microsoft  side  were  alliance  spe- 
cialist Dan  Rosen,  Allard,  and  a 
handful  of  others.  Representing 
Netscape  were  Chief  Executive  James 
L.  Barksdale,  marketer  Michael  J. 
Homer,  and  chief  technologist  Marc  L. 
Andreessen — who  took  notes  on  his 
portable  computer. 

The  Justice  Dept.  says  Microsoft  had 
a  proposition  to  make.  It  alleges  that 
Microsoft  wanted  to  illegally  split  the 
market  with  Netscape,  and  offered  to 
forego  creating  browsers  for  operating 
systems  other  than  its  upcoming  Win- 
dows 95  if  Netscape  opted  out  of  the 
Windows  95  browser  market.  Sources 
close  to  Netscape  add  that  Microsoft 
also  wanted  to  make  an  ecjuity  invest- 
ment in  Netscape  and  take  a  board  seat 
(a  charge  Microsoft  doesn't  deny). 
"BIG  STICK."  The  unstated  implication, 
according  to  Justice  and  sources  at 
Netscape,  was  that  Netscape  would 
have  a  fight  on  its  hands  if  it  failed  to 
cooperate.  "There  was  a  series  of  car- 
rots, then  a  big  stick  hanging  there," 
says  one  Netscape  executive.  When 
Netscape  refused.  Justice  charges, 
Microsoft  launched  an  all-out  assault 
designed  to  put  the  young  company 
out  of  business.  Netscape  complained 
to  the  Justice  Dept.  about  Microsoft's 
tactics  shortly  after  the  meeting. 

The  meeting  has  since  emerged  as 
a  key  pillar  of  Justice's  case — and 
one  that  Microsoft  needs  to  knock 
down  if  it  hopes  to  win  in  couit.  The 


integration  [of  Internet  technology] 
help  us  win  mindshare  of  new  Internet 

illtS  f  f  —  Networking  engineer  JAMES  ALLARD, 

25, 1994,  E-mail  telling  managers  that  Windows  should  include 
i  messaging,  file  transfer,  search,  and  browsing 


plan,  according  to  sources  close  to 
Microsoft,  is  to  rely  on  depositions  of 
Microsoft  and  Netscape  participants  to 
establish  there  was  no  offer  of  collusion 
and  no  threat  of  retribution. 

Instead,  Microsoft  will  argue  that  it 
was  a  perfectly  normal  meeting  between 
an  operating-system  company  and  an 
independent  software  maker.  Sources 
familiar  with  the  company's  defense 
strategy  say  that  Microsoft  showed  off 
the  Internet  technology  it  was  building 
into  Windows  95  and  invited  Netscape 
to  take  advantage  of  those  new  fea- 
tures. And,  as  it  often  did  when  talking 
to  software  makers  building  products 
on  Windows,  Microsoft  also  tiied  to  map 
out  clearly  what  would  be  included  in 
the  operating  system  and  what  belonged 
in  the  other  company's  product — to 
avoid  unnecessary  conflicts.  Microsoft 
adds  it  has  an  agenda  printed  on 
Netscape  stationary  and  handwritten 
notes  from  one  of  its  people  that  make 
it  clear  that  they  didn't  try  to  carve  up 
the  browser  market. 

WUl  tills  be  enough  to  pei-suade  Judge 
Jackson?  That's  imcleai'.  But,  at  the  min- 
imum, it  will  provide  the  public  and 
opinion  makers  with  a  vastly  different 
view  of  the  company's  behavior  than  the 
one  they've  been  treated  to  so  far. 

By  Steve  Hamm  in  Sa>i  Mateo,  with 
Mike  France  in  New  York 
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A  SOUR  NOTE 
FOR  WASSERSTEIN 


A  foray  into  the  music 
biz-part  of  the  M&A  whiz's 
bid  to  become  a  media 
mogul-has  lost  millions 

The  scene  was  right  out  of  The 
Great  Gatsby:  a  14,000-square-foot 
home  nestled  on  25  acres  in  Long 
Island's  East  Hampton.  On  July 
31,  Wall  Street  investment  banker 
BiTice  Wasserstein  and  his  wife,  Claude, 
hosted  a  $25,000-a-head  fundraiser  for 
Bill  and  Hillary  Clinton.  After  dinner, 
the  60  guests  adjomTied  to  Wasserstein's 
hving  I'oom  for  a  casual  discussion  with 
the  president  and  his  wife. 

Overall,  it  has  been  a  great  year  for 
the  50-yeai-old  Wassei-stein.  He  published 
a  definitive  book  on  mergers  called  Big 
Deal.  The  ftrm  he  co-foimded,  Wasser- 
stein Perella  &  Co.,  just  celebrated  its 
10th  anniversaiy.  And  his  beautiful  new 
wife,  a  TV  pi-oducer,  is  pregnant  with 
their  fii'st  child.  One  of 
the  most  prominent  LOTS  OF  GREEN: 
M&A  bankers  in  the  Wassei;steiii 
1980s,  he  is  still  sought  mid  wife 
out  for  advice  on  meg'a-  Claude  at  their 
mergers.  East  Haynpton 

Although  Wasser-  estate  in  1996 
stein  appears  to  have 
it  all,  there's  still  the  emban-assing  Red 
Ant  matter.  Red  Ant  Enteitaimnent  is  a 
startup  recoi'd  label  that  over  the  past 
18  months  has  cost  Wasserstein  some 
$32  million  worth  of  giief  and  a  hard 
lesson  in  the  trendy  and  treacherous 
rock-music  business. 

Red  Ant  is  part  of  Wasserstein's  ef- 
forts to  become  a  media  mogul.  In  the 
past  four  years,  his  leveraged-buyout 
fund  bought  The  American  Lawyer 
from  Time  Warner  Inc.  and  the  The  Na- 
tional Law  Journal  from  Boston  Ven- 
tures for  about  $90  million  in  equity. 
He  is  also  developing  plans  for  a  new 
daily  newspaper  for  Wall  Street  attor- 
neys. He  owns  35%  of  imax  Corp.,  the 
Toronto-based  3-D  large-screen  movie- 
projection  company,  bought  for  $1.18  a 
share,  which  now  trades  at  20'X... 

But  so  far,  the  erudite  Harvard  Uni- 


versity law  and  B-scIiodI  grad  has  been 
fai'  less  successful  in  his  ambitious  foray 
into  the  glamorous  music  business.  Most 
financial  investors  avoid  the  industry, 
but  Wasserstein  thought  music  had  bet- 
ter retm-ns  than  film  or  TV.  Even  some 
of  Wasserstein's  partnei's  objected  to 
the  investment.  Six  weeks  after  staiting 
Red  Ant,  he  got  in  bed  with  Alliance 
Entertainment  Coii^.,  a  troubled  record 


THE  RED 
ANT  TRAP 

The  startup  record 
label  has  cost 
Wasserstein 
$32  million— so  far 


►JULY,  l|? 

Red  Ant  ifi 
launched  \ 
$20  millici 
from  Wassif- 
Perella 
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riMAKERS:  The  Siuiz  of  Man 
''ami  Davis  show  promise 

jutor,  with  the  grand  notion 
oming  the  next  Sony  or  Poly- 

Biit  within  a  year,  Alliance 
)ankrupt,  and  Red  Ant  had 
d  tlu'ough  Wasserstein  Perel- 
10  million  investment, 
willing  to  call  it  quits,  Was- 
;in  bought  Red  Ant  from 
uptcy  court  last  summer 
oured  in  $12  million  more, 
the  hope  is  that  Red  Ant 
old  its  own  like  another  of 
?rstein's  music  holdings, 
L,.  A.,  a  fledgling  Latin-mu- 
ibel  run  by  Madonna's  old 
end,  John  "Jellybean"  Benitez.  But 
ly  is  still  out  as  to  whether-  a  fimn 
istriped  investment  bankers  can 
it  rich  in  the  hip,  fickle  world  of 
ative  urban  music.  "Ultimately, 
erstein  Perella]  did  not  have  a 
understanding  of  the  music  busi- 
nd  how  it  functioned,"  says  Alvin 
ler,  the  music  iiKlustry  exec  who 
ed  Red  Ant  and  ran  it  for  Wasser- 
Wasserstein  and  his  colleagues  de- 
to  comment  on  the  record. 
•R  BUDGET.  Teller,  former  head  of 
lusic  Entertainment  Group  and 
icords,  seemed  hke  just  the  man 
J.  A  Harvard  B-school  gi'ad,  he 
insidered  one  of  the  music-indus- 
eats,  having  turned  mca's  music 
ito  the  most  profitable  part  of 
■  ut  Teller  was  also  a  man  used  to 

hundreds  of  millions  of  dollars  at 

^ertips,  not  to  being  a  bootstrap- 

itrepreneui'. 

decision  to  fund  yet  another  music 
ly  was  controversial  among  the 
stein  partners.  The  firm  had  al- 
ivested  $5  million  to  $10  million  of 
1  money  in  1995  in  H.O.  L.A., 
is  focused  on  Latino  crossover 
and  $5  million  more  in  jb  Music 
ling,  which  owns  copyrights  to 
)ngs  as  Will  Smith's  hit  Getthi' 
Vit  It.  The  fu-m  then  ponied  up 
lion  to  back  Teller  and  start  Red 
le  "ant"  came  fi-om  Teller's  ini- 
'heir  analysis  was  veiy  naive.  It 
iv  they  didn't  have  a  real  under- 
^  of  the  music  business,"  says  a 
idustry  exec  who  saw  Wasser- 
rella's  internal  documents  in  eval- 
vhether  it  should  fund  Red  Ant. 


And  Teller's  goals  went  be- 
yond startups.  He  wanted  dis- 
tribution to  the  masses,  some- 
thing he  had  at  MCA.  He  was 
receptive  when  Alliance,  then 
the  country's  lai'gest  independent 
record  distributor,  agi-eed  to  acquire  Red 
Ant  in  August,  1996,  six  weeks  after  Red 
Ant  was  formed.  That  left  Wasserstem 
with  only  15%  of  AlUance — and  only  two 
out  of  the  nine  board  seats.  But  Teller 
became  ceo  of  the  combined  company. 

The  deal  quickly  transformed  Red 
Ant  ft'om  a  fledgling  label  to  a  division 
of  a  large  company.  Alliance.  Red  Ant's 
mission  was  to  create  an  independent 
music  label  concentrating  on  rock,  ur- 
ban, and  hip-hop  music,  with  artists 
such  as  The  Sunz  of  Man,  Crumb, 
naked,  and  ultrahorse.  Six  months  aftei" 
its  formation  in  July,  1996,  it  had 
amassed  a  small  army  of  high-paid  em- 
ployees to  find  and  promote  new  acts. 

Exti'avagant  spending  was  rampant, 
with  fingers  pointing  all  around.  "I'm 
not  siu'e  who  was  responsible,  but  Red 
Ant  was  spending  a  hell  of  a  lot  of  mon- 
ey. They  certainly  went  fu-st  class,"  says 
fonner  Alliance  ceo  Joseph  Bianco.  Adds 
Teller:  "Red  Ant's  overhead  got  too  big, 
too  quickly."  But  he  blamed  others. 

In  hindsight,  it's  cleai'  Red  Ant  would 
have  been  better  off  on  its  own.  By 
1996,  the  music  industry  was  in  a  slmnp. 
Many  irrdependent  r'ecorxl  labels  went 
bust,  leaving  AlUance  holding  the  bag  to 
refund  recorxl  returns.  "Wasserstein 
Per-ella's  timing  couldn't  have  been 
worse  to  get  into  the  music-distribution 
business,"  says  Michael  Nathanson,  an 
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sold  to 
stributor 

:ment 
million 


With  the  music 
industry  in  a 
bad  slump. 
Alliance  files 
for  bankruptcy 


Wasserstein 
buys  Red  Ant 
from  bankruptcy 
court 

DATA,  BUSINESS  WEEK 


Red  Ant  gets 
three  acts  in 
the  top  20  R&B 
charts,  but  the 
label  awaits 
blockbusters 


mtei'national  media  analyst  at  Sanford 
C.  Bernstein  &  Co.  in  New  York. 

By  June,  1997,  Vanetij  and  Billboard 
were  speculating  about  Alliance's  possi- 
ble demise.  In  late  Augirst,  AUiance 
sank  into  Chapter  11.  Wlrile  Red  Ant 
was  left  out  of  the  bankruptcy  pr-oceed- 
ings,  it  was  still  owned  by  a  bankr-upt 
company.  Red  Ant,  out  of  capital,  shut 
down  for-  thr-ee  months. 
"NIGHTMARE."  Undaunted,  Wasserstein 
bought  the  label  back  fr-om  bankr^rptcy 
court  by  agreeing  to  pump  in  $12  mil- 
lion more,  which  got  Red  Ant  through 
part  of  '98.  "The  whole  Alliance  situation 
was  such  a  nightmare,"  says  Rick  Ross, 
CEO  of  Delicious  Vinyl  Records,  which 
was  once  50%  owned  by  Red  Ant. 

A  year  after  the  bankruptcy,  the 
prospects  for  Red  Ant,  independent 
again,  are  still  unclear.  One  record  exec 
says  the  cloud  of  the  Alliance  bank- 
ruptcy still  haimts  Red  Ant's  acts.  Many 
rmlio  stations  ar-e  gun-shy  about  giving 
them  airtime,  because  they're  not  sur-e 
the  pr'omotional  dollars  will  follow.  Oth- 
er's in  the  music  industry  call  the  com- 
pany Dead  Ant.  Says  one  nrusic-indus- 
try  exec:  "It  was  a  flea  on  a  dying  dog. 
When  the  dog  died,  the  flea  died,  too." 

Yet  the  flea  isn't  dead.  On  July  21, 
the  label  released  a  new  rap  album  by 
The  Surrz  of  Man,  which  landed  on  Bill- 
boartl's  top  200  best-selling  album  charts 
that  week.  Plus,  Red  Ant  has  tlu'ee  acts 
in  the  r&b  chart's  top  10,  including  Voic- 
es of  Theory  and  Tami  Davis.  But  even 
if  these  artists  don't  provide  the  nrajor 
hits  Wasser-stein  has  paid  so  deariy  for; 
expect  more  media  pur-chases.  He's  just 
starting  to  "get  jiggy  wit  it." 

By  Debra  Sparks  and  Leah  Nathans 
Spiro  in  New  York 
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OFFSHORE  SOUALL 
AT  PAINEWEBBER 

The  firm  fires  a  broker  who  promoted  a  tax  scheme 


It  was  just  another  sultry  day  at  the 
Atlantis  Resoit  &  Casino  on  Pai'adise 
Island,  Nassau,  the  Bahamas.  On  July 
25,  a  local  company.  International 
Trade  &  Investments  Ltd.,  was  holdinjj'  a 
seminar  on  a  topic  that,  after  toiuism,  is 
the  lifeblood  of  this  tidy  island  nation: 
how  to  invest  offshore.  In  addition  to 
Bahamian  government  officials,  one  of 
the  speakers  was  Teny  Cross,  a  veteran 
broker  with  PaineWebber  Inc.'s  San 
Francisco  office. 

Cross  pitched  the  audience  of  largely 
U.  S.  investors  on  an  enticing  an-ange- 
ment,  according  to  a  letter  obtained  by 
rwsiNESS  WEEK  and  wiitten  by  Daniel 
C.  Ertel,  a  cpa  who  attended  the  semi- 
nar. Ertel's  letter  described  the  pitch: 
set  up  a  corporation  in  the  Bahamas 
that  is  not  subject  to  income  tax.  The 
individual  then  can  invest  the  corpora- 
tion's funds  with  PaineWebber,  direct 
how  the  money  should  be  invested,  and 
even  gain  access  to  the  money  with  a 
credit  card  at  automaterl  tellei'  macliines 
in  the  U.  S. 

There's  only  one  problem: 
PaineWebber's  Cross  was  essentially 


promoting  an  illegal  tax-evasion  scheme, 
said  Ertel.  Cross  failed  to  mention  that 
U.  S.  citizens  are  recjuired  to  declare 
all  income,  including  income  earned  by 
offshore  corporations  owned  by  the 
taxpayer. 

Eitel,  a  CPA  foi'  80  years  and  a  fomier 
InteiTial  Revenue  Service  agent,  said  in 
his  letter  that  Cross's  speech  left  him 
"dumbfounded."  He  sent  the  letter  on 
July  27  to  PaineWebber's  genei-al  counsel, 
Theodore  A.  Levine.  Wrote  the  CPA,  "It 
seems  to  me  that  PaineWebber's  failm-e 
to  mention  possible  U.  S.  income  tax  con- 
sequences, as  well  as  suggesting  ways 
of  repatriating  the  earnings  from  the  for- 
eign investments  (without  payment  of 
income  taxes  thereon)  could  well  consti- 
tute conspiracy  under  18  use  Section 
371  It  is  only  a  matter  of  time  be- 
fore the  IRS  heai's  of  this  scheme  (if  they 
haven't  already)  and  goes  after 
Pame Webber  for  conspiracy,  plus  the  in- 
dividuals who,  failing  to  do  diligence  on 
theii'  own,  ]3aiticipated  in  tliis  tax  evasion 
scheme." 

The  blunt  letter  got  quick  results: 
PaineWebber  fired  Cross  at  once  and 


"It  is  only  a 
matter  of  time 
before  the  IRS 
hears  of  this 
scheme... and 
goes  after 
PaineWebber 
for  conspiracy" 

—  From  a  CPA's  letter 
to  PaineWebber 


fi'oze  his  customers'  accounts.  The  fa 
now  transfeiring  Cross's  accounts  o\ 
PaineWebber,  soui-ces  say.  "TeiTy  C 
was  terminated  pi'omptly  for  failini 
follow  fiiTn  policy,"  says  PaineWebi 
Levdne.  The  grounds:  speaking  at  s 
nars  imbeknovmst  to  PaineWebhe); 
several  sources  with  knowledge  oli 
matter.  When  asked  if  Cross  was 
moting  a  tax  evasion  scheme,  \a 
says:  "Our  fii'm  policy  is  to  lia\  i 
clients  consult  theii'  tax  advisers  tni 
advice  and  that  all  oiu-  employees  ;i 
compliance  with  U.  S.  tax  law." 
HIRE  ME.  Cross's  attorney,  Robeit  ( w 
denies  lus  client  was  advocating  t;i>: 
sion.  "At  no  time  did  Cross  counsel  i 
one  to  participate  in  unetliical  nr  i!. 
activities,"  he  says,  adding  that  an 
counts  Cross  opened  were  appriiM 
PaineWebber's  operations  depart  i 
"PaineWebber  knew  exactly  what  ■ 
accoimts  were,"  says  Gonser. 

Yet  Ertel  isn't  the  only  tax  v 
who  believes  that  this  type  of  ;ii 
has  serious  tax  consequences  tof 
citizens.  The  bottom  line:  A  U.  S.  c 
is  obliged  to  pay  income  taxes  regai' 
of  where  he  or  she  eams  it.  "1 
100%  [with  Ertel],"  says  Howai 
Rosen,  a  Coral  Gables  (Fla.)  tax  all 
and  CPA.  "It  sounds  like  tax  fraud.  < 
Felony.  Jail  time." 

Why  did  Ertel  stick  his  neck  on 
letter    said    that    he  thouglit 
Paiiie Webber  management  would  in 
erate  the  practices  Cross  outlinei  i 
also  wi-ote  that  PaineWebber  migh» 
sider  liiring  liim  as  a  consultant, 
who  was  unhappy  that  his  letter 
BUSINESS  WEEK,  says:  "I  felt  the  ; 
priate  coui'se  was  to  biing  it  to  t 
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n  of  the  company  in  a  confidential 
er." 

;  story  begins  with  Roy  Bouchier,  a 
ill  Englishman.  He  heads  rn,  wliich 
he  business  of  setting  up  "intema- 

business  companies"  in  the  Ba- 
3  for  clients,  many  of  whom  are 
citizens,  according  to  Bouchier  and 
tailed  ITI  Web  site. 
R?  Under  widely  used  Bahamian 
Bcs  are  tax-fi-ee  and  then-  "benefi- 
iwnere  do  not  have  to  reveal  them- 
even  to  Bahamian  authorities, 
tier's  ITI  works  this  way:  It  serves 
3  "legal"  owner  of  his  clients'  mc 
ipplies  the  ibc  with  a  physical  ofBce 

Bahamas  and  Bahamian  tnastees. 
jchier  found  an  ideal  partner  in 
,  who  spent  most  of  his  Wall  Street 
■  at  Kidder,  Peabody  &  Co.,  wliich 

Try  Cross  was 
minated  promptly 
failing  to  follow 
a  policy" 

HEODORE  A.  LEVINE, 
il  counsel,  PalneWebber 


squired  by  PaineWebber  in  1995. 
would  speak  at  Bouchier's  semi- 
id  attract  clients.  Boucluer's  clients 
deposit  money  in  their  ibcs.  Then 
ier  would  recommend  that  his 
'  iBCs  open  accounts  with 
/ebber.  Thus,  Bouchiei-'s  ITI,  as  the 
owner,  would  open  an  account 
aine Webber  on  behalf  of  the  "ben- 
owner,  often  a  U.  S.  citizen.  Mean- 
Paine Webber  would  have  a  record 
iccount  with  an  IBC,  but  the  fu'm 
't  know  who  the  "beneficial"  own- 

;hier  says  Cross  has  been  speak- 
■  his  conferences  for  the  past  five 
He  says  his  business  is  entirely 
loard  and  points  out  that  Ba- 
law  requires  him  to  do  serious 
igence  to  screen  his  customers, 
iieves  that  PaineWebber  "was 
nfair  to  Terry. . . .  He's  a  very 
roker  who's  handled  our  clients' 
expertly."  Bouchier  says  it's  up 
;lients  to  do  their  taxes  proper- 
always  recommends  that  U.  S. 
5  earning  money  offshore  pay 
^But  "we  cannot  guarantee  that 
).  It  is  between  them  and  their 
lace,"  says  Bouchier. 
e  world  of  offshore  investing,  lit- 
ilack  and  white.  But  one  thing 
!  ileal"  PaineWebber  has  a  taxing 
1 1  on  its  hands. 

'mh  NatMns  Spiro  in  New  York 


COMMENTARY 


By  Gary  Silverman 

UNCLE  SAM  IS  GIVING 
BANKS  A  FREE  RIDE 


Here's  a  quiz:  Name  a  lender  with       How  do  banks  use  the  loans?  The 
more  assets  than  Citicoi-p  and  a     answer  is  elusive.  "Because  money 
loan  book  gi-owing  25%  a  yeai*.       is  fungible,  there  is  currently  no  as- 
A  whirling  der-vish  in  the  capital  sui-ance  that  money  lent  by  the  Sys- 

markets,  this  outfit  can  sell  scores  of    tem  will  actually  be  used  to  finance 
bond  issues  in  a  day,  and  it  deals  in      housing,"  Ti-easury  Secretaiy 
so  much  ovemight  paper  that  its  Robeit  E.  Rubin  wi-ote  in  a  July  27 

debt  issuance  has  exceeded  the  U.  S.     letter  to  Senate  Banking  Committee 
Treasui-y's.  Any  idea?  It's  the  Feder-    Chaii-man  Alfonse  M.  D'Amato  (R- 
al  Home  Loan  Bank  System.  N.Y.).  Instead,  he  said,  the  system's 

And  what  is  the  Federal  Home       loans  have  "become  a  government- 
Loan  Bank  System?  In  essence,  it's     subsidized  source  of  funds  for  prac- 
a  government-sponsored  mechanism     tically  any  depositoiy  institution." 
to  help  finance  homebuying.  At  its  For  banks,  it's  a  good  deal.  They 

birth  during  the  Depression,  it  can  raise  funds  without  lifting  de- 

brought  liquidity  to  a  parched  mort-    posit  rates,  mnning  ads,  or  even 
gage  market.  Today,  it's  less  needed     maintaining  branches.  System  loans 
but  keeps  growing,  with  little  social     also  can  be  cheaper  than  other 
purpose  or  even  accountabihty.  In-      wholesale  funds  because  boiTowers 
deed,  the  now-$379  billion  financial      earn  dividends  on  the  stock  they 
institution  waited  until  July  to  pub-     buy  to  join  a  Home  Loan  Bank, 
lish  its  1997  annual  report.  To  be  sure,  there's  talk  of  im- 

The  system,  established  by  the        proving  the  system.  In  a  pilot  pro- 
Hoover  Adminis-  gi-am,  Chicago's 
tration,  consists                 Rlfi  PLAYER  Home  Loan  Bank 
of  12  regional                            ■                            is  directly  fund- 
Home  Loan             Largest  U.S.  financial  institutions,      ing  mortgages. 
Banks.  Its  role  is       ranked  by  assets  as  of  12/31/97       Congress  is 
to  raise  money        rank  institution  assets  (billions)      thinking  of  open- 
in  the  capital          1     FANNIE  MAE                      $392"    "Jf  the  system  to 

markets,  then    all  banks  wit  h 

lend  to  thi-ifts         2  CHASE  MANHAHAN  CORP.  366      less  than  $500 

and  banks,  which     3     FEDERAL  HOME  LOAN  BANKS       358     million  in  assets 
earn  the  right  to     ^     CITICORP 311  them 

boiTow  by  buy-    more  access  to 

ing  stock  in  their     5  NATIONSBANK  CORP  265     capital  markets. 

local  Home  Loan  data  federal  home  loan  bank  of  Chicago  "There  is  reform 

Bank.  The  system's  advantage  is  its     in  the  air — real  reform,"  says  Biiice 
government  link:  BoiTOwing  costs        A.  Monison,  chairman  of  the  Feder- 
ai"e  held  down  by  the  implicit  feder-     al  Housing  Finance  Board,  the  sys- 
al  backing  and  the  paper's  exemp-       tem's  regulator, 
tion  from  state  income  tax.  But  the  discussions  about  new 

NO  MONEY  TRAIL.  The  crisis  to  missions  overlook  the  key  issue, 

which  the  system  responded,  of  Banks  are  making  record  profits.  Do 

coui'se,  is  long  over.  Financial  mar-      they  really  need  such  subsidies? 
kets  are  awash  with  liquidity.  Banks       That's  a  particularly  troubling 
can  get  funds  by  selling  mortgages      question  now  that  federal  regulators 
in  a  huge  secondaiy  market.  But         are  expressing  doubts  about  bank 
the  Home  Loan  Banks  keep  raising     credit  standards.  Regulators  fear 
money.  Much  of  it — $143  billion  at       too  much  money  in  the  banking  sys- 
midyear — they  keep  for  themselves,     tem  is  chasing  too  few  good  deals, 
parking  it  in  higher-yielding  invest-      If  so,  the  Home  Loan  Banks,  for  all 
ments.  But  their  loans,  too,  have         their  capacity  to  do  good,  are  part 
soared — to  $228  billion,  double  of  the  problem.  It's  time  to  consider 

1993's  level.  As  of  Dec.  31,  the  sys-      whether  this  Depression-era  institu- 
tem  was  the  third-biggest  U.  S.  fi-       tion  still  makes  sense, 
nancial  institution,  behind  Fannie 

Mae  and  Chase  Manhattan  Corp.  Silverynan  covers  hanking. 
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CBS:  ARE  BUYERS 
TUNING  IN? 

What's  hot  at  CBS  (CBS)?  Despite 
lukewarm  ratings  for  its  network 
TV  shows,  the  stock  could  sizzle.  Ac- 
cording to  Street  pros,  moguls  such  as 
Bany  Diller  and  Sumner  Redstone  are 
interested  in  ac- 
COMING  INTO       quiring  the  cbs 
SHARPER  FOCUS     tv  network  and 
its   18   TV  sta- 
tions— if  not  the 
whole  company. 

The  stock,  now 
at  31,  has  gained 
only  16%  this 
year.  But  it  has 
more  than  dou- 
bled since  1996, 
when  it  was  still 
called  Westing- 
house  Electric.  If 
buyout  specula- 
tion spreads,  the 
stock  could  soai'. 
The  likely  outcome,  says  Mark  Boyai", 
who  heads  the  New  York  investment 
ftrm  that  beai's  his  name,  may  be  cbs 
selling  or  spinning  off  its  tv  network 
and  its  18  owned  stations,  and  retaining 
the  radio  operations — Infinity  Broad- 
casting, CBS  Radio  Netwoi'k,  and  more 
than  70  stations.  CBS  has  also  bought 
American  Radio  Systems,  which  owns 
and  provides  programs  for  100  stations. 
In  addition,  cbs  owns  two  cable-TV  net- 
works: The  Nashville  Network  and 
Country  Music  Television. 

Mel  Kamnazin,  the  new  coo  at  cbs, 
"is  a  dynamic  executive  and  a  vrinner: 
He  gets  upset  when  the  stock  is  down," 
says  Boyar.  "So  he  won't  stand  in  the 
way  of  enhancing  ces's  value — including 
the  sale  or  spin-off  of  assets."  And 
Diller,  he  notes,  has  always  wanted  cbs. 
Six  months  ago,  ramors  also  swirled 
about  Diner's  attraction  to  cbs. 

Tom  Graves  of  Standard  &  Poor's 
isn't  siu'e  a  deal  is  imminent,  but  notes 
that  cbs  is  a  "logical"  candidate  for 
either  usa  Networks,  which  Diller 
heads,  or  Viacom,  which  Redstone 
runs.  A  CBS  merger  with  either  com- 
pany "could  make  sense — but  more  so 
with  Diller's  company,"  says  Graves. 
USA  Networks  operates  TV  stations  de- 
voted mostly  to  local  progi'amming.  If 
Dillei-  owned  the  CBS  network  and  TV 
stations,  says  Graves,  Diller  would 


have  extensive  outlets  for  his  TV  shows. 

Analyst  Edward  Hatch  of  Warburg 
Dillon  Read  figures  that  its  TV  stations 
alone  are  worth  $8.4  billion,  or  14  a 
share,  and  its  tv  network  $3  billion,  or  5 
a  share.  The  radio  assets,  he  adds,  are' 
worth  much  more — $25  billion,  or  25  a 
share.  The  cable  network  is  worth  an- 
other $2.5  billion,  or  4  a  share. 

A  CBS  spokesman  says  it's  not  com- 
pany policy  to  comment  on  nomors.  Dit- 
to, says  Viacom's  Carl  Folta  and  USA 
Networks'  Jennifer  Goebel. 


TOP  TIPS 

IN  SMALL-CAPS 

Worried  about  small-cap  stocks  in 
this  market?  Not  Susan  French  of 
Northern  Trust  Global  Investments:  She 
wouldn't  have  any  other  l<ind.  French 
has  outscored  the  small-stock  indexes 
with  her  Small-Cap  Fund,  invested  in 
1,000  companies  with  average  caps  of 
$900  million.  Last  year,  her  fund  gained 
29.7%,  beating  the  Russell  2000  index' 
gain  of  22%.  And  this  year  through  July 
31,  the  fund  lost  1.71%,  vs.  Russell's 
wider  loss  of  3.4%. 

Topping  her  favorites  in  the  portfolio: 
Channing  Shoppes  (CHRS),  Integrated 
Device  Technology  (IDTI),  and  Glenayi'e 
Technologies  (gems).  French  notes  that 
they  aD  have  similai'  attributes:  They're 
out-of-favor  stocks,  selling  well  below 
their  intiinsic  woith.  Also  they're  cheap, 
compared  with  peers. 

Channing  Shoppes  has  1,135  stores  in 
43  states  specializing  in  moderately 
priced  women's  ap- 
parel. The  stock  is 
at  4%;,  down  from 
7X(;  last  September. 
Sales  for  the  year 
ended  Jan.  31, 
1998,  of  $1.01  bil- 
lion matched  those 
of  a  year  ago. 
Earnings  of  15(2  a 
share  are  expect- 
ed for  fiscal  1999, 
and  25e  for  2000. 

Integi'ated  De- 
vice, a  maker  of 
high-perfoiTnance 
circuits,  is  trading 
at  S'/u: — close  to  its  52-week  low  of  5.  It 
hit  16k;  in  mid-February.  Some  analysts 
see  a  big  tiunaround  next  yeai',  esti- 
mating earnings  of  53^  a  share,  vs.  a 
projected  loss  of  64(2  this  year. 

Glenayi'e,  a  worldwide  provider  of 
telecom  gear  and  related  software,  now 


FRENCH:  Her  f  u  nd 

outdid  the  indexes 


at  7M  a  share,  is  also  trading  close  to  it 
52-week  low.  But  it's  expected  to  she 
earnings  of  50^  a  share  this  year,  v; 
last  year's  loss  of  $1.28. 

ACID  MAY  LIVEN  UP 
SONIC  FOUNDRY 

Music  on  the  Internet  is  vigorous  bi 
volatile.  Stocks  of  companies  pr 
viding  online  music  have  been  on 
roller  coaster.  Enter  Sonic  Found) 
(SFO),  which  produces  PC-based  softwa 
products — designed  to  run  on  Windcv 
and  Windows  NT  operating  systems.  I 
chief  product,  called  acid,  gives  a  coi 
puter  the  capability  of  a  sound  staj 
producing  sound  that  will  help  tl 
user-s — both  amateurs  and  professio 
als — to  "create  music,"  that  could 
downloaded  on  a  CD. 

"That's  the  fascination  of  this  coi 
pany,"  says  Will  Hickey  of  Anchor  Ca 
ital  Advisers,  which  snapped  up  sor 
200,000  shares  when  the  company  we 
public  on  Apr.  22 


A  DOWNBEAT 
MOMENT 


at  15  a  share.  Tlie 
stock  has  since 
slumped  to  just 
above  7,  despite 
higher-than-ex- 
pected  thii"d-quar- 
ter  earnings  of  3(2 
a  share,  vs.  a  loss 
of  $1.73  a  year 
earlier.  No  mat- 
ter, says  Hickey, 
who  believes  Son- 
ic Foundry  is  a 
play  for  the  long 
haul  in  the  busi- 
ness of  creating 
multimedia  audio 
formats  on  the  Internet. 

Sonic  Foundry's  ACID  software  t 
mits  sound  to  the  PC,  where  users 
assemble  their  own  music,  expl 
Hickey.  Sound  engineers  can  use  i 
recoi'd  music  and  put  it  on  a  CD. 

Hickey  says  Sonic  Foundry's 
enues  could  hit  $20  million  in  199j 
fi'om  sales  of  acid  and  Sonic's  proi 
for  professionals  called  Sound  Forg- 
described  as  a  "word  processor"  for  ^ 
dio.  It  allows  users  to  store,  manii- 
late,  and  ti-ansfer  audio  in  digital  font 
Security  Capital  Trading  expects  1 
eaniings  of  300  a  share 
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A  TRIPLE  WHAMMY 
TO  THE  BOnOM  LINE 

The  GM  strike,  rising  wages,  and  Asia's  crisis  knock  net  income  back  by  2% 


For  more  than  a  few  quarters, 
falling  profits  have  seemed  a  dis- 
tant concern  for  Coi-jDorate  Amer- 
ica and  U.  S.  stock  investors.  No 
longer.  In  1998's  second  quaiter,  the  900 
companies  on  bu.sinp]ss  week's  Corpo- 
rate Scoreboard  earned  less  than  they 
did  in  the  same  peiiod  a  year  earlier — 


the  fii'st  time  that's  happened  since  late 
1995.  Net  income  fell  2%  for  the  quaiter, 
on  a  7%  rise  in  sales.  Even  absent  one- 
time charges  and  special  gains,  things 
didn't  look  much  better:  On  an  operating 
basis,  profits  rose  only  2%.  "It  was  a 
rotten  quaiter,"  says  David  Wyss,  chief 
economist  of  Standard  &  Poor's  DRI. 


For  culprits,  look  to  a  costly 
stiike,  rising  labor  costs  across  tin-  i 
omy,  and  an  increasingly  woni^ 
slowdown  overseas.  General  M( 
Corp.'s  earnings  ci'ashed  81%  bee 
of  the  United  Auto  Workers  strike, 
move  the  country's  largest  manufa^ 
er  from  the  Scoreboard,  and  the 


Winners  and  Losers 

INDUSTRIES 


in  Quarterly  Profits 

COMPANIES 


LEADERS 


WHO  MADE  THE  MOST 


PERCENTAGE  CHANGE  FROM 
-  1997's  SECOND  QUARTER 

\  DRUG  DISTRIBUTION  258 

PAPER  126 

<' TELEPHONE  COMPANIES  117 

DRUGS  &  RESEARCH  112 

MACHINE  &  HAND  TOOLS  98 

PAPER  CONTAINERS  73 

PRINTING  &  ADVERTISING  63 

TRANSPORTATION  SERVICES  51 

(^RETAILING  42 

SAVINGS  &  LOAN  36 

^  BANKS  MIDW/EST  31 

HOTEL  S  MOTEL  30 

TRUCKIN   ?,  SHIPPING  30 

SPECIALS  CHINERY  22 

MISCELLANl 'US  LEISURE  21 


PERCENTAGE  CHANGE  FROM 
1997's  SECOND  QUARTER 

COMPUTERS  &  PERIPHERALS  LOSS 

ELECTRONICS  LOSS 

TELECOMMUNICATIONS  LOSS 

GAS  UTILITIES  LOSS 

ELECTRICAL  PRODUCTS  LOSS 

ALUMINUM  -66 

ENTERTAINMENT  -.55 

/semiconductors  -54 

^  APPAREL  -47 

TEXTILES  -44 

railroads  -42 

NONFERROUS  METALS  -41 

COAL,  OIL  &  GAS  -31 

CARS  &  TRUCKS  -24 

^TEEL  -20 


GENERAL  ELECTRIC 

FORD  MOTOR 

MEDIAONE  GROUP 

PHILIP  MORRIS 

AMERITECH 

EXXON 

IBM 

.^^NATIONSBANK 

MICROSOFT 

MERCK 

COCA-COLA 

INTEL 
('TRAVELERS  GROUP 
5^  CITICORP 

CHASE  MANHATTAN 


MILLIONS  OF 
DOLLARS 

$2450 

2381 

2174 

1799 

1707 

1620 

1452 

1408 

1357 

1316 

1191 

1172 

^  1141 

1097 

1074 


WHO  LOST  THE  MOST 


MILLIONS  I 
OOLLAI 

COMPAQ  COMPUTER  -$3632 
MOTOROLA  -1328 
QV/EST  COMMUNICATIONS  -876 
XEROX  -712 
HOUSEHOLD  INTL.  -502 
COMPUTER  ASSOCIATES  -481 
ROCKVi/ELL  INTL.  -420 
NEXTEL  COMMUNICATIONS  -359 
VIACOM  -281 
CONSECO  -26J. 
SONAT  -25? 
LUCENT  TECHNOLOGIES  -23: 
SILICON  GRAPHICS  -22( 
NATIONAL  SEMICONDUCTOR-21; 
MCN  ENERGY  GROUP  -21( 
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field  broke  even.  U.  S.  wages  and 
3S,  meanwhile,  have  surged  4% 
'ear  Up  until  now,  productivity 
have  partially  offset  those  higher 
But  the  far  bigger  problem  for 
inies  this  quarter  was  the  Asia 
which  has  slashed  prices  and 
ip  demand  for  U.  S.  products  fi-om 
les  and  cellular  phones  to  cola, 
lappable  U.  S.  consumers  helped 
hings  from  getting  really  dismal, 
ner  spending  rose  5.8%  and  busi- 
;pending  was  up  a  respectable 
though  dowTi  from  17.8%  gi'owth 
previous  quarter,  according  to 
mmerce  Dept.  Still,  gi"oss  domes- 
duct  gained  only  1.4%  last  quar- 
3  some  extent,  payback  for  a 
start  to  the  year.  Much  of  the 
luarter's  staggering  5.4%  gdp 
i  came  from  a  record  $95.5  bil- 
lildup  in  inventories.  Now  that 
1  from.  Asia  is  falling  off  a  cliff, 
usinesses  are  adding  to  invento- 
half  that  rate.  With  industrial 
tion  down  0.6%  in  June,  econo- 
re  scrambling  to  lower  theii'  es- 
for  third-quarter  gi'owth. 
;CH  TRIALS.  Some  of  the  biggest 
)intments  are  being  posted  by 
ies  with  a  lot  of  business  in  Asia, 
la  Inc.,  which  took  a  $2  billion 
to  restructure  its  wireless  and 
iductor  operations,  blamed  Asia 
barely  breaking  even  on  an  op- 
basis.  Coca-Cola  Co.'s  profits 
by  9%,  to  $1.2  billion, 
^ng  Asian  currencies  and  the 
g  cheaper  imports  are  also  ham- 
U.  S.  profit  margins,  which  fell  to 
'  sales  last  quarter.  That  com- 
iith  6.4%  a  year  earlier,  making 
iir's  second-quarter  showing  the 
iSince  1994.  No  sector  suffered 
ian  high  technology.  U.  S.  manu- 
ss  faced  cheap  PCs  and  semicon- 
fflooding  the  market  from  Japan, 
ind  Taiwan,  which  exacerbated 
price  declines.  By  including  a 


$3.2  billion  write-off  related  to  its  pur- 
chase of  Digital  Equipment  Corp.,  PC 
maker  Compaq  Computer  Corp.  record- 
ed the  biggest  net  loss,  $8.6  billion. 

Commodity  prices  have  plummeted, 
pounding  a  broad  range  of  industries. 
Industrial  metals  are  down.  Oil  is  get- 
ting killed.  That's  good  news  for  air- 
lines and  tracking  fii-ms,  whose  profits 
gi'ew  15%-  and  30%,  respectively.  Among 
the  biggest  beneficiaries:  amr  Corp., 
whose  earnings  soai'ed  35%,  to  $409  mil- 
lion. But  with  crude  prices  off  more 
than  40%  from  a  year  ago,  earnings  for 
the  oil  sector  have  dropped  $2.1  billion. 

Even  companies  selling  gasoline  and 
other  refined  products,  wliich  have  main- 
tained better  margins,  suffered.  At 
Exxon  Corp.,  for  example,  profits  were 
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down  18%,  to  $1.6  billion.  That  looks 
bad  until  you  compare  it  with  Texaco 
Inc.,  down  40%,  and  Amoco  Corj).,  down 
54%'.  Don't  expect  a  quick  turnaround, 
either  "The  second  half  of  this  yeai'  will 
be  exceptionally  challenging,"  savs  Jack 
E.  Little,  CEO  of  Shell  Oil  Co.,  the  U.  S. 
subsidiary  of  Royal  Dutcli/Shell  Group. 

Still,  some  companies  and  industries 
are  bucking  the  trend.  General  Electric 
Co.  was  again  a  top  performer,  gener- 
ating a  Scoreboard-best  $2.5  billion  of 
profits,  up  13%'  from  last  year.  And  de- 
spite the  carnage  in  computer  hardwai-e, 
Microsoft  Corp.  parlayed  its  fat  34% 
profit  margins  into  a  28%'  income  gain. 

Most  local  phone  companies  also  did 
well.  Carriers  SBC  Communications  Inc. 
and  Ameritech  Corp.,  which  intend  to 


A  Spotlight  on  Second-Quarter  Profits 


AFTERTAX  PROFITS 
QUARTER  BY  QUARTER 

PERCENT  CHANGE  FROM 
SAME  PERIOD  OF  PRECEDING 
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INDUSTRIES  WITH  THE  BIGGEST 
DOLLAR  CHANGE  IN  THE  QUARTER 

There  is  no  disguising  the  weakness 
of  second-quarter  profits,  down  2% 
on  a  modest  revenue  increase  of  7%. 
Bad  news  from  Compaq  ($3.6  billion 
loss),  Motorola  ($1.3  billion  loss),  and 
General  Motors  (profits  down  81%) 
chopped  8%  off  the  all-industry 
results.  Losses  at  AT&T  and  Lucent 
Technologies  hurt  telecom,  and 
Intel's  29%  earnings  decline  soured 
semiconductors.  Profits  at  the  big 
oil  companies  also  came  up  dry. 
There  was  some  good  news,  though 
Ameritech  and  SBC  Communica- 
tions combined  to  make  phone 
companies  winners,  while  Eli 
Lilly's  comeback  from  a  $1.7 
billion  loss  and  solid  returns  at 
Merck  and  Pfizer  made  drugs 
pay  off.  Is  this  the  worst 
we'll  see,  or  just  the  start 
of  an  earnings  slide?  X 


CHANGE  IN  AFTERTAX 
PROFITS  FROM  1997 
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Corporate  Scoreboard 


Strong  consumer  spending  cushioned  the  drop 
in  earnings-and  offers  a  way  out  of  the  profit  squeeze 


merge,  saw  year-over-year  profit  com- 
parisons boosted  by  last  yeai-'s  huge  re- 
stracturing  charges.  SB('  went  from  a 
loss  of  $787  million  to  a  gain  of  $966 
million.  Ameritech's  jn'ofits  more  than 
tripled,  to  $1.7  billion.  Competition  was 
much  more  intense  in  long-distance, 
where  the  major  carriers  all  got  hurt. 
AT&T's  sales  gi'owth  was  just  1%,  for 
example,  and  its  $1.7  billion  after-tax 
restructuring  charge  left  the  company 
with  a  $143  million  loss. 

The  needs  of  an  aging  population 
boosted  diTigmakers.  Profits  at  Pfizer 
Inc.,  maker  of  the  dnig  Viagi'a,  swelled 
by  87%,  to  $628  million.  As  a  grouj), 
the  industry  saw  profits  double,  and  all 
the  big  drug  firms,  except  Pharmacia 
&  Upjohn  Inc.,  posted  double-digit 
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gi-owth.  With  HMOS  favoring  dmg  ther- 
apy over  costlier  options  like  sur-gery, 
pharmaceutical  companies  are  among 
the  few  industries  able  to  raise  prices. 

That  wasn't  the  case  in  autos.  Even 
so,  Cliiysler  managed  to  moi-e  than  dou- 
ble profits,  to  $1  billion,  thanks  largely 
to  deep  cost  cutting  and  the  continuing 


populaiity  of  sport-utility  vehicles.  F| 
Motor  Co.,  operating  without  the 
sociates  First  Capital  Corp.  unit 
was  spun  off  in  the  first  quarter,  poi 
7%  lower  sales  and  6%  less  profit. 

Some  analysts  worry  that  to  m 
then"  numbers,  the  Big  Thi-ee  auto  n 
ers  Hkely  stole  sales  from  the 
cjuarter  by  giving  customers  sweet  d 
on  trade-ins.  But  keeping  consun 
happy  and  spending,  in  any  way  p( 
ble,  may  be  the  only  way  out  of 
profit  squeeze  for  U.  S.  corporati 
Otherwise,  with  labor  costs  rising 
prices  stagnant,  executives  will  be  h 
pressed  to  improve  profit  margins 
return  to  positive  earnings  growth. 

By  Andrew  Osterland  in  Chic 
with  bureau  reports 


THE  ASIAN  FLU  NOW.  PNEUMONIA  LATER? 


Think  the  Asian  flu  has  already 
hit  the  U.  S.  economy?  This 
quarter's  profit  report  is  a  mild 
case  of  the  sniffles  compared  with 
what's  to  come.  In  second-quarter 
reports,  "company  after  company 
mentioned  weakness  in  Asia  as  an 
uncertainty  for  future  earnings," 
says  Benjamin  Zacks,  executive 
vice-president  of  Zacks  Investment 
Research  in  Chicago.  "Not  one  gave 
any  inkling  that  they  expected  an 
upturn." 

Hopes  for  the  summer's  profits  are 
already  falHng.  Analysts  who  started 
1998  predicting  a  15%  average  gain 
in  third-quarter  eai'nings  for  the 
Standard  &  Pooris  500  companies 
slashed  their  forecast  to  7.2%  by 
Aug.  1,  according  to  sui-veys  by  First 
Call  Corp.  For  all  of  1998,  Fii-st  Call 
expects  profits  to  rise  7.1%-,  down 
from  11%-  in  1997. 

SOBERING  SCENARIO.  The  Asian  cri- 
sis lias  been  moving  through  the 
U.  S.  economy  since  last  summer. 
The  fii'st  casualties  were  companies 
whose  overseas  operations  earned  lo- 
cal-cuiTency  profits  that  suddenly 
were  worth  far  fewer  dollars.  That 
effect  will  last  into  the  fourth  quar- 
ter for  comjianies  operating  in  Thai- 
land and  Makiysia,  and  well  into  1999 
for  those  with  Indonesian  outlets. 
Next  to  suffer  were  producers  of 


VALUE  OF  ASIAN 
CURRENCIES 
AGAINST  THE 
DOLLAR* 


commodities — from  oil  to  food  to 
semiconductors — whose  prices  react 
instantly  to  drops  in  global  demand. 
At  Intel  Coip. — where  profits  fell  29% 
last  quarter  as  Asian  sales  remained 
flat— a  spokesman  sighed:  "A  return 
of  growth  in  Asia  isn't  something  we 
exiject  soon." 

Indeed,  economists 
predict  that  Asia's 
economies  won't  hit 
bottom  until  mid- 
1999,  and  demand 
won't  pick  up  much 
until  some  time  in 
2000  (page  46).  The 
worst-case  scenario? 
Economists  from 
Standard  &  Poor's 
DRi  recently  assigned 
a  20%  to  25%  chance 
to  a  Japan-led  de- 
pression in  Asia. 

Now,  the  thii'd  stage — slovring  de- 
mand for  U.  S.  goods  sold  in  Asia — is 
hitting  home.  Governmencs  and  cor- 
porations in  Asia,  excluding  Japan, 
will  cut  their  spending  on  stiTictures 
and  equipment  by  20%  to  30%  this 
year,  says  Timothy  Condon,  an  econ- 
omist at  Morgan  Stanley  Dean  Wit- 
ter in  Hong  Kong.  Among  those  in 
danger  is  Boeing  Co.,  which  has  40%; 
of  its  backlog  earmarked  for  Asian 
customers  and  is  sitting  on  some  20 


TUMBLING  CURRENCIES 
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50. 
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▲  INDEX:  1990/QI=100 
'COUNTRIES  INCLUDE:  TAIWAN,  HONG  KONG. 
INDONESIA,  KOREA,  MAUYSIA,  SINGAPORE. 
THAILAND,  AND  CHINA 
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airliners  while  their  Asian  pur- 
chasers renegotiate  financing.  The 
biggest  tlu'eat  to  future  earnings:  Q 
ders  are  dropping  for  747s,  Boeing's 
most  profitable  jet. 

As  the  pain  continues,U.  S.  manu 
facturers  who  compete  wdth  ever- 
cheaper  Asian  ini' 
ports  could  feel  flu 
symptoms.  "Textil< 
TVS,  and  toys — tha 
the  next  battle- 
gi-ound,"  says  Mar 
M.  Zandi,  chief  ec( 
omist  at  Regional 
Financial  Associati 
Inc.  in  West 
Chester,  Pa. 

Some  U.  S.  com 
panies,  of  coui'se, 
vrill  continue  to  bf 
efit  from  Asia's 
woes.  Lower  prices  on  Asian  goodf 
are  holding  down  costs  at  retailers 
such  as  Wal-Mart  Stores  Inc.  Capii 
fleeing  Asia's  woes  has  helped  buo; 
the  financial-services  industiy.  But 
with  profits  growing  well  below  th 
optimistic  forecasts  of  early  1998, 
that  could  be  changing.  Wafl  Stree 
itself  could  prove  the  next  victim 
that  nasty  bug  from  the  Orient. 

By  Mike  McNamee  in  Washingt 
ivith  Mark  L.  Clifford  in  Hong  Ko 
and  Seanna  Browder  in  Seattle 
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sary 


.!  Includes  all  sales  and 
operating  revenues.  For 
includes  all  operating 
es. 

rS:  Net  income  before 
dinary  items.  For  banks, 


profits  are  net  income  after 
security  gains  or  losses. 
MARGINS:  Net  income  from 
continuing  operations  before 
extraordinary  items  as  percent 
of  sales. 

RETURN  ON  COMMON  EQUITY: 

Ratio  of  net  mcome  available 


for  common  stockholders  (most 
recent  12  months)  to  latest 
available  common  equity, 
which  includes  common  stock, 
capital  surplus,  and  retained 
earnings. 

PRICE-EARNINGS  RATIO:  Based 
on  July  24,  1998,  common- 


stock  price  and  corporate  earn- 
ings from  continuing  operations 
before  extraordinary  items  for 
most  recent  12-month  period. 
EARNINGS  PER  SHARE:  For 
most  recent  12-month  period. 
For  most  companies,  this  is 
diluted  earnings  per  share. 


•ANY  SALES  PROFITS 


2ND 

CHANGE 

6 

CHANGE 

2N0 

CHANGE 

6 

CHANGE 

2N0 

2ND 

EQUITY 

PRICE- 

MONTHS' 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARNINGS 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

ENDING 

RATIO 

PER 

$MIL. 

% 

SMIL 

% 

$MIL, 

% 

SMIL 

% 

% 

% 

6-30 

7-24 

SHARE 

NDUSTRY  COMPOSITE     1492596.1        7  2952147.2       7  87265.5      -2  195232.4     10       5.8     6.4       16.1      27  1.97 


.ROSPACE  &  DEFENSE 


iTRY  COMPOSITE 

32784.0 

4 

63899.3 

7 

1300.9 

-11 

2135.9 

-24 

4.0 

4.6 

3.1 

NM 

0.47 

13389.0 

8 

25330.0 

16 

258.0 

-46 

308.0 

-70 

1,9 

3,9 

-6.8 

NM 

-0.92 

AL  DYNAMICS 

1178.0 

14 

2332.0 

18 

92.0 

15 

174,0 

15 

7,8 

7,8 

17.1 

17 

2.68 

ICH  (B.  F.) 

1011.0 

19 

1948.7 

21 

55.9 

-13 

110.1 

17 

5,5 

7.5 

9.7 

24 

1.79 

[REAM  AEROSPACE 

557.0 

7 

1060.4 

18 

55.6 

41 

95.1 

21 

10,0 

7.6 

236.4 

14 

3.39 

EED  MARTIN 

6520.0 

-5 

12737.0 

-5 

289.0 

-6 

558.0 

-7 

4,4 

4.5 

-10.8 

NM 

-2.95 

IRT  NEWS  SHIPBUILDING 

465.0 

3 

862.0 

1 

15.0 

14 

32.0 

19 

3,4 

3.1 

-21.5 

NM 

-1.23 

ROP  GRUMMAN 

2139,0 

-4 

4153.0 

-4 

93.0 

-14 

81.0 

-58 

4,3 

4.8 

10.7 

21 

4.13 

ION  CASTPARTS  (9) 

370.0 

17 

725.2 

20 

24.4 

25 

48.7 

35 

5.6 

6,2 

15.3 

14 

3.73 

TRAND 

490.0 

11 

975.0 

18 

57,0 

33 

108.0 

38 

11.6 

9,8 

40,1 

15 

3.72 

TECHNOLOGIES 

6665,0** 

3 

12776.0 

3 

360,0 

18 

620,0 

17 

5.4 

4,7 

25.4 

21 

4.61 

ITOMOTIVE 

TRY  COMPOSITE 

111580.5 

-4 

223492.5 

-1 

4620.9 

-21 

25636.2 

141 

4.1 

5.1 

49.8 

6 

9.32 

RS  &  TRUCKS 

'  COMPOSITE 

96919.8 

-6 

195181.1 

-3 

3949.9 

-24 

24394.4 

155 

4.1 

5.1 

57.1 

5 

11.31 

.ER 

16488,0 

20 

32840.0 

12 

1003.0 

108 

2055,0 

36 

6.1 

3,5 

26.2 

12 

5,04 

OTOR 

37289,0 

-7 

73873.0 

-5 

2381.0 

-6 

20027,0 

401 

6,4 

6.3 

98.9 

3 

18,49 

I  MOTORS 

38901.0** 

-14 

80472.0 

-8 

389.0 

-81 

1993,0 

-49 

1,0 

4.6 

28,0 

11 

6,46 

\H  INTERNATIONAL  (2) 

2028.0 

32 

3745.0 

33 

67.0 

123 

105,0 

133 

3,3 

2.0 

23.4 

12 

2.54 

IH  TRUCK  (3) 

290.1 

64 

507.9 

46 

5.0 

79 

9.1 

72 

1.7 

1.6 

12.1 

15 

1.82 

1923.7 

15 

3743.2 

18 

104.9 

47 

205.3 

59 

5.5 

4.3 

25.5 

9 

5.35 

RTS  &  EQUIPMENT 

'  COMPOSITE 

11061.5 

19 

21180.5 

17 

439.6 

0 

772.5 

18 

4.0 

4.7 

16.2 

16 

2.19 

NDUSTRIES 

643.3 

2 

1235.7 

3 

27.7 

31 

41.2 

21 

4.3 

3.3 

13.9 

13 

3.01 

'ARNER  AUTOMOTIVE 

451,3 

0 

916.0 

3 

19.6 

-34 

45.6 

-16 

4.3 

5.6 

13.2 

12 

3.96 

2340.3** 

9 

4754.7 

12 

115.0 

24 

223.6 

20 

5.0 

4.4 

22.9 

14 

3.79 

DIESEL 

555.3 

0 

1145.1 

5 

10.4 

41 

20.1 

46 

1.9 

1.3 

10.0 

14 

1.46 

(4) 

927.0 

0 

1752.7 

-1 

41.6 

24 

68.5 

20 

4.5 

3.6 

-4.3 

NM 

-0.68 

.-MOGUL 

1214  0 

152 

1872.0 

94 

28.4 

0 

21.2 

-50 

2.3 

5.9 

14.3 

58 

1.10 

P(l) 

431,9 

7 

797.4 

9 

21.4 

-75 

34.2 

-64 

5.0 

20.8 

24.9 

13 

1.82 

EMMERZ  INTERNATIONAL  (11) 

413,9 

65 

785.8 

66 

14.7 

287 

26.7 

NM 

3.6 

1.5 

25.0 

26 

1.40 

2175.0 

18 

4207.1 

18 

65.7 

8 

113.0 

10 

3.0 

3.3 

15.5 

15 

3.19 

« AUTOMOTIVE  (3) 

1003,0 

13 

1971.0 

15 

47.0 

24 

92.0 

28 

4.7 

4.3 

71.9 

11 

2.03 

MFG.  (9) 

273.1 

6 

528.1 

5 

20.1 

10 

38.3 

11 

7.4 

7,1 

17,1 

14 

2.45 

RD  PRODUCTS  (6) 

294.6 

0 

572.6 

-1 

18.3 

-5 

31.9 

51 

6.2 

6,6 

15,3 

11 

2.55 

1  NATIONAL 

337.7 

72 

531.3 

90 

8.7 

207 

16.2 

335 

2  6 

1,4 

11,4 

16 

1.30 

E  &  RUBBER 

COMPOSITE 

3599.2 

-4 

7130.8 

-3 

231.3 

9 

469.4 

18 

6.4 

5.7 

16.4 

15 

3.07 

TIRE  &  RUBBER 

461.7 

0 

899.3 

7 

32.3 

3 

58.9 

4 

7.0 

5,8 

14,2 

12 

1.59 

\R  TIRE  &  RUBBER 

3137.5 

-5 

6231.5 

-4 

199.0 

10 

410.5 

20 

6.3 

5,5 

17.0 

15 

3.81 

d  quarter  ended  May  31.  (2)  Second  quarter  ended  Apr.  30.  (3)  Third  quarter  and  most  recent  six  months  ended  June  30.  (4)  Third  quarter  and  most  recent  six  months  ended  May 

ilrd  quarter  and  most  recent  six  months  ended  Apr.  30.  (6)  Fourth  quarter  and  most  recent  six  months  ended  June  30.  (7 

Fourth  quarter  and  most  recent  six  months  ended  May  31. 

1  quarter  and  most  recent  six  months  ended  Apr.  30 

(9)  First  quarter  and  most  recent  six  months  ended  June  30.  (10)  First  quarter  and  most  recent  six 

months  ended  May  31.  (11) 

[er  and  most  recent  six  months  ended  Apr.  30.  'Sales  include  excise  taxes. 

**Sales  include  other 

income.  * 

**Sales  include  excise  taxes  and  other  income 

.  tRevenues  from  major  sub- 

lot  included  in  consolidated  sales. 

Earnings  per  share  are  for  latest  12  months,  not  necessarily  for  end  of  most  recent  fiscal  year;  they  include  all  common-stocl<  equivalents  but  exclude 

ary  items.  NA  =  not  available.  NM 

=  not  meaningful 
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COMPANY  SALES 


2ND  CHANGE            6  CHANGE 

QUARTER  FROM  MONTHS  FROM 

1998  1997  1998  1997 

SMIL  %  $MIL  % 


3  BANKS 


INDUSTRY  COMPOSITE 

90348.6 

12 

177414.4 

12 

11872.8 

15 

22463.5 

7 

13.1 

12.8 

15.6 

21 

(A)  BANKS  -  EAST 

GROUP  COMPOSITE 

40595.5 

14 

79501.7 

13 

4899.0 

12 

9095.6 

5 

12.1 

12.2 

17.3 

20 

ftCCnPlftTCn  DAMP  PUDD 

241.4 

7 

481 .6 

8 

41 .0 

15 

80,9 

1 7 

17.0 

15.7 

1 1.9 

40 

BANK  OF  NEW  YORK 

1431.0 

2 

2817.0 

3 

295.0 

10 

578,0 

g 

20.5 

19.2 

23, 1 

22 

BANKBOSTON 

1847.6** 

1 1 

3774.0 

16 

241.9 

14 

480,1 

15 

13.1 

12.8 

19,6 

15 

BANKERS  TRUST 

3547.0** 

21 

6827.0 

20 

154.0 

-23 

386,0 

_7 

4.5 

7.3 

15.4 

15 

UnAot  FVIAnnAI  IAN 

8352.0** 

i  i 

i  DD  I  D.U 

13 

1074.0 

16 

1799.0 

-3 

12.9 

12,3 

17.0 

18 

CITICORP 

9865.0 

15 

18934.0 

12 

1097.0 

7 

2152.0 

7 

11.1 

11.9 

17.6 

21 

FIRST  MARYLAND  BANCORP 

359.6 

46 

809.3 

64 

47.5 

32 

143.2 

105 

13,2 

14.5 

11.0 

NA 

FLEET  FINANCIAL  GROUP 

2525.0** 

11 

4814.0 

10 

393.0 

13 

715.0 

5 

15,5 

15.2 

15.7 

18 

MBNA 

1233,5** 

9 

2388.7 

10 

172.0 

24 

321.4 

22 

13,9 

12.3 

33.4 

27 

MELLON  BANK 

1436.0** 

17 

2828.0 

17 

215.0 

15 

421.0 

14 

15,0 

15.2 

19.7 

22 

MORGAN  (J.P) 

4969.0** 

15 

9892.0 

15 

481.0 

29 

718.0 

-10 

9,7 

8.5 

12.2 

19 

NORTH  FORK  BANCORPORATION 

197.2 

-2 

399.0 

6 

50,9 

17 

58.3 

-27 

25,8 

21.7 

15.2 

24 

PNC  BANK 

1924.2** 

13 

3754.6 

11 

280,4 

8 

549.7 

5 

14,5 

15.2 

19.4 

16 

REPUBLIC  NEW  YORK 

995,5 

8 

1926.1 

7 

118,8 

8 

235.3 

7 

11.9 

11.9 

14.3 

16 

STATE  STREET 

1043.0** 

26 

2003.0 

25 

109,0 

18 

215.0 

21 

10.5 

11.1 

20.1 

28 

SUMMIT  BANCORP 

628,5** 

7 

1237.4 

7 

118,5 

13 

230.9 

23 

18.9 

17.9 

16.0 

20 

(B)  BANKS  -  MIDWEST 


GROUP  COMPOSITE 

20275.1 

12 

39654.6 

11 

2952.2 

31 

5753.9 

19 

14.6 

12.4 

16.8 

22  2 

BANC  ONE 

3767.0** 

10 

7428.7 

10 

487.3 

901 

1035.7 

125 

12.9 

1.4 

18.4 

19  J 

COMERICA 

800.0 

2 

1508.7 

4 

150.4 

16 

294.8 

15 

18.8 

15.5 

21.5 

28  ; 

COMMERCE  BANCSHARES 

235.9 

12 

453.4 

12 

37.5 

15 

72.0 

17 

15.9 

15.3 

14.0 

20  ; 

FIFTH  THIRD  BANCORP 

661,6 

1 1 

1308,5 

1 1 

57.8 

-48 

182.0 

-18 

8.7 

18.7 

12.3 

39 

FIRST  CHICAGO  NBD 

2753.0** 

10 

5356,0 

9 

408.0 

8 

791.0 

4 

14.8 

15.1 

19.0 

17  ! 

FIRSTAR 

485.5** 

5 

953,7 

5 

76.7 

5 

149.6 

4 

15.8 

15.7 

17.2 

24  ; 

HUNTINGTON  BANCSHARES 

612.5 

5 

1211,8 

7 

92.3 

10 

181.8 

13 

15.1 

14.3 

15.1 

21 

KEYCORP 

1752.0 

11 

3435,0 

11 

249.0 

12 

484,0 

11 

14.2 

14.1 

18.1 

15 

MARSHALL  &  ILSLEY 

543.2** 

27 

1075,5 

28 

62.2 

5 

137.7 

18 

11.4 

13.9 

13.3 

23  : 

MERCANTILE  BANCORP 

545.6** 

29 

1303.2 

32 

95.0 

195 

198.9 

85 

14.7 

6.4 

11.7 

24  : 

NATIONAL  CITY 

2025.0 

13 

3895.4 

10 

331.2 

22 

435,0 

-20 

15.3 

15.1 

12.5 

20  : 

NORTHERN  TRUST 

535.0** 

15 

1249.9 

17 

87.2 

16 

172.1 

17 

13.7 

13.5 

19.6 

26 

NORWEST 

2754.8 

14 

5329.5 

13 

382.1 

15 

749,8 

15 

13.8 

13.7 

20.7 

20 

OLD  KENT  FINANCIAL 

348.2 

3 

594.4 

8 

50.0 

-5 

96.1 

2 

14.3 

15.5 

18,1 

19 

STAR  BANC 

333.1 

34 

535.4 

30 

65.0 

37 

124.3 

34 

19.5 

19.1 

16.0 

29 

U.S.  BANCORP 

1910.7** 

10 

3594.3 

9 

320.5 

5 

649.1 

9 

15.8 

17.5 

14.5 

38 

(C)  BANKS  -  SOUTH  &  SOUTHEAST 

GROUP  COMPOSITE 

19365.3 

13 

38113.2 

13 

2633.6 

5 

4890.4 

-1 

13.6 

14.6 

13.1 

21  : 

B6&T 

732.8 

12 

1445.2 

13 

122.0 

20 

235.8 

17 

15.7 

15.5 

15.5 

24 

CRESTAR  FINANCIAL 

552.5 

13 

1095.4 

11 

87.4 

15 

172.3 

17 

15.5 

15.3 

15.2 

23 

FIRST  AMERICAN 

442.2 

11 

854.7 

9 

19.1 

-57 

81.1 

-29 

4.3 

14.4 

14.9 

26 

FIRST  TENNESSEE  NATIONAL 

495.0** 

29 

943.1 

27 

52.7 

14 

99.1 

17 

10.6 

12.1 

21.5 

20 

FIRST  UNION 

5289.0** 

13 

10258.0 

12 

249.0 

-53 

1039.0 

-25 

4.7 

14.5 

10.7 

23 

HIBERNIA 

278.9** 

16 

545.0 

17 

42.8 

18 

82.4 

16 

15.4 

15.1 

13.3 

18 

NATIONSBANK 

7029.0 

12 

14040.0 

14 

1408.0 

53 

1905.0 

7 

20.0 

14.6 

13.9 

18 

REGIONS  FINANCIAL 

575.7** 

15 

1138.7 

16 

89.6 

15 

175.8 

16 

15.5 

15.4 

15.6 

18 

SOUTHTRUST 

729.1** 

17 

1414.7 

18 

89.5 

19 

175.9 

20 

12.3 

12.1 

13.1 

19 

SUNTRUST  BANKS 

1272.7 

13 

2518.5 

14 

185.0 

12 

365.9 

12 

14.5 

14.7 

12.0 

22 

UNION  PLANTERS 

459.6** 

7 

914.4 

5 

78.3 

15 

152.9 

14 

15.7 

15.5 

13.5 

22 

WACHOVIA 

1487.8** 

13 

2922.5 

14 

209.9 

7 

405.2 

4 

14.1 

15.0 

12.8 

29 

(D)  BANKS  -  WEST  &  SOUTHWEST 

GROUP  COMPOSITE 

10112.7 

7 

20144.9 

7 

1388.1 

15 

2723.5 

9 

13.7 

12.7 

13.9 

21 

BANKAMERICA 

5240.0 

8 

12455,0 

9 

890.0 

11 

1725.0 

9 

14.3 

13.8 

16.5 

20 

FIRST  SECURITY 

469.5** 

25 

912.1 

25 

55.9 

9 

117.3 

15 

11,9 

13.6 

15.8 

18 

PACIFIC  CENTURY  FINANCIAL 

332.2** 

10 

659.1 

11 

3.1 

-91 

37.1 

-48 

0.9 

11.8 

9.3 

16 

UNIONBANCAL 

550,0 

7 

1296.7 

7 

102.1 

15 

192.1 

11 

15.5 

14.3 

15.4 

14 

WELLS  FARGO 

2411.0** 

1 

4821.0 

0 

337.0 

48 

652.0 

15 

14.0 

9.5 

9,8 

26  1 

4  CHEMICALS 

INDUSTRY  COMPOSITE 

36705.6 

-2 

71389.8 

-2 

3209.2 

-8 

6017.5 

-7 

8.7 

9.2 

17.5 

23 

AIR  PRODUCTS  &  CHEMICALS  (3) 

1225.3 

7 

2433.9 

6 

138.1 

19 

258.5 

16 

11.3 

10.1 

20,2 

16 

ARCa  CHEMICAL 

882.0 

-8 

1815.0 

-9 

110.0 

214 

202.0 

143 

12.5 

3.7 

12,8 

25 

BETZDEARBORN 

320.0 

-1 

519.3 

-2 

18.4 

-13 

33.9 

-15 

5.8 

6.5 

17.9 

14 

CABOT  (3) 

375.3 

-5 

833.3 

0 

33.3 

16 

70.7 

22 

8.8 

7.2 

14.8 

19 

CROMPTON  &  KNOWLES 

474.3 

-4 

951.6 

-2 

39.8 

25 

71.7 

23 

8.4 

6.4 

258.7 

17 

CYTEC  INDUSTRIES 

355.8 

15 

734,0 

18 

34.5 

24 

55.7 

20 

9.4 

8.8 

29.0 

13 

DOW  CHEMICAL 

4857.0** 

-9 

9585,0 

-5 

427.0 

-25 

849.0 

-17 

8.8 

10.7 

20.8 

13 

DUPONT 

11140.0**' 

-2 

22105,0 

-2 

959.0 

-16 

1865.0 

-14 

8.5 

10.0 

18.4 

34 

EASTMAN  CHEMICAL 

1155.0** 

-4 

2313,0 

-3 

97.0 

8 

171.0 

6 

8.3 

7.5 

15.5 

FERRO 

348.0 

-4 

687.8 

-2 

18.4 

NM 

35.5 

NM 

5.3 

NM 

29.2 

FULLER  (H.B.)(1) 

342.0 

4 

552.5 

3 

11.3 

1 

17.2 

2 

3.3 

3.4 

11.5 

GEON 

330.7 

-1 

555.2 

3 

4.8 

-21 

10.6 

25 

1.5 

1.8 

10.8 
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% 
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RATIO 
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RPORATE  SCOREBOARD 


2ND  CHANGE  6  CHANGE         2ND  CHANGE  6  CHANGE  2ND  2ND         EQUITY       PRICE-  MONTHS' 

QUARTER  FROM  MONTHS  FROM  QUARTER  FROM  MONTHS  FROM  QUARTER  QUARTER  12  MONTHS  EARNINGS  EARNINGS 

1998  1997  1998  1997          1998  1997  1998  1997  1998  1997  ENDING        RATIO  PER 

SMIL.  %  SMIL,  %           SMIL  %  SMIL  %  %  %  6-30  7-24  SHARE 


■(W.R.)  369.9  -2  710.7  -4  25.5  -68  37.3  -59  6.9  21.3  NA  7  2.54 

•  LAKES  CHEMICAL  401.9  13  736.7  9  37.9  14  55.2  -7  9.4  9.3  5.0  34  1.14 

A(M.A.)  595.6  7  1187.1  10  13.0  -24  28.4  -12  2.2  3.1  11.1  12  1.33 

JLES  445.0  -11  875.0  -12  74.0  -1  102.0  -44  16.5  14.9  38.5  15  2.48 


LOBAL                                      1221.8  17  1898.5  11  87.0  -1  135.0  6  7.1  8.4  4.7  33  0.78 

NATIONAL  FLAVORS  &  FRAGRANCES    365.3  -4  738.7  -3  55.9  -12  118.5  -5  15.3  15.6  22.1  22  1.94 

20L                                           405.0  -5  806.3  -2  40.0  -15  59.5  -19  9.8  10.8  17.1  12  2.42 

NNIUM  CHEMICALS                        408.0  -50  807.0  -50  43.0  -48  93.0  -9  10.5  10.1  11.5  12  2.33 


ANTO                                       2470.0  18  4514.0  14  257.0  3  453.0  -1  10.4  11.9  6.3  MM  0,46 

ON  INTERNATIONAL  (6)                  620.6**  -2  1290.1  1  35.5  -33  96.1  -18  5.7  8.5  13.5  15  1.57 

)  CHEMICAL                                 403.0  14  770.1  12  42.0  5  80.0  5  10.4  11.3  24.5  15  2.17 

613.1  -3  1186.2  -3  38.6  0  77.7  -3  6.3  5.1  17.3  13  3.05 


UR  1234,0  5  2435,0  4  108,0  1  210.0  0  8.8  9.1  19.0  19  2.54 

&HAAS  990.0**  -9  1927.0  -7  180.0  54  289.0  31  18.2  10.7  27.1  14  7.59 

"S  (3)  367.5**  23  798.1  24  24.4  16  57.8  18  6.6  7.1  16.7  23  1.60 

■|A  745.0  -3  1465.0  -2  72.0  16  136.0  7  9.7  8,1  NM  18  1.59 


INDUSTRIES  1259.2**         3         1724.9  4         50.6       -44  32.3      -55         4.0       7.4        18.1         4  1.98 

I  CARBIDE  1459.0        -12         3020.0        -9       118,0       -38        260,0      -25         8.1      11,5        23.7        13  4.08 

)  504.3        -12         1011.7       -11         15.2       -36  35.6      -18         3.0       4,1         12,7        19  1.40 


ONGLOMERATES  

STRY  COMPOSITE  45375.7         11      87206.6        10    3536.4        14     6468.6       16        7.8      7.6       21.8       32  2.21 


HENYTELEDYNE                          1019,1  6  2021,3  2  75.5  -13  102.4  -35  7.4  9,1  19.9  15  1.33 

JSIGNAL                                    3869.0  8  7515.0  9  350.0  15  650.0  15  9,0  8,5  25,3  20  2,20 

ER  INTERNATIONAL                        783,4  15  1531,9  14  11.9  14  23.3  15  1.5  1.5  10.4  21  0.85 

355.3  -3  712.2  0  31.6  NM  66.1  NM  8.9  NM  28.8  13  2.18 


tAL  ELECTRIC  25070.0**  14  47596.0  13  2450.0  13  4341.0  13  9,8  9,8  25.1  35  2.52 

3URT  GENERAL  (2)  1036.8**  18  1937.4  18  -17.3  NM  -31.7  NM  NM  0.3  -21.1  NM  -2.33 

DUSTRIES  2154.4  -4  4297,9  -3  59.3  -16  124.9  -2  3.2  3.7  13.3  37  0.90 

I  472.5**  5  857.3  -2  27.1  35  38.8  26  5.7  4.4  14.9  16  1.64 


5)  289.2  5  548.2  2  7.9  NM  35.5  425  2,7  NM  12,9  28  0.77 

'AY  325.5  14  629.7  17  16.3  39  5.9  -72  5,0  4,1  7,3  39  1.89 

»RK  INTERNATIONAL  675,3  14  1291,7  13  32,3  14  56.2  14  4,8  4,8  12,0  19  1.71 

;C0  1996.0  5  3805,0  8  137.0  32  212.0  18  6,9  5.5  15.5  16  2,31 


ON                                          2953.0**  11  5671.0  9  164.0  13  306.0  13  5,6  5.4  17.7  21  3.53 

3027.9  6  6122.5  11  125.8  -6  255.2  1  4.2  4.7  -3.0  NM  -0.34 

281.3  0  548.7  1  -2,1  NM  202.6  NM  NM  0.9  42.6  5  2.15 

657.1  7  1259,9  6  40.6  52  56.0  51  6.2  4.3  21.5  22  1.20 

/IAN                                          409.0  4  751.0  5  16.4  46  24.5  44  4.0  2.9  8.1  NM  0.22 


PNSUMER  PRODUCTS  

sTRY  COMPOSITE  75413.7  6    147001.8         6    6170.3        -3    11326.6       -7        8.2      8.9       25.2       34  1.69 


•PAREL 

P  COMPOSITE  8281.9  3      16425.0         3      201.9      -47       435.6     -50        2.4      4.7         9.1       37  1.00 


M  GROUP  (11)  402.3**  3  765.0  2  3.9  151  -8.8  NM  1,0  0.4  -9.2  NM  -1.06 

OF  THE  LOOM  628,0  -2  1085,2  -5  55,3  227  95,5  127  10,4  3,1  -65,3  NM  -4,60 

APPAREL  GROUP  308.6  15  692,3  18  25.0  30  63.6  30  8.1  7.2  31,0  19  1,29 

ODD  (8)  504.4  13  878.1  15  15.5  8  19.0  10  3.3  3.4  11.1  16  1.95 


MBORNE  565.2  5  1221.2  8  31.0  7  75.8  8  5.5  5.4  20.4  14  2.81 

7)  2307.8  -3  4531.8  -6  -67.7  NM  5.5  -99  NM  6.5  12.3  34  1.35 

VEST  GROUP  (11)  448.3  10  915.3  16  7.3  -58  4.4  -82  1.5  4,3  15.2  13  1,82 

PS-VAN  HEUSEN  (11)  295,8  3  532,7  -5  -4,5  NM  -47.8  NM  NM  NM  -31,3  NM  -2,45 


K  INTERNATIONAL                         760,5  -10  1540.7  -7  6.1  -70  2.8  -95  0.8  2.4  15.9  18  1,32 

LL                                            271.8  1  528.1  0  6.6  -19  8.4  -57  2.4  3.0  6.6  25  1.18 

1350.3  8  2676.5  6  86.8  10  164.9  11  6.4  6.3  18.4  15  2.88 

^CO  GROUP                                 438.9  51  858.1  58  25,5  49  50.2  42  5.8  5.9  4.5  53  0.60 


>PLIANCES  &  HOME  FURNISHINGS 

P  COMPOSITE  11540.0         16      24497.6        17      328.6         9       735.8       19        2.8      3.0       11.6       30  1.40 


■RONG  WORLD  INDUSTRIES  555.5  -4  1098.7  0  55.1  -5  102,6  -2  10,1  10,2  22,1  15  4,50 

iUY(lO)  1943.7  21  4795,8  21  15,7  NM  79.8  NM  0.8  NM  13.9  22  2.26 

T  CITY  GROUP  (10)  1924.7  15  4510.7  14  13.3  4  70.7  -13  0,7  0,8  6,7  44  1.13 

'URE  BRANDS  INTERNATIONAL  470,1  6  975.4  9  21.1  28  42.7  27  4.5  3.7  20.7  20  1.41 


■MEYERS  (10)  668.9'*       18         1303.7        25         10.2       -26        -18,9      NM         1,5       2,4        -9.5       NM  -1.06 

0Y(8)  322.0  12  502.5        13         19.9         27  31.4       23         6.2       5.4        12,9        19  2.79 

T&PLAn  855.4  19         1648.5        18         63.4         22        121.3       21         7,4       7,2        17,8       24  1.16 


G  1021.7  25         2062.1        28         68,0         55        140,3       70         6,7       5,4        45.0        19  2.51 

1192.8  4         2451.1  1       -20.1        NM  17.0      -59         NM       2,5        14.6       41  1.32 

'•DDL  2585.0         25         5049,0        24         81,0        31         149,0       43         3,1       3,0        -0.1       NM  -0.05 


VERAGES 

P  COMPOSITE  18353.1  6      33743.5         8    2284.5        10     3798.1        4      12.4     12.1       33.3       43  1.46 


SER-BUSCH  3005.3  0  5513.8  1  391.2  3  555.4  3  13.0  12.7  28.9  22  2.43 

l-F0RMAN(8)  395.9  7  814.1  7  44.1  11  89.7  10  11.1  10.8  22.9  23  2.67 

DAIGUA  WINE  (10)  312.9  2  595.5  5  13.5  36  23.7  48  4.4  3.3  12.5  18  2.79 

:OLA  5151.0  1  9608.0  4  1191.0  -9  2048.0  -11  23.1  25.9  50.7  54  1.55 
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QUARTER 


SMIL 


CHANGE 
FROM 
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FROM  QUARTER  FROM  MONTHS  FROM 

1997  1998          1997          1998  1997 
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2ND 

QUARTER  QUARTER 
1998  1997 

%  % 


RETURN  ON 

COMMON  12 

2ND         EQUITTf  PRICE-  MONT 

12  MONTHS  EARNINGS  EARNI 

ENDING  RATIO  PF| 

6-30  7-24  SHA) 


COCA-COLA  ENTERPRISES 

3587.0 

27 

6645.0 

32 

111.0 

0 

50.0 

-23 

3.0 

3.8 

6.3 

91 

0.3 

COORS  (ADOLPH) 

541.9 

4 

956, 1 

4 

39.5 

-23 

49'.  3 

-16 

7.3 

9.8 

10.1 

20 

l.S 

PEPSICO 

5258.0 

3 

9611.0 

3 

494.0 

181 

871.0 

76 

9.4 

3.5 

30.7 

33 

1.2 

(D)  PERSONAL  CARE 

GROUP  COMPOSITE 

17803.4 

3 

34457.2 

2 

1567.2 

14 

3094.9 

10 

8.8 

7.9 

31.8 

37 

1.9 

ALBERTO-CULVER  (3) 

467.5 

2 

922.7 

3 

21.2 

10 

40.7 

10 

4.5 

4.2 

15.4 

21 

1.- 

AVON  PRODUCTS 

1247.2 

2 

2430.6 

5 

111.4 

17 

80.4 

-41 

8.9 

7.8 

148.0 

40 

2.1 

CLOROX  (6) 

819-7 

8 

1500.2 

5 

98.2 

32 

174.1 

24 

12.0 

9.8 

27.5 

34 

2.^ 

COLGATE-PALMOLIVE 

2256.5 

-2 

4416.0 

-1 

203.5 

16 

399.5 

15 

9.0 

7.6 

35.8 

40 

2.i 

DIAL 

366.8 

5 

701.8 

5 

25.6 

25 

48.5 

25 

7.0 

5.8 

25.8 

25 

0.! 

ECOLAB 

468.5 

14 

904.8 

15 

37.7 

15 

68.3 

16 

8.0 

8.0 

25.2 

29 

l.( 

GILLEHE 

2325.0 

-2 

4350.0 

0 

372.0 

11 

540.0 

12 

16.0 

14.2 

27.9 

44 

1.; 

PROCTER  &  GAMBLE  (6) 

9277.0 

4 

18158.0 

2 

685.0 

12 

1547.0 

10 

7.4 

6.8 

30.2 

34 

2.! 

REVLON 

575.3 

7 

1073.1 

5 

11.7 

39 

-3.6 

NM 

2.0 

1.5 

NM 

40 

1.; 

(E)  TOBACCO 

GROUP  COMPOSITE 

19435.4 

3 

37878.6 

2 

1788.1 

-19 

3262.1 

-24 

9.2 

11.6 

23.9 

19 

2.( 

PHILIP  MORRIS 

14786.0 

3 

28942.0 

2 

1799.0 

-2 

3181.0 

-12 

12.2 

12.8 

36.6 

17 

2.; 

RJR  NABISCO  HOLDINGS  - 

4292.0 

0 

8239.0 

2 

-130.0 

NM 

-150.0 

NM 

NM 

5.7 

-2.7 

NM 

-c: 

UST 

357.4 

0 

597.5 

1 

119.1 

2 

231.1 

5 

33.3 

32.9 

91.9 

11 

2.. 

7  CONTAINERS  &  PACKAGING 

INDUSTRY  COMPOSITE 

8991.7 

3 

17437.2 

4 

228.9 

9 

392.8 

38 

2.5 

2.4 

6.2 

55 

0.1 

(A)  GLASS,  METAL  &  PLASTIC 

GROUP  COMPOSITE 

3283.4 

0 

6059.9 

1 

154.9 

-7 

208.6 

-7 

4.7 

5.1 

11.2 

21 

2.1 

BALL 

645.6 

0 

1195.3 

6 

19.0 

-9 

24.3 

-13 

2.9 

3.2 

8.5 

27 

1. 

CROWN  CORK  &  SEAL 

2245.0 

-2 

4137.4 

-2 

125.7 

-5 

167.4 

-2 

5.6 

5.8 

10.0 

21 

2. 

SILGAN  HOLDINGS 

392.8 

10 

727.2 

11 

10.2 

-27 

16.9 

-33 

2.6 

3.9 

NM 

13 

2. 

(B)  PAPER 

GROUP  COMPOSITE 

5708.3 

4 

11377.3 

5 

74.0 

73 

184.3 

200 

1.3 

0.8 

2.7 

NM 

0. 

AVERY  DENNISON 

871.5 

3 

1715.1 

2 

57.4 

15 

111.6 

14 

6.5 

5.9 

26.1 

29 

2. 

6EMIS 

470.6 

-2 

922.1 

-4 

30.2 

8 

52.1 

9 

6.4 

5.8 

16.6 

19 

2. 

JEFFERSON  SMURFIT 

844.0 

8 

1688.0 

8 

11.0 

NM 

22.0 

NM 

1.3 

NM 

NM 

43 

0. 

MAIL-WELL 

350.1 

40 

668.8 

33 

11.3 

27 

20.8 

32 

3.2 

3.5 

14.7 

26 

0. 

ROCK-TENN  (3) 

320.1 

7 

647.9 

13 

11.8 

90 

21.5 

NM 

3.7 

2.1 

10.2 

13 

1. 

SONOCO  PRODUCTS 

637.6 

-11 

1310.9 

-6 

73.9 

61 

120.4 

38 

11.5 

6.4 

4.3 

NM 

0. 

STONE  CONTAINER 

1273.8 

6 

2539.2 

7 

-156.2 

NM 

-225.3 

NM 

NM 

NM 

NM 

NM 

-41 

TEMPLE-INLAND 

940.7 

4 

1885.3 

7 

34.6 

122 

51.0 

112 

3.7 

1.7 

4.1 

35 

l.t 

8  DISCOUNT  &  FASHION  RETAILING  I 

INDUSTRY  COMPOSITE 

118179.8 

12 

261214.5 

11 

3103.2 

42 

9049.5 

29 

2.6 

2.1 

15.0 

31 

li 

AMES  DEPARTMENT  STORES  (11) 

499.0*- 

15 

1268.4 

11 

-2.1 

NM 

27.5 

85 

NM 

NM 

22.3 

13 

if 

AUTOZONE  (4) 

743.7 

17 

1350.8 

15 

53.9 

17 

88.3 

17 

7.3 

7.2 

17.7 

26 

BARNES  &  NOBLE  (11) 

566.3 

12 

1634.9 

11 

-3.3 

NM 

56.5 

14 

NM 

NM 

12.2 

45 

0 

BJ'S  WHOLESALE  CLUB  (1 1) 

773.4 

14 

1773.0 

15 

10.2 

44 

42.5 

29 

1.3 

1.0 

15.5 

21 

1 , 

BORDERS  GROUP  (11) 

545.3 

18 

1404.1 

18 

3.8 

850 

82.7 

24 

0.7 

0.1 

13.7 

33 

1  » 

BRADLEES  (11) 

286.6" 

6 

739.3 

2 

-24.7 

NM 

1.3 

NM 

NM 

NM 

NM 

NM 

-1 1 

BRYLANE  (11) 

347.6 

6 

693.5 

22 

12.3 

29 

26.3 

58 

3.5 

2.9 

27.3 

15 

CALDOR  (11) 

529.6 

1 

1339.7 

-2 

-31.0 

NM 

-74.1 

NM 

NM 

NM 

NM 

NM 

COW  COMPUTER  CENTERS 

408.9 

34 

793.5 

32 

15.6 

23 

30.4 

26 

3,8 

4.2 

24.7 

19 

2  71 

COLE  NATIONAL  (11) 

271.8 

13 

537.4 

12 

6.1 

82 

11.9 

NM 

2.2 

1.4 

15.3 

22 

1  t 

CONSOLIDATED  STORES  (11) 

823.3 

6 

2439.4 

8 

0.8 

NM 

68.7 

-51 

0.1 

NM 

8.3 

42 

?^ 

COSTCO  (4) 

5338.1" 

10 

11133.1 

11 

85.2 

29 

211.2 

29 

1.5 

1.4 

15.1 

33 

DAYTON  HUDSON  (11) 

5468.0** 

10 

15421.0 

10 

160.0 

27 

516.0 

51 

2.5 

2.1 

17.8 

28 

"i! 

DILLARD'S  (11) 

1729.9** 

11 

3845.5 

9 

63.1 

8 

174.4 

3 

3.5 

3.7 

9.5 

14 

^ , 

DOLLAR  GENERAL  (11) 

705.3 

36 

1566.4 

31 

30.4 

58 

95.4 

35 

4.3 

3.7 

25.5 

47 

c  ' 

FAMILY  DOLLAR  STORES  (4) 

585.8 

18 

1221.7 

19 

31.3 

35 

58.9 

37 

5.4 

4.6 

17.2 

35 

c  ■ 

FEDERATED  DEPARTMENT  STORES  (11) 

3456.0** 

1 

8515.8 

1 

60.0 

149 

439.5 

40 

1.7 

0.7 

11.4 

19 

{  IK 

FINGERHUT 

428.3 

8 

795.6 

7 

12.7 

28 

18.2 

45 

3.0 

2.5 

10.7 

22 

I 

FOOTSTAR 

462.5 

9 

863.5 

8 

17.4 

15 

22.7 

13 

3.8 

3.5 

19.6 

17 

GAP  (11) 

1719.7 

40 

3885.2 

34 

135.1 

61 

351.7 

38 

7.9 

6.8 

34.6 

40 

GLOBAL  DIRECTMAIL 

330.5 

27 

688.8 

29 

7.6 

-35 

20.5 

-14 

2,3 

4.5 

12.5 

14 

h 

HILLS  STORES  (11) 

362.9 

3 

993.9 

-2 

-10.6 

NM 

10.2 

NM 

NM 

NM 

-4.7 

NM 

HOME  DEPOT  (11) 

7123.2 

26 

12854.4 

21 

337.3 

30 

544.6 

26 

4.7 

4.5 

15.5 

55 

( 

HOMEBASE  HI) 

348.9 

-3 

577.3 

1 

0.1 

-95 

-3.8 

NM 

0.0 

0.5 

-0.8 

NM 

A  " 

INTIMATE  BRANDS  (11) 

770.9 

9 

2158.1 

16 

41.0 

25 

200.6 

5 

5.3 

4.7 

52.3 

20 

KMART  (11) 

7515.0 

3 

17274.0 

2 

47.0 

235 

233.0 

-6 

0.6 

0.2 

5.1 

29 

h 

KOHL'S  (11) 

744.5 

24 

1822.4 

25 

26.8 

75 

99.4 

48 

3.5 

2.5 

15.5 

52 

LIMITED  (11) 

2008.1 

10 

5275.5 

10 

79.5 

219 

164.7 

-31 

4.0 

1.4 

12.9 

29 

( ■ 

LOWE'S  (11) 

2899.5 

21 

5297.1 

19 

94.5 

34 

167.0 

33 

3.3 

2.9 

14.1 

35 

MAY  DEPARTMENT  STORES  (11) 

2817.0** 

5 

7109.0 

5 

110.0 

12 

555,0 

7 

3.9 

3-7 

20.3 

20 

MERCANTILE  STORES  (11) 

688.3** 

1 

1702.1 

2 

16.8 

-13 

89,1 

9 

2.4 

2.8 

7.8 

23 

MICHAELS  STORES  (11) 

335.8 

4 

842.9 

3 

5.5 

74 

30.9 

171 

1.5 

1-0 

7.0 

32 

MICRO  WAREHOUSE 

521.5 

4 

1073.2 

4 

-5.0 

NM 

4.7 

-70 

NM 

1-5 

-13.4 

NM 

NEIMAN  MARCUS  GROUP  (5) 

547.7** 

8 

1255.1 

8 

24.0 

16 

57.5 

24 

4.4 

4.1 

16-3 

17 

.  i 
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tPORATE  SCOREBOARD 


PANY  SALES   PROFITS 


2ND 
QUARTER 
1998 
$MIL 

CHANGE 
FROM 
1997 

% 

6 

MONTHS 
1998 
SMIL 

CHANGE 
FROM 

1997 

% 

2N0 
QUARTER 
1998 
SMIL 

CHANGE 
FROM 
1997 

% 

6 

MONTHS 
1998 
$MIL 

CHANGE 
FROM 
1997 

% 

2ND 
QUARTER 
1998 

% 

2ND 
QUARTER 
1997 

% 

EQUITY 
12  MONTHS 
ENDING 
6-30 

PRICE- 
EARNINGS 
RATIO 

7-24 

MONTHS' 
EARNINGS 
PER 
SHARE 

iTROM  (11) 

1070.6** 

9 

2551.8 

10 

32.3 

0 

91.5 

22 

3.0 

3.3 

13.5 

26 

1.21 

DEPOT 

1697.5 

11 

3678.6 

11 

45.7 

50 

101.5 

47 

2.7 

2.0 

13.8 

29 

1.14 

MAX  (11) 

1061.1 

19 

2169.4 

17 

19.1 

21 

59.1 

29 

1.8 

1.8 

7.9 

20 

0.74 

SS  SHOESOURCE  (11) 

681.0 

6 

1250.5 

7 

37.8 

17 

55.2 

16 

5.6 

5.0 

15.7 

18 

3.49 

Yd  C  )  ( 1  1 ) 

7052.0** 

5 

16803.0 

1 1 

174.0 

25 

398.0 

71 

2.5 

2.1 

8.0 

27 

2.21 

DYS-MANNY,  MOE  &  JACK  (11) 

584.2 

19 

1086.6 

16 

10.1 

-57 

-17.7 

NM 

1.7 

4.7 

4.4 

29 

0.59 

1ART  (11) 

496.6 

20 

1007.2 

16 

0.2 

NM 

4.6 

-32 

0.0 

NM 

-9.2 

NM 

-0.27 

ITT'S  (11) 

855.9'* 

6 

2006.0 

31 

20.9 

58 

55.7 

95 

2.4 

1.6 

7.1 

35 

0.88 

STORES  (11) 

484.3 

9 

1056.6 

11 

27.9 

17 

68.5 

23 

5.8 

5.4 

31.6 

19 

2.45 

HOLDINGS  (11) 

582.9** 

12 

1254.5 

12 

8.7 

-31 

325.8 

449 

1.5 

2.4 

38.7 

5 

4.96 

. ROEBUCK 

10247.0 

6 

19410.0 

5 

336.0 

187 

469.0 

57 

3.3 

1.2 

22.0 

15 

3.43 

CE  MERCHANDISE 

685.1 

^22 

1279.3 

-18 

-6.3 

NM 

-30.4 

NM 

NM 

NM 

1.8 

28 

0.06 

EL 

684.0 

-2 

1274.6 

-2 

-2.4 

NM 

-25.5 

NM 

NM 

NM 

-3.6 

NM 

-0.16 

S  AUTHORITY  (11) 

347.2 

8 

770.2 

10 

-3.7 

NM 

4.3 

-78 

NM 

0.8 

4.8 

28 

0.50 

STORES  (11) 

272.8 

42 

642.2 

46 

9.0 

27 

26.6 

49 

3.3 

3.7 

17.0 

24 

1.32 

ES  (11) 

1517.5 

31 

3067.4 

32 

31.3 

272 

95.6 

73 

2.1 

0.7 

15.1 

56 

0.50 

TS  (11) 

271.5** 

13 

583.7 

7 

14.5 

-12 

4.2 

-87 

5.4 

5.8 

1.0 

NM 

0.13 

1) 

1775.8 

14 

4018.7 

15 

87.8 

81 

186.4 

50 

4.9 

3.1 

31.2 

25 

1.01 

R'  US  (11) 

2043.0 

6 

7026.0 

7 

19.0 

-34 

397.0 

-4 

0.9 

1.5 

11.0 

13 

1.67 

=FICE  PRODUCTS  (8) 

681.6 

10 

1347.6 

11 

6.2 

-4 

21.7 

42 

0.9 

1.1 

3.0 

36 

0.36 

OR  GROUP  (11) 

1466.0 

-5 

3468.0 

-3 

-5.0 

NM 

110.0 

-10 

NM 

1.1 

14.9 

11 

1.40 

lART  STORES  (11) 

29819.0 

17 

65205.0 

16 

828.0 

27 

2115.0 

21 

2.8 

2.6 

19.7 

39 

1.64 

.ECTRICAL  &  ELECTRONICS 

iTRY  COMPOSITE 

42411.0 

3 

83912.6 

5 

316.8 

-92 

2987.6 

-63 

0.7 

9.9 

9.6 

37 

1.39 

ECTRICAL  PRODUCTS 

'  COMPOSITE 

6532.1 

-A 

13142.0 

-3 

-74.9 

NM 

357.4 

-64 

NM 

7.6 

12.4 

22 

2.03 

I  INDUSTRIES 

1429.3 

3 

2772.4 

3 

106.0 

0 

198.0 

8 

7.4 

7.6 

15.4 

14 

3.38 

1712.0 

-10 

3399.0 

-8 

114.0 

-10 

219.0 

-4 

6.7 

6.6 

23.4 

11 

6.01 

\L  SIGNAL 

401.6 

-26 

776.1 

-26 

30.8 

-10 

54.1 

-8 

7.7 

6.4 

25.8 

16 

2.65 

.L 

372.5 

6 

712.2 

5 

44.1 

7 

84.0 

8 

1 1.9 

11.7 

16.5 

22 

1.99 

AL  SERVICE  INDUSTRIES  (4) 

521.6 

1 

1001.0 

-1 

28.1 

-4 

51.6 

4 

5.4 

5.7 

19.7 

22 

2.55 

:M  (6) 

431.1 

-7 

876.3 

-2 

22.1 

-63 

61.6 

-52 

5.1 

12.8 

20.8 

15 

2.07 

ELL  INTERNATIONAL  (3) 

1654.0 

3 

3605.0 

3 

-420.0 

NM 

-311.0 

NM 

NM 

7.4 

-2.2 

NM 

-0.49 

ECTRONICS 

'  COMPOSITE 

17296.5 

12 

1  D 

KIM 

— OOD.  1 

MM 
NIVI 

MM 

O.D 

MM 

i  INSTRUMENT 

488.5 

8 

905.4 

5 

30.0 

NM 

-29.9 

NM 

6.1 

0.1 

-4.3 

NM 

-0.35 

(6; 

979.7 

-6 

1940.6 

-1 

-23.2 

NM 

36.7 

-70 

NM 

6.5 

8.3 

25 

1.66 

;  ELECTRONICS 

1369.0 

19 

2660.0 

22 

56.1 

-83 

109.8 

-68 

4.1 

28.1 

2.3 

NM 

0.47 

INDUSTRIES  (5) 

1143.0 

4 

2116.9 

3 

46.8 

11 

87.4 

12 

4.1 

3.8 

15.0 

16 

3.68 

ILA 

7023.0 

-7 

13909.0 

-2 

-1328.0 

NM 

-1148.0 

NM 

NM 

3.6 

-4.6 

NM 

-0.95 

MM  (3) 

875.5 

68 

1636.0 

48 

5.8 

-84 

31.9 

-39 

0.7 

6.9 

8.7 

47 

1.34 

ON 

5077.8 

53 

9652.1 

55 

269.5 

29 

484.5 

23 

5.3 

6.3 

5.9 

30 

1.95 

ASSOCIATES  (3) 

340.0 

-6 

712.8 

2 

18.5 

-65 

41.5 

-41 

5.4 

14.6 

17.7 

11 

3.04 

TRUMENTS 

COMPOSITE 

3706.6 

15 

7184.9 

20 

222.2 

20 

395.3 

22 

6.0 

5.7 

11.2 

33 

1.55 

3R0UP  (8) 

272.5 

78 

479.1 

75 

5.0 

49 

6.3 

11 

1.8 

2.2 

23.5 

22 

0.88 

,N  COULTER 

434.7 

61 

834.1 

55 

9.5 

-54 

1.1 

-97 

2.2 

7.7 

NM 

NM 

-10.93 

/ELL 

2035.2 

3 

3958.5 

8 

125.8 

28 

222.1 

28 

6.2 

5.0 

21.2 

20 

4.03 

i|IX(7) 

557.9 

3 

1075.5 

5 

42.5 

15 

76.8 

17 

7.6 

6.8 

10.5 

19 

1.61 

IE 

406.2 

40 

837.8 

56 

39.4 

57 

89.0 

111 

9.7 

8.6 

17.0 

12 

2.03 

AlCONDUCTORS  &  OTHER  COMPONENTS 

COMPOSITE 

14875.8 

-5 

30052.8 

-3 

1094.0 

-54 

2621.0 

-49 

7.4 

15.1 

15.0 

31 

1.74 

ED  MICRO  DEVICES 

526.5 

-11 

1067.4 

-7 

-64.6 

NM 

-127.3 

NM 

NM 

1.7 

-8.9 

NM 

-1.20 

1352.8 

-8 

2747.7 

-4 

54.8 

-49 

157.4 

-25 

4.1 

7.3 

14.0 

16 

1.85 

DEVICES  (2) 

333.1 

11 

663.8 

12 

48.4 

15 

92.7 

14 

14.5 

14.0 

15.9 

20 

1.10 

288.2 

28 

548.6 

15 

-44.5 

NM 

-70.5 

NM 

NM 

12.2 

-19.9 

NM 

-1.37 

292.0 

-7 

597.0 

-3 

17.4 

-50 

47.1 

-28 

6.0 

11.1 

13.8 

12 

1.33 

5927.0 

-1 

11928.0 

-4 

1172.0 

-29 

2445.0 

-33 

19.8 

27.6 

26.5 

26 

3.24 

tCUIT  (4) 

309.6 

25 

640.3 

36 

17.3 

19 

37.4 

46 

5.6 

5.9 

30.2 

17 

1.94 

330.1 

-1 

655.0 

2 

32.0 

-30 

62.5 

-26 

9.7 

13.8 

8.6 

21 

0.97 

TECHNOLOGY  (4) 

609.9 

-37 

1365.3 

-26 

-106.1 

NM 

-154.2 

NM 

NM 

10.0 

-2.6 

NM 

-0.36 

398.1 

-4 

807.3 

1 

45.8 

-3 

92.2 

2 

11.5 

11.4 

14.4 

23 

1.15 

L  SEMICONDUCTOR  (7) 

510.0 

-24 

1160.0 

-16 

-212.4 

NM 

-190.1 

NM 

NM 

NM 

-5.3 

NM 

-0.62 

'  ON  (4) 

1278.2 

30 

2465.0 

34 

49.2 

18 

98.0 

24 

3.8 

4.2 

17.5 

31 

1.58 

STRUMENTS 

2167.0 

-15 

4353.0 

-10 

43.0 

-81 

54.0 

-83 

2.0 

8,8 

0.5 

NM 

0.07 

&  BETTS 

553.3 

-5 

1054.6 

-7 

41.5 

3 

76.8 

7 

7.5 

6.9 

15.6 

15 

2.91 
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CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


MARGINS 


RETURN  ON 


2ND 

CHANGE 

6 

CHANGE 

2N0 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE- 

1 

MON 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARN 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1937 

ENDING 

RATIO 

Pf 

SMIL, 

% 

$MIL 

% 

SMIL 

% 

SMIL 

% 

% 

% 

6-30 

7-24 

sh; 

10  FOOD 

INDUSTRY  COMPOSITE 

97895.3 

6 

190046.7 

6 

2302.0 

2 

4902.8 

39 

2.4 

2.5 

19.2 

29 

/A\  Kf%f\r\  niQTDIRIITmM 
|Mj  rsfWv  UI9  1 ICIBU  1  IVn 

GROUP  COMPOSITE 

16407.1 

3 

32212.1 

3 

161.7 

-18 

317.3 

-4 

1.0 

1.2 

13.5 

22 

1  ■ 

A  unrDcnuc 

282.8 

13 

504.0 

16 

6.4 

50 

5.5 

NM 

2.3 

1.7 

12.3 

9 

1. 

rLtlVltNb 

3505.9 

-1 

8073. 1 

-3 

13.6 

6 

28.9 

50 

0.4 

0.4 

4.5 

13 

1.: 

InltKNAMUNAL  MULIirUUUo  UU) 

661.1 

-1 

1299.7 

0 

-24.3 

MM 

-20.2 

NM 

NM 

0.3 

-2.2 

NM 

-0. 

NASH  FINCH 

982.8*' 

1 

1919.9 

0 

3.6 

-44 

5.2 

-34 

0.4 

0.7 

-2.0 

NM 

-0., 

rtKrUKMANLt  rUUU  uKUUr 

388.7 

33 

742.2 

32 

4.2 

1 1 

6.8 

12 

1.1 

1.3 

10.2 

19 

1. 

KILnrUUU  nULUmub  (o) 

1001.2 

-10 

1745.1 

-9 

7.6 

-64 

25.2 

-31 

0.8 

1  -9 

16.9 

19 

1. 

CMADT  9  CIUAI 

oMAK  1  fit  rlriAL 

380.6 

14 

714.9 

1 1 

1 .3 

-81 

0.4 

-97 

0.3 

2.0 

-2.4 

NM 

-0. 

SUPERVALU (iOi 

5202.6 

3 

9500.1 

6 

51.8 

4 

103.4 

1 

1.0 

1.0 

18.8 

13 

3. 

SYSCO  (6) 

4001.4 

8 

7713.2 

8 

97.5 

7 

161.1 

6 

2.4 

2.5 

23.7 

27 

0.' 

(B)  FOOD  PROCESSING 

GROUP  COMPOSITE 

39492.0 

4 

76773.6 

5 

1559.4 

8 

3301.7 

74 

3.9 

3.8 

19.9 

29 

1. 

AGRIBRANDS  INTERNATIONAL  (4) 

351.1 

-6 

684.1 

-7 

3.4 

-48 

5.4 

-31 

1.0 

18 

1.0 

NA 

ARCHER  DANIELS  MIDLAND  (6) 

4046.8 

13 

8327.0 

19 

62.7 

-49 

133.1 

-28 

1.5 

3.4 

6.2 

24 

0. 

BESTFOODS 

2114.3 

0 

4235.7 

0 

172.3 

NM 

305.7 

170 

8.1 

NM 

62.1 

29 

2. 

CAMPBELL  SOUP  5 

1572.0 

2 

3277.0 

2 

-36.0 

NM 

240.0 

-39 

NM 

9.2 

74.7 

35 

1. 

CHIQUITA  BRANDS  INTERNATIONAL 

744.2 

15 

1461.4 

14 

52.8 

29 

93.9 

11 

7.1 

6.4 

-0.5 

NM 

-0. 

CONAGRA  7 

5881.5 

1 

11266.5 

0 

168.7 

-10 

307.2 

-7 

2.9 

3.2 

22.6 

20 

1, 

CORN  PRODUCTS  INTERNATIONAL 

366.8 

3 

705.8 

2 

10.7 

NM 

18.7 

NM 

2.9 

NM 

1.9 

59 

0. 

DEAN  FOODS  7: 

985.1 

25 

1787.7 

17 

33.2 

14 

58.2 

17 

3.4 

3.7 

16.9 

21 

2 

DOLE  FOOD 

1164.0 

5 

2176.0 

5 

82.1 

17 

104.9 

-7 

7.1 

6.4 

20.2 

20 

2, 

EARTHGRAINS  (9) 

433.0 

15 

877.4 

15 

10.9 

58 

18.4 

109 

2.5 

1.8 

5.9 

30 

1 

GENERAL  MILLS  (7) 

1553.5 

8 

2978.2 

9 

91.8 

35 

222.9 

17 

5.9 

4.7 

221.8 

25 

2 

HEINZ  (H.J.)  (8) 

2475.9 

1 

4711.9 

-1 

181.2 

NM 

369.4 

NM 

7.3 

NM 

36.2 

26 

2 

HERSHEY  FOODS 

880.4 

-3 

1978.5 

4 

48.0 

-5 

123.4 

3 

5.4 

5.6 

37.3 

28 

2 

HORMEL  FOODS  (2) 

778.3 

-3 

1593.2 

-1 

26.3 

2 

73.1 

57 

3.4 

3.2 

16.7 

20 

1 

IBP 

INTERNATIONAL  HOME  FOODS 


3334.3 
402.5 


-3 
61 


5559.3 
790.9 


0 
50 


33.9 
21.1 


0 
124 


47.5 
40.4 


-28 
138 


1.0 
5.2 


1.0 
3.8 


8.0 
58.7 


19 
40 


KELLOGG 

Mccormick  d 
nabisco  holdings 
pilgrim's  pride  !3; 


1713.5 
435.5 

2131.0 
328.5 


3356.4 
850.7 

4093.0 
552.9 


143.2 
15.1 
-200.0 
11.8 


-12 


NM 

62 


313.9 
32.3 
-145.0 
18.6 


-3 


NM 
52 


8.4 
3.7 
NM 
3.5 


9.5 
3.5 
4.7 
2.2 


53.6 
25.8 
2.8 
23.0 


27 
26 
84 
12 


PIONEER  HI-BRED  INTERNATI0NAL(4)  1317.0  2  1619  0  4  366.0  10  370.0  12  27.8  25.8  19.2  31 

QUAKER  OATS  1381.7  -1  2474.0  -5  56.5  -25  103.5  NM  4.1  5.4  95.4  36 

RALSTON  PURINA  (3)  1072.9  3  2183.7  4  59.6  -25  145.1  5  5.5  7.7  20.8  28 

SMITHFIELD  FOODS  (8)                           873.8  -6  1959.8  -2  20.7  6  44.4  26  2.4  2.1  15.7  19 

STARBUCKS  i3)                                    334.4  37  624.0  36  7.9  -44  23.0  -3  2.4  5.8  8.5  66 

TYSON  FOODS  •3'^  1953.6  23  3824.4  21  46.5  3  59.9  -25  2.4  2.8  8.0  31 

VLASIC  FOODS  INTERNATIONAL  (5)            320.7  -10  595.0  -5  -16.5  NM  2.2  -94  NM  4.6  37.9  NA 


WRIGLEY  (WM.)JR. 

545.7** 

4 

1019.0 

4 

84,5 

10 

160.6 

15 

15.5 

14.6 

28.3 

38  2 

(C)  FOOD  RETAILING 

GROUP  COMPOSITE 

41996.2 

10 

81061.0 

9 

580.8 

-7 

1283.8 

-1 

1.4 

1.6 

19.4 

32  0 

ALBERTSON'S  (11) 

3848.3 

7 

7537.7 

5 

110.5 

1 

285.3 

8 

2.9 

3.0 

20.8 

25  5 

AMERICAN  STORES  (11) 

4872.7 

3 

9853.3 

2 

55.9 

92 

162.0 

65 

1.4 

0.7 

13.2 

21  1 

BRUNO'S  (11: 

501.7 

-27 

1121.2 

-22 

-11.4 

NM 

-71.6 

NM 

NM 

NM 

NM 

NM  -6 

DOMINICK'S  SUPERMARKETS  (2 

527.6 

-10 

1116.1 

-6 

3.7 

-6 

12.7 

41 

0.7 

0.7 

-27.2 

NM  -1 

FOOD  LION 

2353.3 

1 

4558.7 

1 

50.0 

26 

115.3 

26 

2.6 

2.1 

12.9 

26  ( 

GENERAL  NUTRITION  (11) 

327.6 

20 

704.5 

20 

30.2 

27 

62.8 

51 

9.2 

8.7 

34.0 

22  1 

GIANT  FOOD  lO! 

983.7 

6 

2405.7 

12 

19.9 

34 

55.3 

73 

2.0 

1.6 

8.3 

34  I 

GREAT  ATLANTIC  &  PACIFIC  TEA  (10) 

3078.4 

-1 

5581.5 

2 

19.2 

-15 

32.5 

-29 

0.6 

0.7 

6.5 

20  1 

HANNAFORD  BROTHERS 

830.4 

7 

1618.7 

5 

23.0 

16 

40.8 

15 

2.8 

2.6 

10.7 

30  ; 

INGLES  MARKETS  (3) 

417.7** 

8 

811.2 

6 

3.2 

-35 

5.5 

-39 

0.8 

1.3 

5.2 

20  ( 

KROGER 

6441.6 

3 

12830.4 

4 

94.3 

-13 

146.0 

-27 

1.5 

1,7 

NM 

33  ; 

MARSH  SUPERMARKETS  (9) 

360.6**- 

5 

700.0 

4 

3.0 

4 

5.8 

15 

0.8 

0.8 

8.2 

14 

MEYER  (FRED)  (11) 

4040.4 

154 

5910.2 

128 

-95.5 

NM 

^2.9 

NM 

NM 

1.4 

-0.3 

NM  ( 

PENN  TRAFFIC  (11) 

715.8** 

-5 

1457.4 

-7 

-17.1 

NM 

-29.9 

NM 

NM 

NM 

NM 

NM  -.' 

RUDDICK(3) 

620.5 

7 

1236.7 

8 

10.3 

-21 

21.7 

-11 

1.7 

2.3 

11.3 

17  ( 

SAFEWAY 

5583.3 

6 

10972.6 

18 

193.2 

44 

358.0 

40 

3.5 

2.6 

30.9 

31 

SOUTHLAND 

1868.0*** 

20 

3254.1 

10 

25.8 

1 

13.7 

-55 

1.4 

1.6 

NM 

23  1 

SUPERMARKETS  GENERAL  HOLDING  (11)  916.0 

-1 

1855.7 

-1 

-8.3 

NM 

-29.7 

NM 

NM 

NM 

NM 

NA 

WEIS  MARKETS 

457.6 

2 

912.3 

1 

15.7 

-11 

43.4 

17 

3.7 

4.2 

9.7 

18  ; 

WINN-DIXIE  STORES  .6, 

3250.2 

5 

5411.0 

4 

34.0 

-35 

95.0 

-13 

1.0 

1.7 

14.4 

35 

11  FUEL  I 

INDUSTRY  COMPOSITE 

106560.6 

-12 

212930.2 

-13 

5746.3 

-26 

11700.0 

-25 

5.4 

6.4 

14.9 

20  i 

(A)  COAL.  OIL  &  GAS 

GROUP  COMPOSITE 

93899.1 

-15 

188444.6 

-16 

4675.2 

-31 

9564.7 

-31 

5.0 

6.1 

14.5 

21  :| 

AMERADA  HESS 

1544.3" 

-12 

3557.3 

-17 

-21.7 

NM 

-34.3 

NM 

NM 

2.2 

-2.3 

NM  -1 

AMOCO 

6727.0 

-12 

13360.0 

-15 

287.0 

-54 

673.0 

-48 

4.3 

8.1 

13.1 

19  J 

ARCH  COAL 

350.8 

79 

653.5 

58 

15.0 

28 

30.8 

39 

4.3 

6.0 

5.2 

30  1 

ASHLAND  (3) 

1718.0 

-44 

3523.0 

-43 

123.0 

3 

151.0 

25 

7.2 

3.9 

11.6 

13  1 
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>ANY  SALES   PROFITS 


2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND  2ND 

EQUITY 

PRICE- 

MONTHS' 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER  QUARTER 

12  MONTHS 

EARNINGS 

EARNINGS 

1998 

199/ 

1998 

1997 

1998 

1997 

1998 

1997 

1998  1997 

ENDING 

RATIO 

PER 

$MIL 

$MIL 

% 

$MIL 

% 

$MIL 

% 

%  % 

6-30 

7-24 

SHARE 

TIC  RICHFIELD 
4GT0N  RESOURCES 
ON 
AL 


2546.0 
412.0 
6766.0 
1924.4 


-28 
-4 

-20 
-7 


5082.0 
844.0 
13378.0 
3880.9 


-32 
-15 
-26 
-27 


64.0 
23.0 
577.0 
94.5 


-84 
-73 
-30 
19 


198.0 
71.0 
1077.0 
217.5 


-75 
-67 
-35 
20 


2.5 
5.6 
8.5 
4.9 


11.6 
20.1 
9.7 
3,8 


14.5 

5.7 
15.2 
12.2 


18 
37 
20 
16 


3.93 
0.97 
4.15 
1.93 


VIcGEE 


26019.0* 
1019.2 
394.6 
13233.0* 


-15 
-1 
18 

-21 


52800.0 
2037.4 
685.5 
26863.0 


-15  1620.0 

-5  33.1 

-5  26.0 

-18  642.0 


-18 
-17 
-28 
-24 


3510.0 
43.1 
41.9 

1347.0 


-15 
-46 
-56 
-20 


6.2 
3.2 
6.6 

4.9 


6.4 
3.9 
10.8 
5.1 


17.9 
7.2 


15.0 


22 
23 
21 

20 


3.14 
2.89 
2.60 
3.60 


HY  OIL 

■NTAL  PETROLEUM 
PS  PETROLEUM 
R  STATE 


448.6* 
1543.0 
2964.0 

312.9 


-12 
-28 
-20 
-2 


889.3 
3243.0 
6057.0 

611.4 


-12 
-20 
-21 
0 


22.2 
186.0 
158.0 
1.8 


-19 
35 
-49 

-77 


37.7 
325.0 
401.0 
3.4 


-35 
23 
-25 
-74 


4.9 
12.1 
5.3 
0.6 


5.4 
6.4 
8.3 
2.4 


10.3 
7.0 
16.9 
-5.2 


19 
37 
15 
NM 


2.49 
0.63 
3.12 
-0,50 


VIAR  DIAMOND  SHAMROCK 


2190,0* 
8044,0* 
3168.4 
3034.0* 


-16 
-30 
-1 
26 


4308.0 
16191.0 
6215.4 
5830.6 


-19 
-31 
11 
17 


92.0 
342.0 
100.3 
-32.6 


-12 
-40 
49 
NM 


148.0 
601.0 
141.8 
-16.2 


20 
-61 
101 

NM 


4.2 
4.3 

3.2 
NM 


4.0 
5.0 

2.1 
1.9 


32.0 
13.4 
14.4 
3.9 


TROLEUM  SERVICES 


12 
19 
17 
34 


2.99 
3.09 
1.74 
0.81 


PACIFIC  RESOURCES  GROUPt  621.1  40  1120.1  15  -17.3  NM  13.9  -93  NM  16.7  9.1  26  0.63 

L  1397.0  -16  2604.0  -16  105.0  -33  123.0  -64  7.5  9.4  19.5  19  1.80 

ARATHON  GROUP  5562.0*  47  11060.0  40  162.0  37  345.0  53  2.9  3.1  15.4  18  1.99 

I  ENERGY  1448.1  6  2810.5  29  40.0  45  34.1  -28  2.8  2.0  8.6  15  1.73 

{RESOURCES  411.7  -46  819.6  -56  32.8  -44  80.8  -33  8.0  7.6  36.6  21  2.04 


'  COMPOSITE 

12661.5 

15 

24485.6 

18 

1071.1 

9 

2135.3 

22 

8.5 

8.9 

18.3 

18 

2.09 

HUGHES  (3) 

1113.0 

21 

2270.4 

28 

81.7 

-1 

161.0 

15 

7.3 

9.0 

5.9 

33 

0.78 

/ICES  (3) 

365.3** 

-1 

760.9 

7 

32.9 

17 

71.5 

48 

9.0 

7.6 

15.8 

7 

3.12 

( CAMERON 

502.7** 

14 

929.6 

14 

45.1 

32 

78.3 

46 

9.0 

7.7 

23.4 

13 

2.96 

ID  OFFSHORE  DRILLING 

323.5 

42 

609.6 

41 

111.7 

71 

192.4 

58 

34.5 

28.5 

20.7 

14 

2.41 

;R  INDUSTRIES  (2) 

1981.4 

12 

3693.7 

7 

93.0 

24 

155.1 

22 

4.7 

4.2 

19,5 

18 

1.97 

HTHERFORD 

530.8 

11 

847.7 

32 

-14.9 

NM 

15.4 

-73 

NM 

9.5 

11,3 

18 

1.52 

MARINE 

356.0 

53 

631.1 

42 

73.4 

-13 

141.5 

-13 

20.6 

36.1 

33,4 

9 

1.65 

JRTON 

2475.6** 

11 

4830.9 

17 

136.5 

34 

254.3 

38 

5.5 

4.5 

19,5 

18 

1.98 

.CON 

281.0 

26 

560.4 

32 

50.4 

0 

130.2 

24 

21.5 

27.3 

21,0 

15 

1.08 

IBERGER 

2853.3 

10 

5653.4 

13 

359.4 

17 

710.1 

25 

12.6 

11.8 

19.9 

22 

2.74 

NTERNATIONAL 

557.7 

6 

1136.7 

12 

-7.5 

NM 

25.1 

-51 

NM 

5.3 

16.8 

14 

1.99 

TER  (9) 

284.9 

24 

563.5 

33 

52.8 

30 

126.3 

38 

22.0 

20.9 

25.8 

7 

4.24 

10NTAIGNE  OIL  (8) 

489.5 

38 

960.3 

38 

0.5 

-84 

2.2 

-52 

0.1 

0.9 

5.2 

45 

0.30 

:N  ATLAS 

546.7 

31 

1037.4 

30 

36.2 

118 

69.9 

114 

6.5 

4.0 

13.3 

43 

1.60 

1  EALTH  CARE 

^RY  COMPOSITE 

87300.4 

12 

171313.5 

12 

7968.8 

74 

16578.8 

41 

9.1 

5.9 

23.9 

39 

1.75 

UC  DISTRIBUTION 

COMPOSITE 

28571.0 

14 

56187.8 

15 

415.6 

258 

1014.7 

80 

1.5 

0.5 

13.6 

42 

1.17 

)URCE  HEALTH  (3) 

2094.5 

1 

4286.8 

11 

15.5 

160 

32.7 

58 

0.8 

0.3 

92.1 

26 

2.51 

BRUNSWIG  (3) 

3514.6** 

20 

6888.2 

18 

27.2 

22 

45.0 

8 

0.8 

0.8 

12.7 

30 

1.72 

WESTERN  INDUSTRIES 

1848.0 

2 

3809.8 

11 

8.2 

47 

15.7 

42 

0.4 

0.3 

8.0 

24 

1.31 

1  HEALTH  (6) 

4384.3 

27 

7765.8 

24 

55.4 

6 

121.7 

17 

1.5 

1.8 

15.5 

44 

2.17 

3755.9 

10 

7357.4 

8 

16.2 

NM 

148.2 

NM 

0.4 

NM 

14.1 

54 

0.80 

RUG  STORES  (11) 

752.8 

6 

1551.9 

2 

14.2 

1 

35.5 

-1 

1.9 

2.0 

9.8 

18 

1.50 

ON  (9) 

4943.0** 

14 

9615.1 

15 

42.1 

12 

77.8 

5 

0.9 

0.9 

11.3 

49 

1,63 

\l 

358.2 

51 

598.5 

55 

8.1 

-41 

28.5 

10 

2.3 

5.8 

6.1 

55 

0,71 

(10) 

3032.7 

14 

6223.3 

17 

90.8 

33 

210.5 

71 

3.0 

2.5 

11.4 

31 

1,29 

EN  (4) 

3887.0 

14 

7981.0 

14 

127.0 

17 

298.0 

17 

3.3 

3.2 

18.2 

45 

0.99 

IBS  &  RESEARCH 

COMPOSITE 

31225.4 

11 

61235.1 

10 

5636.2 

112 

11536.4 

51 

18.0 

9.4 

33.2 

39 

2.07 

JkBORATORIES 

3066.8 

6 

6111.7 

4 

585.6 

12 

1175.2 

11 

19.1 

18.0 

43,0 

31 

1.43 

N 

331,3 

15 

510.2 

12 

34.8 

63 

-87.4 

NM 

10.5 

7.4 

0,2 

NM 

0.02 

N  HOME  PRODUCTS 

3342.0 

-5 

7008.4 

-1 

523.5 

14 

1505.7 

45 

15.7 

13.1 

27,9 

28 

1,90 

656.9 

6 

1262.3 

6 

216.3 

8 

403.5 

5 

32.9 

32.3 

30,4 

30 

2,51 

MYERS  SQUIBB 

4430.0 

9 

8876.0 

9 

835.0 

13 

1752.0 

14 

18.8 

18.2 

47,6 

35 

3,35 

288.2 

14 

544.2 

7 

25.4 

71 

14.5 

-53 

8.8 

5.9 

3,5 

92 

0,19 

1) 

2340.7 

18 

4609.8 

17 

491.3 

NM 

1019.5 

NM 

21.0 

NM 

40.3 

39 

1,74 

6470.4 

9 

12529.2 

9 

1316.1 

14 

2480.5 

14 

20.3 

19.5 

37.4 

31 

4,00 

3633.0 

25 

6972.0 

18 

628.0 

37 

1320.0 

25 

17.3 

15.7 

30.2 

50 

1,89 

:iA  &  UPJOHN 

1691.0 

-3 

3303.0 

-3 

146.0 

-18 

335.0 

-10 

8.6 

10.2 

5.1 

91 

0,53 

S-PLOUGH 

2124.0 

23 

4032.0 

23 

455.0 

22 

905.0 

21 

21.4 

21.7 

50.8 

45 

2,16 

DRICH 

294.6 

6 

500.8 

8 

41.1 

1 

85.3 

4 

14.0 

14.6 

15.5 

18 

1,66 

Rf  LAMBERT 

2556.7 

30 

4775.5 

28 

338.1 

45 

517.4 

42 

13.2 

11.8 

35.2 

64 

1,25 

f  LTH-CARE  SERVICES 

0^  -.OMPOSITE 

15464.3 

13 

30325.2 

13 

416.5 

-10 

1124.2 

0 

2.7 

3.4 

4.3 

60 

0.43 

E  ENTERPRISES 

715.4 

-12 

1409.8 

-14 

21.5 

3 

39.5 

0 

3.0 

2.6 

5.7 

18 

0,56 

1)  WCA  HEALTHCARE 

4781.0 

-1 

9582.0 

-2 

173.0 

-55 

392.0 

-53 

3.5 

7.9 

-3.5 

NM 

-0,36 

P  ("HEALTHCARE 

583.8 

94 

914.0 

52 

-27.8 

NM 

-23.0 

NM 

NM 

2.2 

-4.0 

NM 

-0,31 

^  SCRIPTS 

807.4 

169 

1178.8 

110 

9.5 

18 

19.4 

23 

1.2 

2.7 

16.5 

35 

2,22 

L   lANAGEMENT  ASSOCIATES  (3) 

302.2 

30 

505.1 

29 

38.7 

25 

79.2 

26 

12.8 

13,3 

18.2 

47 

0.51 

\\.\  lUTH 

942.5 

30 

1850.1 

31 

117.2 

44 

226.6 

55 

12,4 

11,2 

12.4 

25 

1.05 
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CORPORATE  SCOREBOARD 


COMPANY  SALES  PROFITS 


2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2N0 

EQUITY 

PRICE- 

M 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

ENDING 

RATIO 

SMIL 

% 

$MIL. 

% 

SMIL. 

% 

SMIL 

% 

% 

6-30 

7-24 

INTEGRATED  HEALTH  SERVICES 

816.9" 

78 

1672  0 

82 

41  5 

350 

79  6 

1  R 1 
i  o  1 

o.o 

IN  IVI 

UBORATORY  CORP.  OF  AMERICA  HOLDINGS  386.1 

-1 

759.1 

-3 

12^8 

212 

22.1 

245 

3.3 

1.1 

NM 

NM 

PHYCOR 

376.3 

41 

699.0 

35 

15.3 

12 

7.8 

-70 

4.1 

5.1 

-2.0 

NM 

A 

QUEST  DIAGNOSTICS 

366.7 

-9 

734.6 

-7 

8.9 

10 

15.5 

28 

2.4 

2.0 

-3.5 

NM 

-( 

TENET  HEALTHCARE  (7) 

2571.0 

9 

5135.0 

12 

-24.0 

NM 

124.0 

NM 

NM 

NM 

10.2 

25 

UNIVERSAL  HEALTH 

474.6** 

38 

937.7 

37 

20.5 

21 

46.1 

20 

4.3 

4.9 

12.6 

24 

VENCOR 

778.7 

0 

1602.0 

10 

-23.5 

NM 

-4.6 

NM 

NM 

4.8 

6.4 

5 

WELLPOINT  HEALTH  NETWORKS 

1561.8 

8 

3146.0 

18 

32.8 

-33 

99.9 

1 

2.1 

3.4 

17.1 

22 

(D)  MEDICAL  PRODUCTS 

GROUP  COMPOSITE  12039.6  7      23565.4         6    1500.5        12     2903.6       20      12.5     11.8       23.2       36  1; 


BARD  (C.R.) 

300  6 

-1 

596.9 

-1 

40.2 

53 

55.1 

24 

13.4 

8.6 

14.7 

27 

BAUSCH  &  LOMB 

635.0 

21 

1188.1 

22 

55.5 

173 

6.1 

-74 

8.7 

3.9 

4.0 

88  ( 

BAXTER  INTERNATIONAL 

1646.0 

5 

3114.0 

3 

63.0 

-61 

227.0 

NM 

3.8 

10.3 

21.1 

29  ; 

BECTON,  DICKINSON  (3) 

833.6 

18 

1572.0 

12 

-10.0 

NM 

82.4 

-46 

NM 

9.9 

15.9 

46 

BOSTON  SCIENTIFIC 

505.7 

7 

975.7 

8 

78.7 

NM 

145.6 

200 

15.6 

NM 

21.8 

57  ; 

GUIDANT 

487.8 

73 

958.1 

75 

78.7 

NM 

134.0 

212 

16.1 

1.5 

38.5 

49  ; 

JOHNSON  &  JOHNSON 

5783.0 

1 

11566.0 

1 

1005.0 

11 

2015.0 

11 

17.4 

16.0 

27.3 

30  ; 

MEDTRONIC  (8) 

685.1** 

7 

1316.4 

6 

160.1 

10 

167.4 

-39 

23.4 

22.7 

22.4 

65  ( 

OWENS  &  MINOR 

799.0 

3 

1596.9 

5 

0.1 

-97 

6.9 

-36 

0.0 

0.7 

10.6 

25  1 

U.S.  SURGICAL 

363.9 

25 

681.2 

19 

29.1 

63 

54.1 

14 

8.0 

6.2 

7.6 

37 

13  HOUSING  &  REAL  ESTATE 

INDUSTRY  COMPOSITE 

22261.1 

20 

40648.4 

18 

1324.4 

3 

2072.5 

5 

5.9 

6.9 

16.3 

17  ; 

(A)  BUILDING  MATERIALS 

- 

GROUP  COMPOSITE 

13087.0 

12 

24172.9 

12 

1005.1 

8 

1540.3 

11 

7.7 

7.9 

22.2 

17  ; 

AMERICAN  STANDARD 

1795.0 

13 

3288.0 

11 

78.0 

5 

114.0 

7 

4.3 

4.7 

NM 

26 

JOHNS  MANVILLE 

445.2 

4 

834.6 

3 

65.0 

75 

91.0 

41 

14.6 

8.7 

21.2 

15 

LAFARGE 

674.8 

41 

1009.6 

40 

85.0 

42 

45.3 

76 

12.6 

12.6 

17.4 

13 

MARTIN  MARIETTA  MATERIALS 

277.7 

20 

464,3 

19 

36.4 

20 

39.0 

-1 

13.1 

13.1 

16.4 

24 

MASCO 

1085.0 

19 

2124.0 

20 

117.0 

28 

227.6 

30 

10.8 

10.0 

17.5 

12 

NORTEK 

449.6 

101 

842.1 

101 

8.5 

10 

9.8 

-21 

1.9 

3.4 

20.1 

14 

OWENS  CORNING 

1286.0 

26 

2423.0 

28 

59.0 

-6 

67.0 

-36 

4.6 

6.2 

NM 

87 

PPG  INDUSTRIES 

2004.0 

3 

3917.0 

5 

199.0 

-9 

391.0 

2 

9.9 

11.2 

26.7 

16 

RPM  (7) 

452.0 

11 

802.5 

14 

32.7 

15 

38.2 

7 

7.2 

6.9 

15.5 

19 

SHERWIN-WILLIAMS 

1377.8 

0 

2481.9 

2 

99.5 

7 

124.6 

7 

7.2 

6.8 

16.7 

21 

SOUTHDOWN 

317.7 

9 

542.6 

9 

-23.1 

NM 

-7.4 

NM 

NM 

15.3 

7.7 

27 

TECUMSEH  PRODUCTS 

500.4 

4 

950.3 

0 

33.9 

7 

58.8 

-7 

6.8 

6.6 

9.5 

12 

USG 

775.0 

7 

1510.0 

8 

82.0 

204 

149,0 

255 

10.6 

3.7 

114.4 

11 

VALSPAR  (2) 

292.5 

16 

517.8 

17 

20.0 

17 

28.8 

15 

6.8 

6.8 

21.9 

25 

VULCAN  MATERIALS 

465.8 

5 

824.8 

5 

70.0 

12 

106.5 

26 

15.0 

14,1 

21.8 

17 

YORK  INTERNATIONAL 

888.5 

0 

1630.5 

-3 

42.3 

0 

57.0 

0 

4,8 

4.8 

6.8 

37 

(B)  CONSTRUCTION  &  REAL  ESTATE 

GROUP  COMPOSITE 

9174.1 

34 

16475.5 

29 

319.3 

-11 

532.1 

-8 

3.5 

5.2 

9.1 

19 

CENTEX (9) 

1110.6 

29 

2249.9 

24 

48.2 

78 

92.2 

64 

4,3 

3.1 

16.7 

16 

CHAMPION  ENTERPRISES 

582.5 

32 

1045.5 

30 

25.8 

43 

43.4 

37 

4.4 

4.1 

23.6 

15 

FLEETWOOD  ENTERPRISES  (8) 

842.4 

13 

1553.0 

13 

28.3 

34 

49.5 

42 

3.4 

2.8 

20.7 

12 

HORTON  (D.R.)  (3) 

613.8 

40 

1066.8 

39 

23.1 

48 

42.6 

53 

3.8 

3.6 

25.9 

17 

KAUFMAN  &  BROAD  HOME  (1) 

537.5 

30 

963.7 

26 

17.2 

61 

25.3 

67 

3.2 

2.6 

16.7 

18 

LENNAR  (1) 

532.1 

96 

972.8 

93 

25.6 

101 

41.8 

86 

4.8 

4.7 

13.7 

18 

M.D.C.  HOLDINGS 

303.6 

28 

546.8 

27 

12.6 

145 

20.5 

135 

4.1 

2.2 

15.1 

13 

OAKWOOD  HOMES  (3) 

475,5** 

63 

751.7 

48 

5.0 

-78 

12.6 

-69 

1.0 

7.7 

11.1 

17 

PULTE 

679.7 

18 

1200.3 

19 

23.6 

86 

34.5 

148 

3.5 

2.2 

8.2 

18 

RYLAND  GROUP 

425.9 

7 

762.2 

5 

8.8 

128 

13.5 

141 

2.1 

1.0 

8.9 

13 

STARWOOD  HOTELS  &  RESORTS 

2307.0** 

56 

4010.0 

42 

70.0 

-62 

98.0 

-65 

3.0 

12.3 

2.1 

NA 

U.S.  HOME 

367.5 

8 

702.1 

7 

13.4 

22 

33.0 

56 

3.7 

3.2 

12.1 

9 

WEBB  (DEL)  (6) 

396.1 

14 

650.8 

4 

17.6 

32 

25.1 

10 

4.4 

3.8 

12.3 

11 

14  LEISURE  TIME  INDUSTRIES  L 

INDUSTRY  COMPOSITE 

32953.0 

6 

63066.3 

4 

2002.6 

2 

3767.4 

18 

6.1 

6.3 

10.1 

(A)  EATING  PLACES 

GROUP  COMPOSITE 

9126.2 

7 

17414.3 

5 

544.0 

-8 

1105.9 

4 

6.0 

6.9 

15.7 

33 

BRINKER  INTERNATIONAL  (6) 

422.9 

14 

823.9 

15 

23.1 

20 

39.2 

21 

5.5 

5.2 

12.0 

19 

CKE  RESTAURANTS  (11) 

528.2 

124 

853,0 

110 

22.7 

115 

35.3 

110 

4.3 

4,5 

11.3 

32 

CRACKER  BARREL  OLD  COUNTRY  STORE 

(5)  317.4 

15 

639.2 

18 

24.7 

21 

45.0 

23 

7.8 

7.5 

13.1 

18 

DARDEN  RESTAURANTS  (7) 

921.2 

13 

1732.4 

7 

40.0 

NM 

69.8 

NM 

4.3 

NM 

10.0 

26 

FOODMAKER  (3) 

280.6** 

11 

590.5 

18 

12.6 

26 

47.0 

181 

4.5 

4.0 

50.5 

9 

HOST  MARRIOTT  SERVICES 

322.6 

10 

599.9 

8 

6.2 

22 

2.3 

188 

1.9 

1.7 

NM 

24 

MCDONALD'S 

3180.8 

12 

5985.7 

10 

233.8 

-47 

596.0 

-24 

7.4 

15.5 

15.8 

33 

OUTBACK  STEAKHOUSE 

342.3 

19 

666.3 

19 

24.7 

28 

46.9 

29 

7.2 

5.7 

15.5 

26 

SHONEY'S  (2) 

279.3 

-5 

616.0 

-6 

-1.4 

NM 

-11.0 

NM 

NM 

1.8 

NM 

NM 

TRICON  GLOBAL  RESTAURANTS 

2001.0 

-15 

3922.0 

-15 

112.0 

-7 

166.0 

-4 

5.6 

5.1 

NM 

NA 

WENDY'S  INTERNATIONAL 

530.0 

-2 

985.5 

-1 

45.6 

-20 

69.4 

-15 

8.6 

10.6 

9.9 

25 
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RPORATE  SCOREBOARD 


2ND  CHANGE            6  CHANGE  2ND  CHANGE          6  CHANGE  2ND  2ND  EQUITY       PRICE-  MONTHS' 

QUARTER  FROM  MONTHS  FROM  QUARTER       FROM  MONTHS        FROM  QUARTER  QUARTER  12  MONTHS  EARNINGS  EARNINGS 

1998  1997            1998  1997  1998          1997          1998          1997  1998  1997  ENDING        RATIO  PER 

SMIL.  %  $MIL  %  $MIL,           %           SMIL           %  %  %  6-30  7-24  SHARE 


NTERTAINMENT 

JP  COMPOSITE  9665.0  6      19030.4         4      137.6      -55       530.0     -16        1.4      3.3         6.6       46  0.85 


JS  CIRCUS  ENTERPRISES  (ll)f  334.9  5  639.9  7  21.6  -42  22.3  -58  6.5  11.8  6.5  19  0.78 

■Y  (WALT)  (3)  5248.0  1  10490.0  -2  415.0  -12  799.0  -1  7.9  9.1  10.6  39  0.95 

AH'S  ENTERTAINMENT  478.6  17  893.1  14  37.0  46  61.9  46  7.7  6.2  16.7  16  1.25 

,0-GOLDWYN-MAYER  279.5  82  596.0  70  -55.0  NM  -73.6  NM  NM  NM  -12.7  NM  -3.86 

)M  3323.9  10  6411.4  8  -281.0  NM  -279.6  NM  NM  NM  2.2  90  0.74 


lOTEL  &  MOTEL 

JP  COMPOSITE  4644.7         14       8832.3        13      325.2        30       557.2       29        7.0      6.1         9.8       27  1.01 


IN  HOTELS  1413.0  4  2809.0  5  106.0  14  183.0  14  7.5  6,8  7.7  26  1.00 

MARRIOTT                                  402.0**  49  747.0  43  65.0  154  96.0  200  16.4  9.6  8.6  34  0.51 

IIOTT  INTERNATIONAL  2539.0  16  4731.0  15  101.0  20  190.0  24  4.0  3.8  13.6  24  1.35 

lUS  HOTEL                                   290.7  12  545.3  5  52.2  10  88.2  2  18.0  18.2  8.3  36  1.13 


ITHER  LEISURE 

JP  COMPOSITE  9517.1  0      17789.2         0      995.8        21      1574.4      47      10.5      8.7       13.2       39  1.19 


ICAN  GREETINGS  (10)  487.9  3  1087.2  0  33.8  12  88.5  6  6.9  6.4  14.4  18  2.62 

SWICK  1113.0  10  2009.7  9  83.4  1  142.3  5  7.5  8.2  11.6  13  1.57 

IVAL(l)  661.4  11  1219.2  9  160.6  26  270.5  27  24.3  21.4  19.1  31  1.22 

^AN  KODAK  3541.0  -8  6452.0  -8  495.0  35  720.0  39  14.0  9.6  6,5  NM  0.67 


;Y-DAVIDS0N  517.2**  17  983.7  13  55.4  13  100.1  12  10.7  11.2  20.2  33  1.20 

HQ  572.1  -2  1054.9  -7  5.5  -58  13.2  -66  1.0  2.2  6.3  45  0.84 

EL  861.5  -11  1566.7  -6  60.4  -20  73.1  NM  7.0  7.8  26.8  25  1.64 

:LAN0  STORES  367.2  7  759.6  6  -4.7  NM  -8.2  NM  NM  NM  307.4  11  1.34 


IIS  INDUSTRIES  274.7  10  484.7  2         14.5  9  22.8      -10         5.3       5.3        36.2        16  2.38 

lOID  464.7        -18  855.3       -16         12,1       -65  -5.3      NM         2.6       6.1       -41.4       NM  -4.04 

.  CARIBBEAN  CRUISES  656.5  63         1316.2        65         79.8         74        157.3       86       12.2      11.4        11.9        28  2.89 


MANUFACTURING  

5TRY  COMPOSITE  56451.3         10    107753.2        11     3749.2        15     5906.0        5        6.6      6.3       18.5       21  1.99 


ENERAL  MANUFACTURING 

P  COMPOSITE  19676.8  8      37974.9         8    1420.8         6     2678.8       12        7.2      7.4       21.1       19  2.51 


UIP-VICKERS  574.3  3  1121.4  2  37.8  13  69.0  76  6.6  6.0  22.9  11  4.59 

;LE  395.6  17  758.7  21  24.6  17  43.5  27  6.2  6.2  21.2  18  2.59 

:  INDUSTRIES  394.8  23  759.2  22  39.7  67  64.9  43  10.0  7.4  NM  12  1.69 

HG  867.9**  -5  1671.8  -4  56.7  -55  118.8  -44  5.5  13.7  24.4  21  1.47 


563.4  9  1090.2  11  36.5  25  66.5  28  6.5  5.6  21.8  19  2.76 

i9)                                           544.5  11  1083.2  8  -6.1  NM  -11.1  NM  NM  NM  5.8  20  0.89 

NE  BRANDS                               1213.8  7  2330.2  8  87.9  NM  140.9  259  7.2  0.4  3.5  47  0.81 

0                                            455.3  7  857.3  5  33.1  34  57.4  34  7.2  5.8  15.0  18  2.41 


L  273.5  13  530.3  15  20.0  32  37.0  59  7.3  6.3  32.7  9  2.00 

BRAND  INDUSTRIES  (1)  508.0  19  987.0  13  45.0  22  88.0  15  8.9  8.7  19.2  23  2.48 

!  STOOL  WORKS  1420.5  7  2761.5  8  176.0  14  324.6  17  12.4  11.6  20.8  24  2.52 

1  )N  CONTROLS  (3)  3189.5  11  6196.8  10  83.9  13  136.4  87  2.6  2.6  17.1  17  3.16 


I  IS  298.9  1  467.2  4  37.6  -2  48.1  0  12.6  12.9  45.4  15  1.51 

I  V  INDUSTRIES  (10)  604.5  8  1159.4  7  26.9  -11  51.2  -4  4.5  5.4  14.1  13  1.52 

30TA  MINING  &  MFG.  3770.0  -1  7470.0  -1  385.0  -8  786.0  -5  10.2  11.0  34,4  15  5.02 

L  922.7  13  1693.2  15  88.7  15  237.5  107  9.5  9.4  23.5  21  2.54 


I  HANNIFIN  (5)  1238.4  11         2434.9        13         90.4         -2        173.7         2         7.3       8.3        19.2        12  2.88 

!  ?MAID  558.5  3         1308.2  5         52.5         13  51.5      -24         8.0       7,3        11.8       40  0.82 

f   m  670.0         45         1101.0        24         35.6         -7  52.5      -17         5.3       8.3        13.7        28  1.33 


1  :X  363.0  30  708.8        29         21.2         16  41.1        17         5.9       5.5        15.7        19  1.99 

5  AUTOMOTIVE  465.9         42  923.0       104         23.7         80  42.5      114         5.1       4.0        12.7        16  1.43 

i  (WARE  282.9        -17  551.7       -16         23.0       -39  38.4      -39         8.1      11.1        38.3        28  0.95 


i  XHINE  &  HAND  TOOLS 

t  'COMPOSITE  5192.0         12       9986.9        14      285.8        98      -476.6      NM        5.5      3.1         0.1      NM  -0.04 


JiDECKER  1169.7  -1  2178.0  -1  58.4  28  -913.0  NM  5.0  3.8  NM  NM  -8.00 

I  WTI  MILACRON  490.6  9  958.0  17  20.9  15  38.5  23  4.3  4.0  18.5  10  2.19 

r  ;R  522.3  24  1155.7  19  45.2  21  84.2  21  7.4  7.6  16.9  31  1.40 

^  /IETAL(6)  501.0  60  997.5  64  23.3  4  44.1  4  4.7  7.2  9.9  13  2.58 


tM  ELECTRIC  310.9  4  613.9  6  25.2  11  49.0  12  8.1  7.6  19.1  12  1.84 

il  INDUSTRIES  614.2  14  1213.5  19  26.3  77  50.4  185  4.3  2.8  21.2  11  11.55 

I'  N  458.1**  7  901.5  10  22.7  -42  56.6  -22  4.9  9.1  15.7  17  2.20 

*  /  WORKS  691.8  3  1363.7  3  42.2  NM  78.6  NM  5.1  NM  10.0  63  0.70 

R  333.5  44  594.1  45  20.6  168  35.0  202  6.2  3.3  177.5  12  2.29 


)  ''CIAL  MACHINERY 

»l    COMPOSITE  26629.0         11      50002.8       13     1955.4        22     3473.0       34        7.3      6.7       20.2       20  2.19 


816.1  -6  1517.6  -4  32.4  -34  65.1  -15  4.0  5.5  15.9  7  2.53 

'P    MATERIALS  (2)                        1176.3  31  2484.0  43  141.2  38  370.1  181  12.0  11.3  23.1  16  1.95 

1734.0**  8  3115.0  10  126.0  -9  195.0  -3  7.3  8.6  16.1  8  5.03 

^   LLAR                                     5604.0  15  10398,0  14  446.0  3  876.0  6  8.0  8.9  34.2  11  4.57 


'^  IS  ENGINE  1535.0  17  3135.0  16  53.0  0  60.0  -36  3.2  3,8  12,5  11  4.60 

I  4059.6**  16  6915.7  17  355.2  14  568.5  15  9.0  9.1  24.2  10  4.10 

^  1235.1  7  2383.7  10  100.1  -20  190.0  -7  8.1  10.8  21.1  18  1.74 

RVE                                        280.7  -7  539.0  -4  12.5  -50  25.6  -38  4.5  8.3  9.6  26  0.87 
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CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


2ND 
QUARTER 
1998 

$MIL, 


CHANGE 
FROM 
1997 

% 


6 

MONTHS 
1998 
SMIL 


CHANGE 
FROM 
1997 

% 


2ND  CHANGE 

QUARTER  FROM 

1998  1997 

$  MIL  % 


MONTHS 
1998 
SMIL 


CHANGE 
FROM 
1997 

% 


MARGINS 

2ND  2ND 

QUARTER  QUARTER 

1998  1997 

%  % 


RETURN  ON 

COMMON  1 

EQUITY  PRICE-  MON 

12  MONTHS  EARNINGS  EARN 

ENDING  RATIO  PE 

6-30  7-24  SH; 


FMC  1155.1  0  2194.1  2  67.5  12  94.4  15  5.9  5.3  -1.6 

HARNISCHFEGER  INDUSTRIES  (2)  478.6  -33  1046.4  -22  -72.8  NM  -97.8  NM  NM  5.4  -2.7 

INGERSOLL-RAND  2186.2  19  4189.1  20  140.9  26  240.0  27  6.4  6.1  18.0 

McDERMOTT  INTERNATIONAL  (9)  819.8  -12  1744.6  5  121.6  11  138.2  NM  14.8  11.8  32.7 


NM  -0.' 

NM  -0,< 

17  2.( 

8  3.! 


PENTAIR  471.8  12  936.8        12         24.4         19  48.1       21         5.2       4.9        15.9  17 

STEWART  &  STEVENSON  SERVICES  (11)     305.0         31  639.3        23  9.2         74        -20.5      NM         3.0       2.3        -2.2  NM 

TIMKEN  701.7  4         1409.1  7         38.7       -14  87.8         2         5.5       6.6        16.3  9 


2.: 
-0. 
2. 


TORO  (2) 

TYCO  INTERNATIONAL  (3) 
UNOVA 


379.7 
3235.0 
345.2 


27 
-16 


589.7 
6087.0 
678.6 


5 
23 
-7 


20.1 
320.2 
9.2 


5 

131 
NM 


19.0 
596.4 
17.0 


-12 
109 
NM 


5.3 
9  9 
2.7 


5.4 
5.4 
NM 


12.0 
IS.O 
3.8 


12 
NA 
50 


(D)  TEXTILES 

GROUP  COMPOSITE 


4953.5 


10 


9788.7 


11 


87.1 


-44 


230.8 


-19 


1.8 


3.5 


12.9 


26 


BURLINGTON  INDUSTRIES  (3) 
COLLINS  &  AIKMAN 
DEXTER 

GALEY  &  LORD  (3) 


511.0 
463.3 
302.6 
275.3 


11 
3 

104 


1029.0 
941.5 
592.5 
512.9 


-6 
13 
5 
94 


26.0 
-0.5 
16.4 
4.7 


92 
NM 
3 
13 


50.5 
8.2 
30.6 


46 
-64 
6 
10 


5.1  2.4 

NM  2.8 

5.4  5,5 

1.7  3,1 


10.8  9  1. 

NM  NM  -0. 

14.8  12  2. 

9.5  17  0, 


INTERFACE 

MOHAVI/K  INDUSTRIES 

PILLOWTEX 

SHAW  INDUSTRIES 


316.9 
546.4 
332.0 
873.1 


17 
15 
217 

-5 


635.8 
1006.2 

698.4 
1738.1 


20 
14 
219 
1 


11.7 
30.6 
7.1 
-65.2 


47 
59 
279 
NM 


21.9 
45.4 
12.7 
-45,7 


53 
63 
261 
NM 


3,7  2,9 

5,6  4,1 

2,1  1.8 

NM  2.8 


11.2 
18.8 
7.8 
-11,5 


20 
20 
32 
NM 


0, 
1, 
1 
-0 

'i 

2 

1 


SPRINGS  INDUSTRIES 
UNIFI  (6) 

WESTPOINT  STEVENS 


537.1 
358.7 
437.0 


2 

-17 
10 


1093.8 
704.7 
835.7 


2 
-19 
11 


5.5 
35.1 
15.8 


-64 
12 
48 


2.4 
68.4 
27.5 


-91 
9 
40 


1.0  2.9 
9,8  7,3 
3,6  2,7 


6.1 
20.3 
NM 


18 
13 
28 


16  METALS  &  MINING 


-3    44510.1  rl__7?^_^  _ ^-^  ^^-^ 


INDUSTRY  COMPOSITE 


22436.9 


(A)  ALUMINUM 

GROUP  COMPOSITE 

7260.2 

0 

14273.6 

2 

116.0 

-66 

441.8 

-23 

1.6 

4.8 

11.0 

21 

2 

ALUMAX 

779.8 

7 

1555.1 

9 

2.8 

-92 

46.8 

-25 

0.4 

4.9 

1.1 

NM 

C 

ALUMINUM  CO.  OF  AMERICA 

3587.0 

5 

7032.1 

6 

207.1 

0 

417.0 

14 

5.8 

6.0 

19.5 

14 

5 

KAISER  ALUMINUM 

614.8 

3 

1211,8 

6 

16.7 

22 

28.7 

76 

2.7 

2.3 

40.1 

12 

C 

MAXXAM 

699.6 

2 

1363.6 

3 

12.4 

-61 

14.3 

-56 

1.8 

4.6 

NM 

11 

c 

REYNOLDS  METALS 

1579.0" 

-12 

3111.0 

-9 

-123.0 

NM 

-65.0 

NM 

NM 

3-1 

-1.1 

NM 

-c 

(B)  STEEL 

GROUP  COMPOSITE 


10228.3 


1 

-2 
-8 
-1 
12 


20337.7 


455.2  -20 


832.9 


-9 


4.5  5.6 


13.9 


9 

7 
8 
8 
13 


AK  STEEL  HOLDING 
ARMCO 

BETHLEHEM  STEEL 
CARPENTER  TECHNOLOGY  (6) 


612.0 
450.1 
1189.7 
318.3 


1200.2 
897.8 

2322.2 
647.3 


-2 
-4 
-3 
21 


33.4 
31.1 
37.6 
26.2 


-14 
54 

-77 
15 


61.8 
51.4 
106,2 
48.3 


-16 
74 

-46 
26 


5.5  6.3 

6,9  4.1 

3,2  13.3 

8.2  8.0 


15.7 
NM 
11.6 
12.8 


COMMERCIAL  METALS  (4) 

606.1" 

3 

1174.3 

5 

11.4 

20 

19.7 

18 

1.9 

1.6 

10.6 

11 

INLAND  STEEL  INDUSTRIES 

724.9 

-1 

1465.8 

5 

15.5 

-19 

32.0 

-13 

2.1 

2.5 

8.1 

17 

LTV 

1093.0 

0 

2220.0 

3 

4.0 

-85 

23.0 

-57 

0.4 

2.5 

0.4 

94  ( 

NATIONAL  STEEL 

747.8 

-9 

1456.2 

-8 

26.5 

-59 

32.4 

-65 

3.5 

7.9 

18.0 

3  ; 

NUCOR 

1128.4 

9 

2267.2 

11 

72.2 

-1 

137.4 

0 

5.4 

7.1 

15.2 

12  : 

ROUGE  INDUSTRIES 

306.0 

-14 

625.0 

-9 

6.2 

-42 

10.2 

-49 

2.0 

3.0 

2.8 

19 

USX-U.S.  STEEL  GROUP 

1733.0 

0 

3429.0 

2 

136.0 

40 

223.0 

21 

7.8 

5.6 

25.2 

5 

WALTER  INDUSTRIES  (7) 

536.0 

34 

989.8 

34 

24.5 

13 

32.2 

65 

4.5 

5.4 

15.4 

17 

WEIRTON  STEEL 

336.4 

-7 

677,7 

-5 

5.2 

NM 

7.4 

NM 

1.5 

NM 

11.3 

9  1 

WORTHINGTON  INDUSTRIES  (7) 

446.7 

10 

965.2 

8 

25.5 

31 

47.8 

16 

5.7 

4.8 

12.1 

17 

(C)  OTHER  METALS 

GROUP  COMPOSITE 

4948.3 

-13 

9898.8 

-11 

164.4 

-41 

477.9 

-37 

3.3 

4.9 

7.7 

24  1 

ASARCO 

602.3 

-19 

1235.7 

-15 

-14.5 

NM 

-45.3 

NM 

NM 

7.0 

0.3 

NM 

CYPRUS  AMAX  MINERALS 

619.0 

-26 

1351.0 

-22 

-36.0 

NM 

-32.0 

NM 

NM 

7.8 

-4.6 

NM 

ENGELHARD 

1074.5" 

20 

2045.1 

15 

50.9 

15 

94.1 

15 

4.7 

4.9 

7.6 

51 

ESSEX  INTERNATIONAL 

369.6 

-18 

755.0 

-13 

17.7 

-24 

39.4 

-8 

4.8 

5.2 

25.1 

10 

FREEPORT-McMORAN  COPPER  &  GOLD 

433.9 

-23 

830.0 

-24 

34.7 

-56 

70.4 

-53 

8.0 

13.9 

NM 

23 

GENERAL  CABLE 

306.7 

5 

585.3 

8 

18.1 

51 

31.6 

53 

5.9 

4.1 

47.4 

17 

NEWMONT  GOLD 

374.0 

-11 

752.0 

-3 

27.4 

NM 

60.2 

NM 

7.3 

NM 

8.5 

24 

NEWMONT  MINING 

374.0 

-11 

752.0 

-3 

25.7 

NM 

56.5 

NM 

6.9 

NM 

8.5 

24 

PHELPS  DOOGE 

794.4 

-25 

1592.7 

-24 

40.4 

-70 

204.1 

-25 

5.1 

12.7 

13.0 

10 

n  NONBANK  FINANCIAL 


INDUSTRY  COMPOSITE 

125937.2 

15 

246558.3 

15 

11484.9 

10 

23855.9 

17 

9.1 

9.6 

16.2 

20 

(A)  FINANCIAL  SERVICES 

GROUP  COMPOSITE 

72434.6 

20 

140217.5 

19 

6378.9 

13 

12760.9 

18 

8.8 

9.3 

20.3\ 

21 

—  AMERICAN  EXPRESS 

4761.0** 

8 

y  9282.0 

8 

>  577.0 

11 

^  1037.0 

12.1 

11-8 

22.W 

25 

ASSOCIATES  FIRST  CAPITAL 

2295.1 

12 

4526.2 

14 

'  292.9 

20 

573.9 

19 

12,8 

12.0 

16.8 

25 

BEAR  STEARNS  (6i 

2246.2 

27 

4173.9 

27 

172.3 

5 

338.6 

3 

7,7 

9.2 

20.1 

13 

BLOCK  (H&R)  (8) 

975.9 

11 

1184.5 

14 

256.9 

20 

239,5 

20 

26,3 

24.3 

13.0 

26 

CAPITAL  ONE  FINANCIAL 

500.4 

52 

1174.3 

45 

55.9 

70 

132,6 

62 

11.1 

9.9 

22.5 

32 

CHICAGO  TITLE 

477.7 

36 

878.7 

33 

10.7 

-35 

31.9 

40 

2.2 

4.8 

NA 

17 

CIT  GROUP 

558.9 

11 

1097.9 

10 

83.7 

-11 

165.4 

1 

15.0 

18.7 

12.1 

17 

COUNTRYWIDE  CREDIT  INDUSTRIES  (10)  758.0 

80 

1497.2 

105 

90.8 

30 

175.9 

27 

11.8 

16,4 

16.5 

15 

94  BUSINESS  WEEK  /  AUGUST  17,  1998 


RPORATE  SCOREBOARD 


2N0  CHANGE  6  CHANGE         2N0  CHANGE          6  CHANGE  2ND  2ND         EQUITY  PRICE-  MONTHS' 

QUARTER  FROM  MONTHS        FROM  QUARTER       FROM  MONTHS        FROM  QUARTER  QUARTER  12  MONTHS  EARNINGS  EARNINGS 

1998  1997  1998           1997          1998          1997          1998          1997  1998  1997        ENDING  RATIO  PER 

$MIL  %  SMIL           %           $MIL           %  SMIL           %  %  %            6-30  7-24  SHARE 


ILDSON,  LUFKIN  &  JENREHE  2339.4  29  4599.0  35  142.3  42  276.5  48  5.1  5.5  23.8  15  3.74 

S.BRADSTREET  484.0  10  955.1  9  39.7  -17  91.1  8  8.2  10.8  NM  15  1.83 

;R0S  (A.G.)  (10)  570.2  30  1097.8  23  76.0  39  149.1  31  13.3  12.4  19.5  13  2.97 

FAX  393.5  15  746.6  14  50.5  -17  95.4  -4  12.9  17.8  55.5  33  1.25 


IE  MAE  7753.7**  13  15154.9  12  850.4  13  1682.9  13  11.0  10.9  25.0  21  3,06 

ITY  NATIONAL  FINANCIAL                 289.1  59  525.7  56  30.0  206  45.4  239  10,4  5.4  30.1  12  3.11 

/A  GROUP                                    278,3  16  538.1  17  41.0  22  80.1  22  14.7  14.1  13.3  24  2.61 

■  AMERICAN  FINANCIAL                    704.3**  5&-j  1309.3  57  45.1  144  90.1  321  5.4  4.1  28.8  15  2.44 


KLIN  RESOURCES  (3)                       672.6**  KlX  1345.3  23.  131.0  18  >  257.7  21  >  19.5  19.4  24.2V  22  2.04 

DIE  MAC  4318.0  20  8303.0  18  414.0  22  807.0  21  9.6  9.4  24.2  23  2.11 

;R  FINANCIAL                                334.0  4  668.0  18  51.0         16  99.0  19  15.3  13.7  10.5  NA  NA 

EHOLD  INTERNATIONAL  2119.3  5  4261.9          4  ^501.6  NM  -^143.8  NM  NM  11.9          1.3  56  0,87 


AMERICA  FINANCIAL  GROUP  505,6  224  762,6  165  28,7  259  33,5  278  5,7  5,1          9,5  16  3,89 

AN  BROTHERS  HOLDINGS  (1)  5554,0  46  10134,0  30  324,0  168  511,0  93  5,8  3,2  17,7  12  6,17 

.H8<  Mclennan  1750,0  14  3525,0  24  193,0  33  424,0  37  11,0  9,4  14,7  32  i.89 

ILL  LYNCH  9381.0  17  18547.0  20  545.0  13  1063.0  12  5.8  5.0  23. 1>  19  5.05 


AN  STANLEY  DEAN  WIHER  (1)        8428.0  32       15013.0        24       854.0        52       1545.0       41       10.1       8.3        22.9        19  4.87 

WEBBER  GROUP  1900.3**       17         3705.4        18       129.5        39        250.2       29         6.8       5.7        20.6        15  2.95 

OND  JAMES  FINANCIAL  (3)  275.8         31  543.3        27         22.8        33  47.5      -14         8.3       8.2        20.5        15  1.95 


'AB  (CHARLES)  798.5  20         1558.5        18         76.3         19        144.3        10         9.6       9.6        24.1        39  1.04 

lOLDING  805.7        -14         1643.5      -12       144.2         24        283.2       22       17.9      12.4        89.1        15  3.19 

lERS  GROUP  10096.0  10       20453.5        14      1140.6         29      2234.0       32       11.3       9.6        17.4        22  3.01 


ISURANCe 

IP  COMPOSITE  _  48307.7  9      96177.2        11    4424.5         2     9779.9       14        9.2      9.8^    13.4       18  3.95 


1703.5  -2  3460.5  0  102.7  -55  263.1  -33  5.0  17.4  13.2  21  1.54 

ATE                                         6539.0  8  12989.0  6  885.0  38  1821.0  29  13.5  10.6  21.7  11  4,11 

CAN  FINANCIAL  GROUP                 1011,1**  5  1991,9  5  40,5  -34  107,4  -14  4,0  5.3  10. 6>  95  0.43 

CANGENERAL                            2556.0  15  5035.0  15  254.0  NM  508.0  491  10.3  NM  11.4  ^  19  3.82 


CAN  INTERNATIONAL  GROUP          7538.6**  6  14550.0  7  942.0  14  1828.5  14  12.5  11.6  14.2  29  5.05 

CAN  NATIONAL  INSURANCE             438.3  2  882.5  3  47.2  -18  113.4  -6  10,8  13.3  8.6  11  9.12 

5321.0  13  10415.0  11  308.0  10  803.0  42  5.8  5.9  15.9  11  6.04 

INATI  FINANCIAL                           518.5  7  1031.2  7  58.8  -22  143.0  -5  11.3  15.7  5.6  7  5.27 


CO  1839.3  10  3824.1  26  -268.2  NM  -37.2  NM  NM  14.3  4.5  37  1.25 

5T  REINSURANCE  HOLDINGS  330.4  4  633.3  4  43.5  -2  83.3  6  13.2  13.9  11.4  12  3.14 

ALRE  1905.0**  -8  3794  5  -8  254.7  9  526.3  10  13.4  11.2  12.0  19  12.55 

ORD  FINANCIAL  SERVICES  GROUP  3493.0  10  7221.0  15  235.0  -59  500.0  -36  5.8  18.1  16.6  12  4.41 


3RD  LIFE  1155,0  11  2559.0  22  94.0  29  178.0  31  8.1  7.0  15.7  23  2.58 

I  Y  FINANCIAL                               299.9**  -1  504.2  -2  29.7  -1  61.2  -6  9.9  9.9  9.9  14  2.55 

!  N  NATIONAL  1507.5  34  2954.0  27  148.7  NM  270.7  572  9.9  NM  5.0  37  2.53 

;  IRY  GENERAL                               305.2**  11  504.7  14  50.3  40  101.7  52  16.5  13.0  22.7  17  3.45 


ASUALTY                                   361.1  0  719.5  0  10.0  -70  40.9  -35  2.8  9.1  7.9  14  3.17 

1  CAPITAL                                    442.6  13  867.4  12  38.2  50  80.4  45  8.6  6.5  18.2  11  5.03 

iSSIVE  1335.1**  19  2590.0  24  123.0  20  243.1  35  9.2  9.1  20.2  22  5.12 

'ENT                                         980.2**  -1  1957.5  26  74.8  25  145.9  45  7.6  6.0  8.7  17  2.07 


1  I  1687.6**  56  3311.1  57  69.2  -41  180.8  -21  4.1  10.8          5.87'  16  2.81 

ERICA  (3)t  383.5**  30  739.0  35  144.9  54  278.8  54  37.8  32.0  18.7-7  27  2.35 

i  VIARK  623.8**  8  1228.5  7  63.1  -15  156.1  3  10.1  12.9  14.0  18  2.40 

<  AMERICA  1543.4  8  3102.3  11  152.4  35  306.1  58  9.9  7.9          7.3  12  9.80 


I  \TLANTIC  HOLDINGS  425,2  18  800,5  14  64,7  50  112.5  33  15.2  11.9  14.8  14  5.13 

/  £RS  PROPERTY  CASUALTY  2532.2  4  5125.4  5  312.5  13  559.5  20  12.3  11.4  15.7  13  3.42 

I  'I  372.0  -5  792.9  3  36.2  NM  112.2  221  9.7  0.3  12.7  13  5.13 

I  1159.6  18  2281.1  15  98.7  13  192.2  -5  8.5  8.9  14.5  21  2.54 


)  ViNGS&LOAN 

1  'COMPOSITE  5194.9         14      10163.6       13      681.5        36     1315.1       35      13.1     11.0       12.0       23  1.99 


II  SON(H.F.)  1031.7  7         2015.2  5       137.3         19        251.6       15       13.3      12.0        12.0        17  4.14 

1/   R  ONE  FINANCIAL  409.3  10  811.8        11         68.4        24        131.9       23       15.7      14.8        13.1        25  1.34 

^  \NCORP  485.1**       32  964.4        34         58.3       110        115.5       90       12.0       7,5        13.7        20  1.55 


IL    STATE  BANCORP  (5)  334.5  12  635.3  7         39.3         62  71.3       51       11.7       8.1  9.2        17  1.78 

II    WEST  FINANCIAL  783.7  10         1564.9        11        117.0        34        227.0       33       14.9      12.3        14.0        13  7.10 

\  IGTON  MUTUAL  2150.6  15         4171.0        14       261.3         37        517.7       40       12.1      10.3        11.0       43  1.01 

»  FFICE  EQUIPMENT  &  COMPUTERS  

^  rRY  COMPOSITE  101478.4         11    198541.5        11     1028.6      ^84     7276.0     ^44        To      7^2       14^5       56  L06 


)  SINESS  MACHINES  «L  SERVICES 

«    COMPOSITE  8576.8         24      16753.7       25      364.3        -1       755.0        6        4.2      5.3       19.1       23  1.45 


l^  :0M  SYSTEMS                           597.5  22  1035.3  12  4.3  -46  8.1  -37  0.7  1.6  14.9  10  0.52 

474,8  2  963.8  1  42.2  13  85.8  9  8.9  8.1  8.6  52  0.65 

■'                                               280,6  -7  575,3  2  -14,4  NM  12,4  -77  NM  10,1  11,7  23  1,15 

^   USTRIES                                  401,4  35  819,7  41  23,4  24  45,9  28  5,8  5.4  23.1  17  1  50 


''■  5E(2)  1327.0  21  2505.0  25  -5.3  NM  -10.7  NM  NM  0.6  1.1  71  0  21 

HERMAN)  (7)  465.3  13  902.0  16  38.4  40  71.4  74  8.3  5.7  55.6  21  1  39 

50WES  1079.5  7  2091.1  6  142.0  8  271.7  8  13.2  13.0  31.7  28  1.92 

ll  IS  &  REYNOLDS  (3)  384.8  14  770.5  11  25.0  258  52.4  55  6.8  2.2  19.6  19  0  93 

*'  ?D  REGISTER  333.7  41  677.7  45  12.4  -27  22.1  -31  3.7  7.2  11.3  18  1.99 
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CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


■MARGINS 


2N0 
QUARTER 
1998 
$MIL 


CHANGE  6 

FROM  MONTHS 

1997  1998 

%  $  MIL 


CHANGE         2ND  CHANGE  6  CHANGE 

FROM  QUARTER  FROM  MONTHS  FROM 
1997          1998          1997          1998  1997 

%  $MIL  %  $MIL  % 


RETURN  ON 
COMMON 

2ND        2N0         EQUITY  PRICE-  MO 

QUARTER  QUARTER    12  MONTHS  EARNINGS  EAR 

1998       1997        ENDING  RATIO  f 

%          %           6-30  7-24  SF 


STEELCASE  (10) 

672.3 

1 

1371.8 

6 

54.0 

14 

107.7 

29 

8.0 

7.1 

16.1 

15  1 

TECH  DATA  (11) 

2184.4 

59 

4297.5 

60 

23.1 

27 

49.2 

37 

1.1 

1,3 

12.8 

21  1 

WALLACE  COMPUTER  SERVICES  (5) 

375.6 

66 

742.0 

64 

18.2 

-6 

39'0 

-5 

4.8 

8^5 

14.6 

11  1 

(B)  COMPUTERS  &  PERIPHERALS 

GROUP  COMPOSITE 

60367.1 

C 

D 

c 
D 

—  IDZD.  J 

NIVi 

1281.3 

-82 

.... 
NM 

6.8 

11.1 

58  1 

APPLE  COMPUTER  (3) 

1402.0 

-19 

2807.0 

-15 

101.0 

NM 

156.0 

NM 

7.2 

NM 

3,1 

NM  0 

COMPAO  COMPUTER 

5832.0 

6 

11519.0 

7 

-3632.0 

NM 

-3616,0 

NM 

NM 

4.7 

-23,5 

NM  -1 

DATA  GENERAL  (3) 

351,3 

-iU 

/  1  J.  i 

-9 

-155.1 

NM 

-1 59.5 

N  M 

NM 

3,8 

-26, 1 

NM  -2 

DELL  COMPUTER  (11) 

3920.0 

5 1 

7657 ,0 

53 

305.0 

54 

590.0 

53 

7.8 

7.7 

73,8 

70  1 

EMC 

952.0 

33 

1780.4 

34 

189.5 

47 

335.6 

40 

19,9 

18.1 

23.0 

42  1 

GATEWAY  2000 

1618.9 

16 

3346.8 

19 

60.7 

8 

136.6 

10 

3,8 

4.1 

11,9 

58  0 

HEWLETT-PACKARD  (2) 

12040.0 

16 

15 

685.0 

-13 

1614.0 

-5 

5.7 

7,6 

17,6 

20  2 

INTERNATIONAL  BUSINESS  MACHINES 

18823.0 

U 

QC/i  yi  1  n 
o044  I  .U 

1 

1452.0 

0 

^4oo.U 

-6 

7.7 

7.7 

31.8 

21  6 

IOMEGA 

393.8 

-2 

801.3 

5 

-39.9 

NM 

-58.5 

NM 

NM 

5,5 

1.7 

NM  0 

LEXMARK  INTERNATIONAL  GROUP 

697.3 

25 

1359.4 

20 

53.8 

57 

103.3 

59 

7.7 

6,2 

40  5 

24  2 

MICRON  ELECTRONICS  (4) 

340.8 

-33 

835.5 

-18 

5.9 

-70 

30.7 

-35 

1.7 

3,8 

11.7 

27  0 

QUANTUM  (9) 

1103.0 

-24 

2388.7 

-21 

3.0 

-97 

5.7 

-97 

0.3 

5,7 

5.5 

40  0 

SEAGATE  TECHNOLOGY  (6) 

1575.0 

-20 

3250.0 

-27 

22.0 

-53 

-107.0 

NM 

1.4 

3,0 

-18.4 

NM  -2 

SILICON  GRAPHICS  (6) 

773.6 

-33 

1481.9 

-28 

-220.0 

NM 

-372.5 

NM 

NM 

8,8 

-25,2 

NM  -2 

STORAGE  TECHNOLOGY 

542.3 

5 

1027.2 

7 

54.4 

1 

95.0 

2 

10,0 

10^4 

20'9 

20  2 

SUN  MICROSYSTEMS  (6) 

2881.1 

13 

5242.0 

13 

273.0 

15 

505.0 

10 

9,5 

9,3 

23,7 

25  1 

UNISYS 

1728.5 

9 

3378.2 

8 

90.1 

115 

152.8 

150 

5,2 

2,5 

NM 

NM  -4 

WESTERN  DIGITAL  (6) 

650.5 

-40 

1481.8 

-32 

-162.7 

NM 

-207.7 

NM 

NM 

8,1 

-91.3 

NM  -3 

XEROX 

4742.0 

9 

9046.0 

8 

-712.0 

NM 

-410.0 

NM 

NM 

7.7 

7^9 

NM  1 

(C)  COMPUTER  SOFTWARE  &  SERVICES 

GROUP  COMPOSITE 

32534.5 

OA 

2290.6 

0 

5239.7 

3 

7.0 

8.4 

18.1 

59  1 

ASCEND  COMMUNICATIONS 

327,4 

5 

632.5 

5 

59.1 

NM 

111.5 

NM 

18.0 

NM 

15.8 

53  C 

BAY  NETWORKS  (6) 

618.3 

14 

1165.5 

10 

20.5 

NM 

-123.5 

NM 

3.3 

NM 

-1.5 

NM  -C 

CABLETRON  SYSTEMS  (10) 

365.7 

1 

677.3 

-9 

-152.3 

NM 

-415.7 

NM 

NM 

16,2 

-33.7 

NM  -t 

CADENCE  DESIGN  SYSTEMS 

291.8 

39 

552.0 

41 

55.4 

133 

40.9 

-38 

22.7 

13,5 

19.9 

45  C 

CERIDIAN 

284.1 

9 

555.4 

8 

31.3 

-15 

67.1 

-3 

11.0 

14,1 

5.7 

NM  ( 

CISCO  SYSTEMS  (5) 

2183.8 

33 

4200.1 

30 

54.6 

-83 

521.9 

-27 

3.0 

23.0 

16.0 

NM  C 

COMDISCO  (3) 

817.0 

1 6 

1 579.0 

16 

40.0 

18 

77.0 

1 5 

4.9 

4.8 

15,5 

19  ( 

COMPUTER  ASSOCIATES  INTERNATIONAL  (9)  1046.6 

18 

2514.0 

20 

-480.8 

NM 

-79.0 

N  M 

NIVI 

17,5 

21.5 

42  ( 

COMPUTER  SCIENCES  (9) 

1753.9 

18 

3523.1 

20 

54.3 

22 

144.4 

13 

3.7 

3.5 

13.6 

36 

COMPUWARE  (9) 

338.6 

51 

695.4 

46 

58.8 

108 

135.4 

83 

17.4 

12.6 

28.1 

49 

ELECTRONIC  DATA  SYSTEMS 

4186.1 

14 

8128. 1 

12 

221.9 

869 

406. 1 

87 

5.3 

0.6 

16.9 

19 

FIRST  DATA 

1304.8 

-1 

2537. 1 

-1 

45.3 

NM 

1 76.0 

63 

3.5 

NM 

11.3 

32  1 

FISERV 

311.2 

31 

585.0 

25 

28.7 

38 

55.8 

29 

9.2 

8.7 

13.5 

36 

GALILEO  INTERNATIONAL 

380.6 

24 

757.6 

23 

53.9 

2 

1 16.2 

-2 

14.2 

17.3 

20.3 

30 

HBO  &  CO. 

376.7 

29 

7 19.5 

30 

76.8 

539 

141.7 

181 

20.4 

4. 1 

21.3 

52 

INACOM 

1139.3 

17 

2139,7 

18 

11.4 

70 

20.9 

75 

1.0 

0,7 

9.6 

13 

INGRAM  MICRO 

4956.1 

33 

10106,2 

37 

55.6 

39 

112,2 

40 

1.1 

1,1 

18,8 

30 

MICROSOFT  (6) 

3995.0 

26 

7769,0 

22 

1357,0 

28 

2694.0 

28 

34,0 

33.3 

28,5 

58 

NCR 

1574.0 

-4 

2883,0 

-5 

48.0 

NM 

48.0 

NM 

3,1 

NM 

5.5 

47 

ORACLE  (7) 

2412.6 

24 

4161,3 

25 

402.8 

12 

517.9 

17 

16.7 

18.5 

27.5 

30 

PEOPLESOFT 

320.5 

74 

598.2 

77 

39.2 

76 

73.0 

82 

12.2 

12.1 

26.3 

74 

SABRE  GROUP  HOLDINGS 

577.0 

29 

1131.0 

27 

69.0 

17 

140.0 

12 

12.0 

13.1 

26.6 

25 

SAFEGUARD  SCIENTIFICS 

602.5 

20 

1044.4 

10 

6.0 

7 

11.1 

9 

1.0 

1.1 

8.9 

54 

SUNGARD  DATA  SYSTEMS 

282.3 

27 

546.9 

29 

29.7 

92 

49.5 

40 

10.5 

7.0 

14.0 

38 

3COM  (7) 

1375.5 

0 

2625.7 

-7 

63.6 

52 

77.4 

-65 

4.6 

3.0 

1.1 

NM 

VANSTAR  (8) 

713.1 

30 

1416.4 

32 

9.6 

490 

20.1 

119 

1.4 

0.3 

17.3 

14 

19  PAPER  &  FOREST  PRODUCTS 

INDUSTRY  COMPOSITE 

24733.7 

0 

48915.3 

1 

982.7 

211 

1760,5 

89 

4.0 

1.3 

4.6 

45 

(A)  FOREST  PRODUCTS 

GROUP  COMPOSITE 

4286.9 

0 

8266.4 

1 

245.0 

NM 

239.5 

989 

5.7 

NM 

0.2 

NM 

GEORGIA-PACIFIC  GROUP 

3275.0 

-1 

6468,0 

1 

30.0 

NM 

46.0 

NM 

0.9 

NM 

-1.6 

NM 

LOUISIANA-PACIFIC 

623.2 

-2 

1171,5 

-1 

203.9 

NM 

178.8 

451 

32.7 

NM 

3.1 

47 

UNIVERSAL  FOREST  PRODUCTS 

388.7 

12 

626,9 

10 

•11.1 

17 

14.7 

12 

2.9 

2.7 

10,5 

18 

(B) PAPER 

GROUP  COMPOSITE 

20446.8 

0 

40649.0 

1 

737.7 

126 

1521.0 

68 

3,6 

1.6 

5.2 

43 

BOISE  CASCADE 

1538.5 

15 

3028.0 

15 

-64.0 

NM 

-64.4 

NM 

NM 

NM 

-6.7 

NM 

BOWATER 

395.8 

11 

778,9 

11 

18.9 

165 

43.7 

544 

4.8 

2.0 

7.7 

21 

CHAMPION  INTERNATIONAL 

1473.8 

5 

2950,8 

5 

32.1 

NM 

51.1 

NM 

2.2 

NM 

-14.2 

NM 

CONSOLIDATED  PAPERS 

503.4 

29 

1025,4 

33 

31.7 

4 

70.7 

21 

5.2 

7,7 

9,6 

18 

FORT  JAMES 

1857  0 

0 

3652,5 

-1 

135.2 

-9 

253.8 

3 

7.3 

8.1 

10,4 

89 

INTERNATIONAL  PAPER 

4700.0 

-6 

9600.0 

-3 

85.0 

NM 

161.0 

NM 

1,8 

NM 

4,6 

33 

KIMBERLY-CLARK 

3041.3 

-3 

6089.9 

-4 

300.1 

-14 

597.7 

-16 

9.9 

11.2 

17.8 

33 

MEAD 

1050.9 

5 

1889.9 

3 

40.2 

-19 

73.8 

0 

3.8 

5.0 

5.8 

22 

POTLATCH 

400.5 

2 

803.0 

1 

10.0 

2 

20.8 

28 

2.5 

2,5 

4.3 

28 

UNION  CAMP 

1134.1 

3 

2278.6 

5 

18.8 

77 

45.5 

125 

1.7 

1,0 

5.2 

28 

WESTVAC0(2) 

724.2 

0 

1426.3 

-2 

34.5 

-9 

67.1 

-9 

4.8 

5.2 

6.9 

17 

WEYERHAEUSER 

2676.0 

-8 

5279.0 

-4 

69.0 

-37 

154.0 

18 

2.6 

3.7 

7.9 

24 

WILLAMETTE  INDUSTRIES 

946.4 

8 

1845.5 

5 

24.0 

35 

46.1 

48 

2.5 

2.0 

4.4 

38  ^ 
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RPORATE  SCOREBOARD 


PANY  SALES 


2ND  CHANGE  6  CHANGE 

QUARTER  FROM  MONTHS  FROM 

1998  1997  1998  1997 

$MIL  %  SMIL  % 


PUBLISHING  &  BROADCASTING 

STRY  rOMPOSITE 

13542.6 

10 

25920.0 

10 

3014.5 

352 

3580  3 

230 

22.3 

5.4 

8.0 

54 

1.12 

ROADCASTING 

JP  COMPOSITE 

2062.7 

12 

4177.3 

19 

2186.6 

NM 

1902.2 

NM 

NM 

NM 

7.9 

38 

1.33 

CHANNEL  COMMUNICATIONS 

320.0 

71 

523.7 

84 

27.9 

85 

33.5 

48 

8.7 

8.1 

3.2 

NM 

0.58 

OMMUNICATiONS 

398.3 

-1 

814.1 

4 

-12.2 

NM 

-114.2 

NM 

NM 

15.2 

-10.5 

NM 

-1.01 

mi  GROUP 

641.0 

-35 

1613.0 

-15 

2174.0 

NM 

1952.0 

NM 

NM 

NM 

13.7 

17 

2.67 

ETWORKS 

703.4 

165 

1226.5 

125 

-3.0 

NM 

30.9 

395 

NM 

0.9 

2.0 

NM 

0.22 

U6LISHINQ 

IP  rOMPflSITF 

11479.9 

9 

21742.8 

9 

827.9 

3 

1678.1 

20 

7.2 

7.3 

8.1 

67 

1.01 

(A.  H.) 

366.3 

10 

695.7 

23 

29.8 

13 

43.5 

-1 

8.1 

7.9 

6.0 

20 

1.08 

ONES 

601 . 1 

-6 

1222.6 

-2 

-51.7 

NM 

-17.0 

NM 

NM 

5.4 

N  M 

N  M 

-9.13 

EH 

1304.1 

10 

2504.0 

11 

222.8 

14 

565.7 

72 

17.1 

16.4 

25.1 

20 

3.31 

T-RIDDER 

779.3 

9 

1523.2 

16 

66.9 

11 

168.4 

-29 

8.6 

8.4 

22.5 

17 

3.15 

ftW-HILL 

881.1 

5 

1584.5 

6 

77.8 

19 

98.0 

22 

8,8 

7.8 

21.5 

28 

3.09 

rORK  TIMES 

749.2 

4 

1471,8 

4 

82.7 

-3 

147.4 

8 

11,0 

11.8 

15.1 

25 

1.39 

:CIA 

390.0 

6 

735,0 

2 

-7.3 

NM 

-17.0 

NM 

NM 

1.0 

NM 

NM 

-1.85 

JkSTIC  (7) 

297.9 

17 

537.0 

15 

13.9 

NM 

10.8 

NM 

4,7 

NM 

7.7 

31 

1.34 

PS  (E.  W.) 

366.9 

20 

713,7 

20 

36.4 

-6 

61.5 

-10 

9,9 

12.6 

14.1 

28 

1,85 

WARNERt 

3672.0 

15 

6809,0 

9 

101.0 

237 

39.0 

-52 

2,8 

0.9 

-0.7 

NM 

-0.11 

MIRROR 

760.6 

6 

1478,2 

6 

44.0 

-27 

88.6 

-14 

5,8 

8.4 

110.5 

28 

2.22 

NE 

785.6 

9 

1458,3 

11 

147.6 

33 

217.7 

24 

18.8 

15.4 

24.4 

22 

3.12 

INGTON  POST 

525.8 

5 

1009,7 

6 

63,8 

-11 

271.7 

128 

12,1 

14.2 

31.8 

14 

42.01 

SERVICE  INDUSTRIES 

iTRY  COMPOSITE 

54993.3 

26 

105678.3 

21 

1649.6 

204 

3080.5 

77 

3.0 

1.2 

12.1 

28 

1.19 

}NSTRUCTION  &  ENGINEERING 

P  COMPOSITE 

5964.6 

2 

12008.4 

3 

186.7 

NM 

298.9 

NM 

3.1 

NM 

14.2 

15 

2.08 

(2) 

3282,1 

3 

6681,1 

1 

54.3 

NM 

109.1 

NM 

1,7 

NM 

16.5 

14 

3.16 

)  WHEELER 

1033,8 

0 

2061,8 

3 

20,3 

NM 

37.7 

127 

2.0 

NM 

1.7 

70 

0.26 

>  ENGINEERING  GROUP  (31 

525.0 

22 

1049.8 

21 

13.9 

16 

27.2 

16 

2.6 

2.8 

15.1 

15 

2.01 

MOTT  (J.  RAY)  (9) 

370.6 

-23 

783.7 

0 

88.4 

992 

99.3 

NM 

23.9 

1.7 

26.1 

9 

3.63 

SON  KNUDSEN  (1) 

436.1 

5 

821.1 

2 

9.1 

22 

17.3 

20 

2.1 

1.8 

9.8 

22 

0.64 

&  WEBSTER 

317.0 

11 

611.0 

-4 

0.7 

-93 

8.3 

-45 

0.2 

3.3 

7.7 

19 

2.06 

DUSTRIAL  DISTRIBUTION 

=>  COMPOSITE 

24690.3 

30 

48139.5 

20 

534.8 

NM 

1143.9 

98 

2.2 

0.0 

10.4 

25 

1.30 

liNCE 

1119.8 

4 

2223.2 

4 

30.8 

40 

59.0 

37 

2.8 

2.0 

11.5 

32 

1.81 

ELECTRONICS 

2024.0 

9 

4049,7 

9 

36.0 

-30 

77.9 

-24 

1.8 

2.8 

10.0 

14 

1.42 

(6) 

1544.6 

10 

3055.7 

10 

15.6 

-65 

57.2 

-40 

1.1 

3.4 

11.5 

14 

3.80 

:ASCADE  OFFICE  PRODUCTS 

732.9 

22 

1492.7 

25 

13.7 

17 

31.3 

18 

1.9 

2.0 

11.7 

15 

0.95 

POINT 

329.8 

50 

673.1 

61 

9.1 

86 

17.9 

74 

2.7 

2.2 

14.1 

40 

0.40 

ARd) 

445.7 

18 

852.4 

34 

15.6 

17 

30.8 

53 

3.7 

3.8 

33.0 

16 

1.06 

r 

3278.2 

22 

6593.8 

11 

23.4 

-27 

35.8 

-3 

0.7 

1.2 

-9.3 

NM 

-0.53 

6517.0 

100 

12199.0 

42 

145.0 

NM 

359.0 

NM 

2.2 

NM 

11.4 

27 

2.01 

E  PARTS 

1619.4 

7 

3152.5 

6 

85.9 

3 

165.9 

3 

5.3 

5.5 

18.4 

18 

1.93 

ER  (W.  W.) 

1119.0 

6 

2176.1 

7 

59.3 

3 

116.4 

4 

5.3 

5.5 

17.7 

20 

2.37 

!  SUPPLY  (11) 

582.0 

34 

1042.5 

28 

10.7 

24 

19.7 

20 

1.8 

2.0 

10.9 

14 

2.31 

ALL  INDUSTRIES  (7) 

417.6 

29 

785.7 

25 

5.7 

-43 

14.7 

-32 

1.6 

3.6 

8.3 

12 

1.99 

USA 

377,2 

NA 

655.7 

NA 

12.2 

NA 

19.4 

NA 

3.2 

NA 

NA 

NA 

NA 

AL-OILWELL 

294.8 

26 

596.7 

35 

23,8 

115 

44.9 

116 

8.1 

4.7 

25.0 

15 

1.45 

:  'RLD  MEDICAL  (9) 

342.5 

19 

692.6 

28 

11.3 

43 

2.7 

-63 

3.3 

2,7 

4.9 

50 

0,30 

1  :E  STEEL  &  ALUMINUM 

326.2 

34 

641.7 

44 

12.5 

49 

24.3 

59 

3.8 

3.4 

12.8 

15 

2.45 

iNTULL  715.2  -2  1450.0  4  15.5  -18  31.6  -11  2.2  2.6  13.3  14  1.49 

RCE  WORLDWIDE  (3)  1821.4  3  3689.3  6  -10.4  NM  -3.7  NM  NM  0.7  -10.7  NM  -1.29 

STATIONERS  752.0  23  1454.5  18  7.2  -27  22.3  12  1.0  1,6  3,0  NM  0.42 

lENTIFIC  PRODUCTS  331.0  7  551.5  8  8.8  45  16.7  74  2.7  2,0  9,0  24  1,20 


LLUTION  CONTROL 

COMPOSITE 

1857.9 

40 

3382.5 

38 

67.2 

NM 

217.5 

NM 

3.6 

NM 

10.2 

43 

0.67 

VASTE  INDUSTRIES 

299.7 

8 

576.4 

10 

-5.4 

NM 

18.9 

-34 

NM 

6.6 

7.1 

57 

0.46 

ER  INTERNATIONAL 

310.4** 

29 

615.7 

21 

-29.4 

NM 

-29.0 

NM 

NM 

0.0 

-92.9 

NM 

-1.42 

KLEEN  (4) 

365.7 

135 

538.9 

82 

-24.0 

NM 

-20.5 

NM 

NM 

NM 

-0.6 

NM 

0.00 

VIANAGEMENT 

882.0 

34 

1651.5 

48 

127,1 

46 

248.1 

71 

14.4 

13.3 

13.6 

33 

1.62 

NTING  &  ADVERTISING 

COMPOSITE 

4442.8 

18 

8505.7 

17 

372.6 

63 

525.1 

49 

8.4 

6.1 

19.4 

29 

1.72 

316.0 

14 

646.8 

17 

13,4 

6 

24.4 

8 

4.2 

4.6 

10.8 

21 

1.51 

VER  HOLDINGS 

412.9 

30 

796.8 

30 

8,3 

89 

9.4 

55 

2.0 

1.4 

-43.5 

NM 

-1.55 

-EY  (R.R.)&SONS 

1143.6 

1 

2305.0 

3 

138,8 

209 

183.0 

129 

12.1 

4.0 

21.5 

21 

2.13 

BLIC  GROUP 

972,4** 

18 

1747.7 

16 

115,4 

25 

152.2 

24 

12.0 

11.3 

23.5 

28 

2.08 

VI  GROUP 

1051.5 

34 

1912.5 

29 

86,0 

30 

136.9 

29 

8.2 

8.4 

24.7 

35 

1.52 

:OLOR  PRESS 

546.5 

28 

1095.9 

24 

9.8 

49 

19.1 

42 

1.8 

1.5 

10.3 

19 

1.58 
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PROFITS 


MARGINS 


2ND 

CHANGE 

6 

CHANGE 

2N0 

2ND 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

1998 

1997 

1998 

1997 

1998 

1997 

$MIL. 

% 

SMIL 

% 

% 

% 

RETURN  ON 

COMMON  12 

EQUITY  PRICE-  MONTHS' 

12  MONTHS  EARNINGS  EARNINGS 

ENDING  RATIO  PER 

6-30  7-24  SHARE 


CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


MARGINS 


2ND 

6 

pun  Mpr 

2ND 

CHANGE 

6 

CHANGE 

2N0 

2ND 

EQUITY 

PRICE- 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 
itiuii  1  no 

FROM 

VL  IVIUIN 1  no 

LHiXINIl'tbo 

E/ 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

ENDING 

RATIO 

SMIL 

% 

SMIL 

$IVIIL 

% 

SMIL 

% 

% 

% 

6-30 

7-24 

(E)  OTHER  SERVICES 

GROUP  COMPOSITE 

18037.7 

32 

33642.3 

31 

488.3 

10 

895.2 

11 

2.7 

3.2 

11.8 

31 

( 

ABM  INDUSTRIES  (2) 

359.0** 

25 

727.8 

24 

7.1 

21 

12.8 

20 

1.9 

2.0 

13.5 

23 

ACNIELSEN 

346.5 

^3 

672.3 

_1 

15. 1 

57 

17  9 

192 

4  6 

1  U.D 

ADMINISTAFF 

393.6 

43 

756.0 

41 

2.2 

132 

1.4 

53 

0.5 

0.3 

10.2 

81 

AMKOR  TECHNOLOGY 

384.7 

10 

756.5 

14 

20.8 

174 

30.4 

NM 

5.4 

2.2 

NA 

10 

CARMAX  GROUP  (10) 

346.4 

95 

609.5 

95 

-3.2 

NM 

-25.3 

NM 

NM 

NM 

-10.1 

NM 

- 

CASEY'S  GENERAL  STORES  (8) 

273. 1 ' 

3 

551.2 

2 

4.8 

29 

12  1 

31 

1  4 

12  7 

COI 

388.8 

3 

767.6 

4 

9.4 

-21 

20.1 

-11 

2.4 

3.2 

18.8 

14 

CINTAS  (7) 

329.9 

24 

592.8 

25 

31.5 

6 

59.2 

14 

9.5 

11.2 

19.4 

43 

GROUP  1  AUTOMOTIVE 

431.5 

84 

685.5 

52 

5.5 

76 

8.7 

59 

1.3 

1.4 

NA 

18 

HANDLEMAN  (8) 

272.0 

_2 

580.2 

_5 

-8.5 

NM 

-1  5 

NM 

NM 

0  1 

0  1 

NM 

INTERIM  SERVICES 

461.6 

9 

877.8 

19 

13.5 

37 

24.1 

31 

2.9 

2.3 

9.9 

22 

KELLY  SERVICES 

1001.3 

4 

1960.7 

7 

20.5 

6 

35.7 

6 

2.1 

2.0 

14.6 

15 

MANPOWER 

2136.1 

19 

4009.0 

21 

26.2 

-36 

47.9 

-29 

1.2 

2.3 

21.8 

17 

NORRELL  (2) 

352.3 

1 1 

686.6 

15 

9.9 

Ij 

18  0 

15 

2  8 

2  7 

117 

22 

OLSTEN 

1140.1 

12 

2190.1 

11 

-33.5 

NM 

-20.7 

NM 

NM 

2.5 

3.3 

27 

PITTSTON  BRINK'S  GROUP 

359.8 

34 

670.1 

29 

20.6 

16 

37.6 

14 

5.7 

6.5 

19.5 

18 

QUINTILES  TRANSNATIONAL 

280.8 

45 

536.2 

43 

19.5 

52 

37.6 

54 

7.0 

6.5 

16.6 

51 

REPUBLIC  INDUSTRIES 

4373.3 

74 

7793.2 

75 

127.4 

80 

204.5 

91 

2.9 

2.8 

7.5 

38 

ROBERT  HALF  INTERNATIONAL 

442.2 

42 

843.4 

42 

32.3 

45 

61.3 

45 

7.3 

7.1 

24.5 

47 

SERVICE  CORP  INTERNATIONAL 

671.9 

12 

1354.6 

9 

90.9 

15 

199.7 

-5 

13.5 

13.1 

12,9 

30 

SERVICEMASTER 

1244.6 

23 

2226.4 

22 

55.4 

21 

85.7 

13 

4.5 

4.5 

35.6 

25 

UNITED  AUTO  GROUP 

897.3 

70 

1609.7 

75 

8.2 

8 

10.5 

-4 

0.9 

1.4 

-3.2 

NM 

VINCAM  GROUP 

311.6 

32 

595.8 

31 

2.4 

NM 

4.2 

259 

0.8 

NM 

16.9 

81 

VOLT  INFORMATION  SCIENCES  (2) 

412.6 

19 

774.1 

22 

4.3 

-39 

6.9 

-43 

1.0 

2.1 

18.7 

13 

W/ACKENHUT 

416.7 

52 

815.3 

58 

3.5 

43 

6.3 

40 

0.9 

0.9 

1.3 

NM 

22  TELECOMMUNICATIONS 


INDUSTRY  COMPOSITE 

74389.7 

11 

144418.7 

11 

5322.5 

17 

10829.2 

4 

7.2 

6.8 

13.7 

42 

(A)  EQUIPMENT  &  SERVICES 

GROUP  COMPOSITE 

37899.3 

14 

72886.0 

13 

-535.9 

NM 

951.6 

-74 

NM 

5.5 

3.5 

NM 

ADC  TELECOMMUNICATIONS  (2) 

334.6 

20 

621.0 

16 

34.3 

19 

59.7 

52 

10.3 

10.3 

15.8 

35 

AIRTOUCH  COMMUNICATIONSt 

1348.0 

50 

2306,0 

33 

180.0 

51 

347.0 

77 

13.4 

13.2 

5.5 

63 

AT&T 

12858.0 

1 

25489.0 

1 

-143.0 

NM 

1173.0 

-42 

NM 

7.3 

15.5 

27 

CENTURY  TELEPHONE  ENTERPRISESt 

388,4 

84 

750,1 

85 

54.2 

-23 

121.9 

5 

15.5 

39,5 

19.4 

18 

DSC  COMMUNICATIONS 

388.4 

1 

703.3 

-4 

-4.7 

NM 

-34.8 

NM 

NM 

10.9 

-3.7 

NM 

EXCEL  COMMUNICATIONS 

489,4 

48 

984.2 

49 

31.9 

-14 

59.8 

-17 

5.5 

11.2 

9.8 

39 

LUCENT  TECHNOLOGIES  (3) 

7228,0 

14 

13385.0 

17 

-233.0 

NM 

-210.0 

NM 

NM 

3.4 

-0.3 

NM 

MCI  COMMUNICATIONS 

5370,0 

11 

10558.0 

10 

195.0 

-30 

295.0 

-49 

3.6 

5.8 

-1.1 

NM 

NEXTEL  COMMUNICATIONS 

421,4 

189 

748.5 

192 

-358.7 

NM 

-745.5 

NM 

NM 

NM 

NM 

NM 

QWEST  COMMUNICATIONS  INTERNATIONAL  393.7 

72 

570.8 

89 

-875.3 

NM 

-883.1 

NM 

NM 

NM 

-23.8 

NM 

RELTEC 

278,0 

29 

518.2 

25 

14.0 

71 

17.1 

55 

5.0 

3.8 

5.9 

61 

SPRINT 

3967,2 

8 

7878.1 

9 

213.5 

-17 

430.0 

-21 

5.4 

7.0 

9.1 

39 

TELEPHONE  &  DATA  SYSTEMSt 

451,9 

36 

844.0 

35 

-13.7 

NM 

50.5 

258 

NM 

2.1 

1.6 

83 

TELEPORT  COMMUNICATIONS  GROUP 

295,3 

155 

455.4 

114 

-55.9 

NM 

-118.1 

NM 

NM 

NM 

-24.8 

NM 

TELLABS 

387,7 

32 

715.2 

32 

119.0 

103 

187.3 

54 

30.7 

20.1 

30.7 

48 

360  COMMUNICATIONSt 

398,6 

17 

753.4 

15 

37.1 

70 

81.2 

160 

9.3 

6.4 

22.0 

NA 

U.S.  CELLULAR! 

290,1 

33 

535.3 

33 

32.8 

3 

152.5 

224 

11.3 

14.6 

12.4 

13 

WORLDCOM 

2510,5 

45 

4950.4 

42 

227.5 

411 

-52.9 

NM 

8.7 

2.5 

1.2 

NM 

(B)  TELEPHONE  COMPANIES 

GROUP  COMPOSITE 

36490.4 

9 

71532.7 

8 

5858.4 

117 

9877.6 

46 

16.1 

8.1 

28.2 

23 

ALLTEL 

934,5 

14 

1781.5 

11 

195.9 

13 

320.4 

15 

21.1 

21.3 

22.0 

15 

AMERITECH 

4289,0 

8 

8422.0 

7 

1707.0 

218 

2200.0 

105 

39.8 

13.5 

34.0 

17 

BELL  ATLANTIC 

7927,8 

3 

15578.9 

3 

1027.2 

15 

1936.8 

21 

13,0 

11.5 

21.2 

26 

BELLSOUTH 

5564.0 

13 

11090.0 

13 

818.0 

25 

1710.0 

27 

14,4 

13.1 

22.9 

19 

CINCINNATI  BELL 

567,2 

31 

1075.3 

25 

42.5 

-22 

55.3 

-41 

7,5 

12.5 

23.7 

30 

FRONTIER 

648,3 

10 

1280.3 

10 

47.7 

21 

81.6 

249 

7,4 

5.7 

11.1 

52 

GTE 

6277.0 

10 

12162.0 

11 

573.0 

0 

815.0 

-39 

10,7 

11.8 

30.0 

25 

SBC  COMMUNICATIONS 

5591.0 

11 

13015.0 

9 

955.0 

NM 

1878.0 

NM 

14,7 

NM 

31.5 

24 

SOUTHERN  NEW  ENGLAND  TELECOMMS 

538.6" 

7 

1065.7 

8 

53.1 

5 

109.5 

14 

9,9 

10.0 

30.5 

23 

U  S  WEST 

3053.0 

8 

6062.0 

6 

327.0 

-21 

761.0 

-9 

10,7 

14.7 

245.5 

NA 

23  TRANSPORTATION  i 

INDUSTRY  COMPOSITE 

47228.0 

6 

91464.7 

6 

2795.4 

1 

4459.6 

5 

5.9 

6.2 

16.1 

15  J 

(A)  AIRLINES 

GROUP  COMPOSITE 

22120.3 

5 

42488.6 

4 

1676.6 

15 

2581.1 

15 

7.6 

6.9 

30.4 

10  1 

ALASKA  AIR  GROUP 

484.9 

11 

901.3 

11 

38.9 

87 

52,0 

244 

8,0 

4.8 

15.3 

11  1 

AMERICA  WEST  HOLDINGS 

533.7** 

12 

1016.9 

8 

41.4 

80 

55.5 

80 

7,8 

4.8 

15.1 

12  1 

AMR 

5012.0 

5 

9749.0 

7 

409.0 

35 

599.0 

54 

8,2 

6.4 

19.2 

10  1 

CONTINENTAL  AIRLINES 

2036.0 

14 

3890.0 

12 

157.0 

30 

248.0 

23 

8,2 

7.2 

44.3 

10  1 

DELTA  AIR  LINES  (6) 

3760.0 

5 

7149,0 

3 

352.0 

20 

557.0 

14 

9,5 

8.5 

26.9 

10  ■ 
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IRPORATE  SCOREBOARD 


COMMON  12 

2ND          CHANGE            6           CHANGE         2N0        CHANGE          6          CHANGE        2ND        2ND         EQUITY  PRICE-  MONTHS' 

QUARTER         FROM          MONTHS        FROM       QUARTER       FROM        MONTHS        FROM       QUARTER  QUARTER    12  MONTHS  EARNINGS  EARNINGS 

1998            1997            1998           1997          1998          1997          1998          1997          1998       1997        ENDING  RATIO  PER 

SMIL.             %             $MIL            %           SMIL           %           SMIL           %            %          %           6-30  7-24  SHARE 


FHWEST  AIRLINES                         2476.0  -3  4904.5  -1  48.6  -64  119.6  -40  2.0  5.3  NM  7  4.77 

•HWEST  AIRLINES                        1078.8  13  2021.5  10  133.4  42  203.4  41  12.4  9.8  18.0  19  1,62 

4442.0  1  8497.0  0  282.0  17  343.0  -1  6.3  5.5  33.6  9  8.58 

IRWAYS  GROUP                          2296.8  4  4359.4  1  194.3  -6  292.5  -18  8.5  9.3  75.1  8  9.37 


tAILROADS 

JP  COMPOSITE  8624.6         -1      17056.3        -1      515.7      -42       984.9     -34        6.0     10.3         8.3       23  2.05 


INGTON  NORTHERN  SANTA  EE          2219.0  8  4381,0  7  277.0  18  542,0  41  12,5  11,4  14.1  16  6,59 

2642.0  -1  5222.0  0  151.0  -33  242.0  -36  5.7  8.5  11,3  14  2,99 

AS  CITY  SOUTHERN  INDUSTRIES        322.6**  28  618,3  26  58.7  85  104.9  74  18.2  12.5  3.9  NM  0,24 

OLK  SOUTHERN                            1079.0**  1  2145.0  2  187.0  1  319.0  3  17,3  17.4  12.5  16  1.85 

H  PACIFIC                                   2362.0  -11  4690.0  -11  -158.0  NM  -223.0  NM  NM  8.1  -1.6  NM  -0.58 


KANSPORTATION  SERVICES 

JP  COMPOSITE  12295.7         13      23785.8        13      501.4        51       728.2       97        4.1       3.1        12.8       21  2.00 


IRNE  FREIGHT  764.1  7  1514.3  11  33.8  20  66.2  55  4.4  4.0  20.4  11  2.84 

RENTACAR  575.3  17  1086.7  15  22.4  151  29.8  127  3,9  1,8  7.1  20  1,32 

ET  GROUP  614.4**  85  1070.3  139  4.8  4  1.3  5  0.8  1.4  7.6  18  1,58 

RANSPORTATION  1199,7  20  2289.5  18  41.4  38  60,3  15  3.4  3,0  18.0  19  2.30 


')                                            4078.0  11  8064.3  9  170.7  93  183.5  NM  4.2  2.4  13.2  19  3.34 

(7)                                           322.6  4  629.8  9  4.8  NM  7.4  NM  1.5  0,0  7.4  19  0.50 

437.6  1  846.5  2  30.8  2  68.2  11  7.0  6.9  -6.4  NM  -1.17 

:                                             1048.4  7  1947.2  5  75,1  39  110.5  50  7.2  5,5  19.4  23  2.20 


iROUP  283.1  6  538.2  4  2.1  -6  3.7  -12  0.7  0.8  8.1  16  1.24 

rONBAX  GROUP  432.9**  8  835.3  8  1.0  NM  -2.0  NM  0.2  NM  8.5  10  1.36 

SON  (C.H.)  WORLDWIDE  546.7  21  1014.9  19  11.6  18  20,0  16  2.1  2,2  9.9  74  0.34 

I  SYSTEM  1281.6  4  2527.2  4  45.3  5  82.6  9  3.5  3.5  15.1  13  2.18 

7  INDUSTRIES  (9)  711,5  27  1421.7  31  57.8  74  96,8  52  8.1  5.9  14.5  14  2.91 


nUCKING  &  SHIPPING 

P  COMPOSITE  4187.5  9       8133.9         9      101.8        30       165.4       26        2.4      2.0       12.2       14  1.53 


I  NDER  &  BALDWIN  365.8**  15  657.2  7  19.0  4  32.7  -17  5.2  5.8  10.3  16  1.65 

I   HOLDINGS  280.6  149  534.0  156  7.7  119  8.4  126  2.7  3.1  12.1  20  0.90 

;SASBEST  416.9  -2  804.8  -2  7.4  18  11.0  61  1.8  1.5  13.2  9  1.04 

'LiOATEO  FREIGHTWAYS  551,8  -5  1097,5  -2  7.5  8  14.5  42  1.4  1.2  9.7  11  1.04 


;j.B.)  TRANSPORT  SERVICES  461.0  20  874.5  17  15.6  738  25.1  932  3.4  0.5  10.0  32  0.92 

TAR  SYSTEM  327.5  5  625,7  6  9.0  67  13.9  53  2.7  1.7  20.8  15  2.45 

«Y  EXPRESS  609.4  0  1231.0  3  5.3  -32  11.9  -10  0.9  1.3  13.7  9  1.74 

IGHTWAYS  447.0  17  889.4  21  18.0  24  31.8  31  4.0  3.8  15.8  10  2.43 

V  727.4  0  1419.9  1  12.3  -11  16.0  -28  1.7  1.9  11.2  11  1.63 


ri  ITiLITIES  

ij  ;TRY  COMPOSITE  ^_265'*  °.   __23   _127413.0        17    2799.1  -18     72323     -11  _  _       _  _  _       _  _  2°  _ 


U  ECTRIC,  WATER  &  COGENERATION 

R  'COMPOSITE  54472.7         25    108377.1        19    2989.4  1     6684.6       -2        5^5      6.8         9.8       18  1.79 


V.  565.0  116  1140.0  118  71.0  69  136.0  66  12,6  16,1  16,0  33  1.35 

II  lENY  POWER  SYSTEM  627,7  16  1273.1  10  56.2  4  136.7  2  9.0  10.0  12.5  12  2,32 

W  N  821.8  4  1522.6  -2  86,8  5  129.9  -1  10.6  10.5  13,0  14  2.81 

Ij  ;AN  ELECTRIC  POWER  2737.9  98  4908.5  71  120.7  -2  273.9  -10  4.4  8.9  12,6  14  3.14 


\  ORE  GAS  &  ELECTRIC  767,6  3  1633,7  0  63,2  322  143,4  65  8,2  2,0  10,9  15  2.13 

I  ERGY  386.4  -9  781,0  -8  34,3  1  57.2  4  8,9  8.0  12.6  14  2.78 

»  RGY  590,6  17  1212,4  16  32,5  5  59,8  2  5,5  6,1  7,0  34  0,84 

l!  NA  POWER  &  LIGHT  736.2  11  1488.4  8  65.5  21  152,0  11  8,9  8,2  14,1  15  2,78 


El  iL  &  SOUTH  WEST  1344.0  14  2601.0  6  109.0  43  170.0  62  8.1  6.4  11.0  15  1.75 

i^  V  1072,0  24  2403,8  27  -24,6  NM  83,9  -52  NM  6,8  10,6  19  1.72 

M  lERGY  1132,0  11  2506,0  8  70.0  30  163.0  17  6.2  5,3  11.5  16  2.63 

HI,  .IDATED  EDISON  1561.0  4  3414,1  0  66,5  40  243,0  13  4.3  3.2  12.5  14  3.08 


01  ON  RESOURCES  2066.6  25  4224.7  20  -73.8  NM  74.6  -72  NM  5.4  3.9  37  1.09 

PI  307.5  9  685.4  2  35.4  0  105.9  4  11.5  12.5  13.8  15  1.22 

ttl  300,8  6  596.8  2  40.2  -14  85.3  -7  13.4  16.5  12.7  14  2.47 

Tf  ;RGY  1064.0  19  2009,0  14  104.0  18  211.0  30  9.8  9,8  13,0  13  3.21 


>IERGY  4013.7  29  8128.5  18  279.5  66  607.6  27  7,0  5.4  13,6  20  2.88 

HI'  INTERNATIONAL  2242.7  3  4152.3  0  153.4  2  307.4  0  6,8  6,9  13,2  15  1.85 

EAST  540.4  15  1167,6  10  31,6  20  110,1  2  5,9  5.6  9.8  15  2.67 

lERGY  1277.1  115  2458.1  105  69.3  -14  202.3  26  5,4  13,5  8.2  16  1.74 


0  PROGRESS  903,1  13  1690.5  9  78.2  NM  129,1  163  8.7  0,8  8,9  29  1,39 
i-  UP  1693.0  7  3031.0  0  180.0  7  292,0  6  10,6  10,6  13,1  17  3,68 

AV  ^N  ELECTRIC  INDUSTRIES  362,5  1  738.1  3  23,9  12  47.6  12  6.6  5.9  11,2  13  2.88 

01  N  INDUSTRIES  2738,7  157  5375,4  177  44,3  -64  13,1  -93  1,6  11,4  5,3  31  0.91 


■I    ^  547.3  1  1122,7  1  -42,0  NM  -14.1  NM  NM  6.8  0.4  NM  0.07 

lERGY  441.1  14  891.5  10  14.4  -57  62.2  -25  3.3  8.7  10.3  18  1.39 

0   RICAN  ENERGY  HOLDINGS  393.4  2  865.0  -10  22,2  -12  62.2  0  5,7  6,6  10.4  14  1.47 

'  '<TURY  ENERGIES  859.6  11  1799.1  8  59.5  61  148.6  26  6,9  4.8  12.2  15  2.74 


GLAND  ELECTRIC  SYSTEM  572,0         -1         1191,6        -2        35.0  3         92,4       -5        6.1       5,9        12,4       12  3,37 

l*t  » MOHAWK  POWER  910,9  -4         2009.3        -5     -141.4        NM       -121.0      NM         NM       4.3        -4.3       NM      -0  82 

'f'  INDUSTRIES  652,4  25         1431.8        21         31.6  4  94,5       -9         4.8       5,8        14.2        19  1.46 
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COMPANY  SALES  PROFITS 


2ND 
QUARTER 
1998 
S  MIL 

CHANGE 
FROM 

1997 

6 

MONTHS 
1998 
$  MIL 

CHANGE 
FROM 
1997 

% 

2ND 
QUARTER 
1998 
$  MIL 

CHANGE 
FROM 
1997 
% 

6 

MONTHS 
1998 
$  MIL 

CHANGE 
FROM 
1997 

% 

MARGINS 

2ND  2N0 
QUARTER  QUARTER 
1998  1997 
%  % 

RETURN  ON 
COMMON 
EQUITY 
12  MONTHS 
ENDING 
6-30 

PRICE-  1 
EARNINGS  E 
RATIO 
7-24 

NORTHEAST  UTILITIES 

874,8 

-3 

1833.7 

-2 

13.5 

NM 

•3.0 

NM 

1.6 

NM 

-3,6 

NM 

NORTHERN  STATES  POWER 

638.6 

7 

1340.0 

0 

35.0 

92 

92.1 

10 

5.5 

3.1 

9,9 

17 

OGE  ENERGY 

449.1 

35 

755.0 

21 

47.9 

54 

47.5 

54 

10.7 

9.3 

15,4 

14 

rAUIrlUUKr 

1923.4 

DO 

QQQQ  1 

oyyy .  i 

77 

40.8 

-46 

25.7 

-86 

2.1 

5.2 

1,3 

NM 

PECO  ENERGY 

1208.0 

17 

2381.1 

8 

152.0 

24 

265.6 

13 

12.5 

1 1 .9 

12,7 

19 

PG&E 

4787.0 

55 

9140.0 

42 

174.0 

-14 

313.0 

-18 

3.5 

6.5 

8,5 

19 

PINNACLE  WEST  CAPITAL 

470.6 

-A 

885.2 

0 

51.4 

-27 

85,4 

-14 

10.9 

14.4 

11,0 

15 

pnTfiMAP  PI  FPTPir  pnwrD 

rUIUmAL  LLLUIKIli  rUWtK 

1  7 
i  / 

Q 

DO.U 

/O.D 

1 

12.5 

11,1 

9,1 

18 

PUBLIC  SERVICE  CO.  OF  NEW  MEXICO 

309.0 

29 

638.7 

19 

14.8 

-5 

36.0 

-11 

4.8 

6.5 

9.2 

12 

PUBLIC  SERVICE  ENTERPRISE  GROUP 

1557.0 

18 

3458.0 

13 

125.0 

28 

319.0 

32 

8.0 

7.4 

12.2 

12 

DIIPTT  QnilMn  PMPDPV 
rUutI  oUUnU  triLnuT 

365.5 

4 

QQ7  C 

ly.o 

-42 

85.5 

30 

5.3 

9.5 

9.5 

17 

388.0 

1 7 

794.0 

1 1 

44.0 

37 

1 10.0 

21 

11.3 

9.7 

13. 1 

13 

SOUTHERN 

2913.3 

7 

5427.0 

2 

276.9 

21 

525.3 

21 

9,5 

8,4 

11.1 

17 

TECO  ENERGY 

490-6 

5 

958.4 

5 

57.9 

15 

88.7 

-12 

11,8 

11,0 

13.6 

18 

UNICOM 

1779.0 

5 

3491.2 

4 

94.5 

361 

163.1 

61 

5,3 

1,2 

-3.1 

NM 

WASHINGTON  WATER  POWER 

633.0 

168 

1204.7 

132 

15.6 

-68 

47.9 

-39 

2,5 

20,5 

10.6 

15 

WESTERN  RESOURCES 

463.3 

2 

845.6 

-22 

34.8 

43 

65.3 

0 

7,5 

5,4 

24,2 

5 

WISCONSIN  ENERGY 

465.0 

15 

975.6 

7 

29.2 

NM 

78.5 

124 

6,3 

NM 

5,6 

31 

(B)  GAS,  OIL  &  TRANSMISSION 

GROUP  COMPOSITE 

8171.3 

14 

19036.0 

5 

-190.3 

NM 

547.7 

-59 

NM 

6.0 

6.7 

37 

COLUMBIA  GAS  SYSTEM 

1322,4 

54 

3154.1 

35 

22.8 

-35 

170.3 

-14 

1.7 

4.3 

12.7 

19 

CONSOLIDATED  NATURAL  GAS 

530.4 

-15 

1529.5 

-14 

46.8 

-2 

184.8 

-15 

8.8 

7.6 

11.6 

18 

EL  PASO  NATURAL  GAS 

1295.0 

32 

2915.0 

4 

61,0 

22 

125.0 

21 

4.7 

5.1 

10.3 

20 

MCN  ENERGY  GROUP 

406,2 

5 

1107.7 

-5 

-210.1 

NM 

-129.5 

NM 

NM 

2.3 

-6.4 

NM 

NICOR 

271,3 

-11 

833.6 

-31 

28,5 

-1 

64.7 

-7 

10.5 

9.5 

16.3 

15 

ONEOK  (4) 

444.0 

92 

1156.1 

65 

26,9 

96 

100.8 

94 

6.1 

5.9 

7.6 

15 

SEMPRA  ENERGY 

1335.0 

18 

2585.0 

10 

31,0 

-72 

118.0 

-44 

2.3 

9.9 

10.2 

NA 

SONAT 

925.2 

8 

2034.4 

3 

-258,0 

NM 

-220.0 

NM 

NM 

2.0 

-9.0 

NM 

WILLIAMS 

1640.7 

-12 

3600.5 

-5 

60,7 

-49 

133.6 

-55 

3,7 

6  3 

6.2 

53 

ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


A&PlOc 

Abbott  Laboratories  12b 
ABM  Industries  21  e 
ACNielsen21e 
ADC  Telecom  m  22a 
Administaft  21  e 
Advanced  Micro  3li 
Aeroquip-Vickers  15a 
AES  24a 
AFLAC  17b 
AGCO  15c 

Agribrands  International  10b 
Ahmanson  (H  F )  17c 
Air  Products  S  Chemicals  4 
Airborne  Freight  23c 
AirTouch  Communications  22a 
AK  Steel  Holding  16b 
Alaska  Air  Group  23a 
Alberto-Culver  6d 
Albertson's  Iflc 
Alcoa  18a 

Alexander  &  Baldwin  23d 
Alleghenv  Power  24a 
Allegheny  Teledyne  5 
Allegiance  21b 
Allergan  12b 
Allied  Holdings  23d 
Allied  V/astelnds.  21c 
AlliedSignal  5 
Allstate  Ub 
Alltel  22b 
Alpine  Group  9c 
Alumax  16a 
Amerada  Hess  11a 
Ameren  24a 

i^gs  23a 
'  American  Electric  V 
Tierican  Express  17j 
AirieTitSn-Raaaeiereroup  1 7b 
American  General  17b 
American  Greetings  14d 
American  Home  12b 
American  Intl.  Group  17b 
American  National  17b 


Amencan  Standard  13a 

BankAmerica  3d 

American  Stores  lOc 

BankBoston  3a 

AmeriSource  Health  1 2a 

Bankers  Trust  3a 

Ameritech  22b 

Banta  21d 

Ames  Dept.  Stores  8 

Bard  ICR.)  12d 

Amgen  12b 

Barnes  &  Noble  8 

Amkor  Technology  21  e 

Bausch  &  Lomb  12d 

Amoco  11a 

Baxter  International  12d 

AMP  9d 

Bay  Networks  18c 

AMR  23a 

BBiT  3c 

Analog  Devices  9d 

Bear  Steams  17a 

Andersons  10a 

BEC  Energy  24a 

Anheuser-Busch  6c 

Beckman  Coulter  9c 

Anixter  International  5 

Becton,  Dickinson  12d 

Apple  Computer  18b 

Bell  Atlantic  22b 

Applied  Materials  15c 

BellSouth  22b 

Arch  Coal  11a 

Belo  (A,H,)  20b 

Archer  Daniels  10b 

Bemis  7b 

Arco  Chemical  4 

Bergen  Brunswig  12a 

Arkansas  Best  23d 

Best  Buy  6b 

Armco  16b 

Bestfoods  10b 

Armstrong  World  6b 

Bethlehem  Steel  16b 

Arrov;  Electronics  21b 

BetzDearborn  4 

Arvin  Industries  2b 

Beverly  Enterprises  12c 

Asarco  16c 

Big  Flower  Holdings  21  d 

Ascend  Communications  18c 

Bindley  Western  Inds  12a 

Ashland  11a 

BJ  Services  lib 

Associated  Banc-Corp  3a 

BJ's  Wholesale  Club  8 

Associates  First  Capital  1 7a 

Black  &  Decker  ISb 

AT&T  22a 

Block  (H&R)  17a 

Atlantic  Richfield  11a 

Boeing  1 

Atmel  9d 

Boise  Cascade  19b 

AutoZone  8 

Boise  Cascade  Office  Pnjds  2 1  b 

Avery  Dennison  7b 

Borders  Group  8 

Avis  Rent  A  Car  23c 

Borg-Warner  Automotive  2b 

Avnet  21b 

Boston  Scientific  12d 

Avon  Products  6d 

Bowaterl9b 

AVX  9d 

Bradlees  8 

Brightpomt21b 

Brinker  International  14a 

Baker  Hughes  lib 

Bristol-Myers  Squibb  12b 

Ball  7a 

Brown  Group  6a 

Baltimore  G&E  24a 

Brown-Forman  6c 

Banc  One  3b 

Bruno's  lOc 

Bank  of  New  York  3a 

Brunswick  14d 

Brylane  8 
Budget  Group  23c 
Burlington  Industries  15d 
Budington  Northem  Santa  Fe  23b 
Burlington  Resources  11a 


Cabletron  Systems  18c 
Cabot  4 

Cadence  Design  Systems  18c 
Caldor  8 
CalEnergy  24a 
Campbell  Soup  10b 
Canandaigua  Wine  6c 
Capital  One  Financial  17a 
Cardinal  Health  12a 
Carlisle  15a 
CarMax  Group  21e 
Carnival  14d 
Carolina  Power  24a 
Carpenter  Tech  16b 
Case  15c 

Casey's  General  Stores  21  e 
Caterpillar  15c 
CDI21e 

CDW  Computer  Centers  8 

CellStar21b 

Centex  13b 

Central  &  South  West  24a 
Century  Telephone  22a 
Ceridian  18c 

Champion  Enterprises  13b 
Champion  IntI  19b 
Charter  One  Financial  17c 
Chase  Manhattan  3a 
Chevron  11a 
Chicago  Title  17a 
Chiquita  Brands  IntI  10b 
Chiron  12b 
Chrysler  2a 
Cigna  17b 
Cincinnati  Bell  22b 
Cincinnati  Financial  17b 
Cincinnati  Milacron  15b 
CINergy  24a 


Cintas21e 

Circuit  City  Group  6b 

Circus  Circus  14b 

Cisco  Systems  18c 

CIT  Group  17a 

Citicorp  3a 

CKE  Restaurants  14a 

Clear  Channel  Communs.  20a 

Clorox  6d 

CMS  Energy  24a 

CNF  Transportation  23c 

Coastal  11a 

Coca-Cola  6c 

Coca-Cola  Enterprises  6c 

Cole  National  8 

Colgate-Palmolive  6d 

Collins  4  Aikman  15d 

Coltec  Industries  15a 

Columbia  Gas  24b 

Columbia/HCA  Healthcare  12c 

Comdisco  18c 

Comerica  3b 

Commerce  Bancshares  3b 
Commercial  Metals  16b 
Compaq  Computer  18b 
CompuCom  Systems  18a 
Computer  Associates  18c 
Computer  Sciences  18c 
Compuware  18c 
ConAgra  10b 
Conseco  1 7b 
Consolidated  Edison  24a 
Cons,  Freightways  23d 
Cons  Natural  Gas  24b 
Consolidated  Papers  19b 
Consolidated  Stores  8 
Continental  Airlines  23a 
Cooper  Cameron  lib 
Cooper  Industries  9a 
Cooper  Tire  4  Rubber  2c 
Coors  (Adolph)  6c 
Corn  Products  IntI  10b 
Corning  15a 
Costco  8 

Countrywide  Credit  17a 


Coventry  Health  Care  12c 
Cox  Communications  20a 
Cracker  Barrel  14a 
Crane  15a 
Crestar  Financial  3c 
Crompton  4  Knowles  4 
Crown  Cork  &  Seal  7a 
CSX  23b 

Cummins  Engine  15c 
CVS  12a 

Cyprus  Amax  Minerals  16c 
Cytec  Industries  4 


Dana  2b 

Danaher  t5b 

Oarden  Restaurants  14a 

Data  General  18b 

Dayton  Hudson  8 

Dean  Foods  10b 

Deere  1 5c 

Dell  Computer  IBb 

Delta  Air  Lines  23a 

Deluxe  18a 

Detroit  Diesel  2b 

Dexter  15d 

Dial  6d 

Diamond  Offshore  lib 

Diebold  18a 

Dillard's  8 

Dime  Bancorp  17c 

Disney  (Walt)  14b 

Dole  Food  10b 

Dollar  General  8 

Oominick's  Supermarkets  lOc 

Dominion  Resources  24a 

Donaldson,  Lufkin  &  Jenrette  1 7a 

Donnelley  (R,R,)21d 

Dover  15c 

Dow  Chemical  4 

Dow  Jones  20b 

D^-L  24a 

DOE  24a 

Dresser  Industries  lib 
DSC  Communs.  22a 


DTE  Energy  243 
Duke  Energy  24a 
Dun&Bradstteetl7a 
DuPont  4 
Dynegy  21b 


Earthgrains  10b 
Eastman  Chemical  4 
Eastman  Kodak  14d 
Eaton  9a 
Echlin  2b 
Ecolab  6d 

Edison  International  24 
Edwards  (A,G.)  17a 
EG4G5 
El  Paso  Natural  Gas  241 
Electronic  Data  SystemrJ 
EMC  18b 
Energy  East  24a 
Engelhard  16c 
Enron  21b 
Equifax  17a 
Essex  Intl.  16c 
Everest  Reinsurance  1^ 
EVI  Weatherford  lib 
Excel  Communications! 
Exide15a 

Express  Scripts  12c 
Exxon  1 1  a 


Family  Dollar  Stores  8 1 
Fannie  Mae  17a 
FDX  23c 

Federal-Mogul  2b 
Federated  Dept.  Stores| 
Ferro  4 
Fidelity  National  Finl. ' 
Fifth  Third  Bancorp  3t| 
Fina  lia 
Fingertiut  8 
Finova  Group  17a 
First  American  3c 
First  American  Fml.  1" 
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Heller  Financial  17a 
Hercules  4 
Hershey  Foods  10b 
Hertz  23c 

Hewlett-Packard  18b 
Hexcel  15a 
Hibernia  3c 
Hillenbrand  15a 
Hills  Stores  8 
Hilton  Hotels  14c 
Home  Depot  8 
HomeBase  8 
HON  Industries  18a 
Honeywell  9c 
Hormel  Foods  10b 
Horton  (D  R.)  13b 
Host  Marriott  14c 
Host  Marriott  Services  14a 
Household  IntI  17a 
Houston  Industries  24a 
Hub  Group  23c 
Hubbell  9a 

Hughes  Electronics  9b 
Hughes  Supply  21b 
Hunt  IJ  B)23d 
Huntington  Bancstiares  3b 


IBM  18D 
IBP  10b 

ICF  Kaiser  Intl.  21c 
Illinois  Tool  Works  15a 
linova  24a 
IMC  Global  4 
InaCoir.  18c 
Ingersoll-Rand  15c 
Ingles  Markets  10c 
Ingram  Micro  18c 
Inland  Steel  16b 
Integrated  Health  Svcs,  12c 
Intel  9(1 


ncial  Services  17b 
17b 

ctric  24a 
in  Intl.  2b 
Ic 

eiiient  Assocs.  12c 


blel6c 

Interface  15d 

lamics  1 

Interim  Services  21  e 

ictric  5 

International  Flavors  4 

triiment  9b 

IntI  Home  foods  10b 

IslOb 

IntI  Multifoods  10a 

tors  2a 

International  Paper  19b 

trition  10c 

Interpublic  Group  21d 

17b 

Intimate  Brands  8 

nal  9a 

Iomega  18b 

rt5  21b 

ITT  Industries  5 

;ilic  Group  19a 

10c 

Jabil  Circuit  9(f 
Jacobs  Engineering  21a 

:tMail  8 

Jefferson  Smurfit  7b 

nellb 

Johns  Manuille  13a 

s  Bancorp  17c 

Johnson  &  Johnson  12d 

;17c 

Johnson  Controls  15a 

F.)1 

Jones  Apparel  Group  6a 

e&  Rubber  2c 
i4 

Jostens  15a 

.W.)  21b 
Oc 

Kaiser  Aluminum  16a 

Chemical  4 

Kansas  City  Southern  23b 

iitiotive  21  e 
i 

Kaufman  &  Broad  13b 
Kellogg  10b 
Kellwood  6a 

\eraspace  1 

Kelly  Services  21e 
Kennametal  15b 
Kerr-McGee  11a 

lib 

KeyCorp  3b 

21e 

Kimberly-Clark  19b 

14 

Kmart  8 

rathers  10c 

Knight-Ridder  20b 

leral  5 

Kohl's  8 

sen  14il 

Kroger  lOc 

irl5c 

Bitainment  14b 

Laboratory  Corp  of  America  12c 
Lafargc  133 

LandAmerica  Financial  17a 
Landstar  System  23d 
La-Z-Boy  6b 
Lear  2b 

Leggett  &  Piatt  6b 

Lehman  Brothers  Holdings  17a 

Lennar  13b 

Lexmark  IntI  Group  18b 
LG&E  Energy  24a 
Liberty  Financial  17b 


Lilly  (Ell)  12b 
Limited  8 

Lincoln  Electric  15b 
Lincoln  National  17b 
Litton  Industries  9b 
Liz  Claiborne  6a 
Lockheed  Martin  1 
Longs  Drug  Stores  12a 
Louisiana-Pacific  19a 
Lowe's  8 
LSI  Logic  9d 
LTV  16b 
Lubrizol  4 

Lucent  Technologies  22a 


Mail-Well  7b 

Manpower  21 e 

Mark  IV  Industries  15a 

Marriott  IntI  14c 

Marsh  &  McLennan  17a 

Marsh  Supermarkets  10c 

Marshall  &  llsley  3b 

Marshall  Industries  21b 

Martin  Marietta  Materials  13a 

Masco  13a 

Mattel  14d 

Maxxam  16a 

May  Department  Stores  8 

Maytag  6b 

MBNA  3a 

McCormick  10b 

McDermott  (J.  Ray)  21a 

McDermott  IntI  15c 

McDonald's  14a 

McGraw-Hill  20b 

MCI  Communications  22a 

McKesson  12a 

MCN  Energy  Group  24b 

M  D.C.  Holdings  13b 

Mead  19b 

MediaOne  Group  20a 
Medtronic  12d 
Mellon  Bank  3a 
Mercantile  Bancorp  3b 
Mercantile  Stores  8 
Merck  12b 
Mercury  General  17b 
Meritor  Automotive  2b 
Merrill  Lynch  17a 
Metals  USA  21b 
Metro-Goldwyn-Mayer  14b 
Meyer  (Fred)  10c 
Michaels  Stores  8 
Micro  Warehouse  8 
MicroAge  18a 
Micron  Electronics  18b 
Micron  Technology  9d 
Microsoft  18c 

MidAmencan  Energy  Holdings  24a 
Millennium  Chemicals  4 
Miller  (Herman)  18a 
Minnesota  Mining  15a 
Mobil  11a 
Modine  Mfg  2b 
Mohawk  Industries  15d 
Molex  9d 
Monsanto  4 
Morgan  (J  P )  3a 
Morgan  Stanley  Dean  Witter  1 7a 
Morrison  Knudsen  21a 
Morton  International  4 
Motorola  9b 
Murphy  Oil  11a 
Musicland  Stores  14d 


Nabisco  Holdings  10b 
Nacco  Industries  15b 
Naico  Chemical  4 
Nash  finch  10a 
National  City  3b 
National  Semicond  9d 
National  Seruice  9a 
National  Steel  16b 
National-Oilwell  21b 
NationsBank  3c 
Navistar  International  2a 
NCR  18c 

Neiman  Marcus  Group  8 
New  Century  Energies  24a 


New  England  Electric  24a 
New  York  Times  20b 
Newell  15a 
Newmont  Gold  16c 
Newmonl  Mining  16c 
Newport  News  Shipbuilding  1 
Nextel  Communications  22a 
Niagara  Mohawk  24a 
Nicor  24b 
Nike  6a 

Nine  West  Group  6a 
Nipsco  Industries  24a 
Nordstrom  8 
Norfolk  Southern  23b 
Norrell  21e 
Nortek  13a 

North  fork  Bancorp.  3a 
Northeast  Utilities  24a 
Northern  States  24a 
Northern  Trust  3b 
Northrop  Grumman  1 
Northwest  Airlines  23a 
Norwest  3b 
Nucor  16b 


Oakwood  Homes  13b 
Occidental  Pet  11a 
Office  Depot  8 
OfficeMax  8 
Ogden  5 
OGE  Energy  24a 
Ohio  Casualty  17b 
Old  Kent  financial  3b 
0hn4 
Olsten  21e 
Omnicare  12a 
Omnicom  Group  21d 
Oneok  24b 
Oracle  18c 
Orion  Capital  17b 
Oshkosh  Truck  2a 
Outback  Steakhouse  14a 
Owens  &  Minor  12d 
Owens  Corning  13a 


Paccar  2a 

Pacific  Century  fin  3d 
PacifiCorp  24a 
PaineWebber  Group  17a 
Pall  5 

Parker  Hannifin  15a 
Payless  ShoeSource  8 
PECO  Energy  24a 
Penn  Traffic  lOc 
Penney  (J  C.)  8 
Pentair  15c 
PeopleSoft  18c 
Pep  Boys  8 
PepsiCo  6c 

Pertormance  food  10a 
Petsmart  8 
Pfizer  12b 
PG&E  24a 

Pharmacia  &  Upiohn  12b 
Phelps  Dodge  16c 
Philip  Morris  6e 
Phillips  Petroleum  11a 
Phillips-Van  Heusen  6a 
PhyCor  12c 
Pilgrim's  Pride  10b 
Pillowtex  15d 
Pinnacle  West  24a 
Pioneer  Hi-Bred  10b 
Pitney  Bowes  18a 
Pittston  Brink's  Group  21  e 
Pittston  BAX  Group  23c 
Pittway  5 
PNC  Bank  3a 
Polaris  Industries  14d 
Polaioid  14d 
Potlatch  19b 
Potomac  Electric  243 
PPG  Industries  13a 
Praxair  4 

Precision  Castparts  1 
Premark  Intl.  5 
Pnmedia  20b 
Procter  &  Gamble  6d 
Proffitfs  8 


Progressive  17b 
Promus  Hotel  14c 
Provident  17b 
PSS  Wortd  Medical  21b 
PS  Co  of  New  Mexico  24a 
Public  Service  fnt.  24a 
Puget  Sound  Energy  24a 
Pulte  13b 


Ouaker  Oals  10b 
Quaker  Slate  11a 
Oualcomm  9b 
Quantum  18b 
Quest  Diagnostics  12c 
Quintiles  Transnational  21e 
Qwest  Communications  22a 


R&B  falcon  lib 
Ralston  Purina  10b 
Raychem  9a 

Raymond  James  finl.  17a 
Raytheon  9b 
Reebok  International  63 
Regions  financial  3c 
Reliance  Steel  &  Alum  21b 
Relfec  22a 

Republic  Industries  21  e 
Republic  New  York  3a 
Revlon  6d 

Reynolds  &  Reynolds  18a 
Reynolds  Metals  16a 
Richfood  Holdings  10a 
Rite  Aid  12a 
RJR  Nabisco  6e 

Jway  Express  23d 
Robert  Half  International  21e 
Robinson  (C  H  )  23c 
Rock-Tenn  7b 
Rockwell  International  93 
Rohm  &  Haas  4 
Ross  Stores  8 
Rouge  Industries  16b 
Royal  Caribbean  Cruises  14d 
RPM  133 
Rubbermaid  15a 
RuddicklOc 
Russell  6a 
Ryder  System  23c 
Ryerson  Tull  21b 
Ryland  Group  13b 


SABRE  Group  Holdings  18c 
Safeco  1 7b 

Safeguard  Scientitics  18c 
Safety-Kleen21c 
Safeway  10c 
Saks  Holdings  8 
SBC  Communications  22b 
Scana  243 
Schering-Plough  12b 
Schlumberger  lib 
Scholastic  20b 
Schwab  (Charles)  173 
Scotts  4 

Scripps  (E  W )  20b 
Seagate  Technology  18b 
Sealed  Air  153 
Sears,  Roebuck  8 
Sempra  Energy  24b 
Service  Corp.  IntI  21e 
Service  Merchandise  8 
ServiceMaster  21e 
Shaw  Industries  15d 
Sherwm-Williams  133 
Shoney's  143 
Sigma-Aldrich  12b 
Silgan  Holdings  7a 
Silicon  Graphics  18b 
SLM  Holding  173 
Smart  &  final  10a 
Smith  International  lib 
Smithfield  foods  10b 
Snap-on  15b 
Solectron  9d 
Solutia  4 
Sonat  24b 
Sonoco  Products  7b 
Southdown  133 


Southern  24a 

Southern  New  Eng  Tel  22b 
Southland  lOc 
SouthTrust  3c 
Southwest  Airlines  23a 
Spiegel  8 
Sports  Authoiity  8 
Springs  Industries  15d 
Sprint  22a 
Stage  Stores  8 
Standard  Products  2b 
Standard  Register  18a 
Stanley  Wojks  15b 
Staples  8 
Star  Banc  3b 
Starbucks  10b 

Starwood  Hotels  &  Resorts  13b 
State  Street  33 
Steelcase  183 
Stewart  S  Stevenson  15c 
Stones  Webster  2l3 
Stone  Container  7b 
Storage  Technology  18b 
Summit  Bancorp,  3a 
Sun  11a 

Sun  Microsystems  18b 
SunAmerica  17b 
Sundstrand  1 

SunGard  Data  Systems  18c 
SunTrust  Banks  3c 
Supermarkets  Gen  10c 
Supervalu  10a 
Sysco  10a 


Talbots  8 
Tandy  6b 
Tech  Data  18a 
Teco  Energy  243 
Tecumseh  Products  13a 
Tektronix  9c 
Teleflex  15a 

Telephone  &  Data  Sys  22a 

Teleport  Communications  22a 

Tellabs  223 

Temple-Inland  7b 

Tenet  Healthcare  12c 

Tenneco  5 

Teradyne  9c 

Terex  1 5b 

Terra  Inds,  4 

Texaco  11a 

Texas  Instruments  9d 

Textron  5 

Thomas  &  Belts  9d 
3Com  18c 
3M  153 

360  Communications  223 
Tidewater  lib 
Time  Warner  20b 
Times  Mirror  20b 
Timken  15c 
TJX  8 

Torchmark  17b 
Tore  15c 
Tosco  1 1 3 

Tower  Automotive  153 
Toys  'R'  Us  8 
Transamerica  17b 
Transatlantic  Holdings  17b 
TransMontaigne Oil  lib 
Travelers  Group  17a 
Travelers  Property  Casualty  1 7b 
Tribune  20b 

Tricon  Global  Restaurants  143 
Trinity  Industries  23c 
TRW  5 

Tupperware  15a 
Tyco  Intl,  15c 
Tyson  Foods  10b 


U  S  Bancorp  3b 
U,S,  Cellular  22a 
US  Home  13b 
U  S,  Office  Products  8 
US.  Surgical  12d 
UAL  233 

Ultramar  Diamond  Shamrock  1 1 3 
Unicom  24a 
Unifi  15d 


UnionBanCal  3d 
Union  Camp  19b 
Union  Carbide  4 
Union  Pacific  23b 
Union  Pacific  Rescuices  1l3 
Union  Planters  3c 
Unisource  Wortdwide  21b 
Unisys  18b 

United  Auto  Group  21  e 
United  Stationers  21b 
United  Technologies  1 
Unitrin  17b 

Universal  Forest  Products  19a 

Universal  Health  12c 

Unocal  11a 

Unova  15c 

UNUM  17b 

U  S  West  22b 

US  Airways  Group  233 

USA  Networks  203 

USFreightways  23d 

USG  133 

UST  6e 

USX-Marathon  1l3 
USX-U.S  Steel  16b 


Valero  Energy  11a 
Valhi  5 
Valspar  133 
Vanstar  18c 
Varian  Associates  9b 
Vastar  Resources  11a 
Venator  Group  8 
Vencor  12c 
VF  6a 

Viacom  14b 
Viad  5 

Vincam  Group  21e 
Vlasic  Foods  Intl.  10b 
Volt  Info.  Sciences  21e 
Vulcan  Materials  133 
VWR  Scientific  Products  21b 


Wabash  National  2b 
Wachovia  3c 
Wackcnhul21e 
Wal-Mart  Stores  8 
Walgreen  12a 
Wallace  Computer  183 
Walter  Industries  16b 
Warnaco  Group  6a 
Warner-Lambert  12b 
Washington  Mutual  17c 
Washington  Post  20b 
Washington  Water  Power  243 
Waste  Management  21c 
Webb  (Del)  13b 
Weirton  Steel  16b 
Weis  Markets  10c 
WellPoint  Health  12c 
Wells  Fargo  3d 
Wendy's  Intl  143 
Western  Atlas  lib 
Western  Digital  18b 
Western  Resources  24a 
WestPoint  Stevens  15d 
Westvaco  19b 
Weyerhaeuser  19b 
Whirlpool  6b 
Whitman  5 

Willamette  Industries  19b 
Williams  24b 
Winn-Dixie  Stores  10c 
Wisconsin  Energy  24a 
Witco  4 

World  Color  Press  21  d 
WorldCom  223 
Worthington  Inds  16b 
Wrigley  (Wm  )Jr  10b 

E33 

Xerox  18b 
Yellow  23d 
York  Intl.  133 
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EDITED  BY  AMY  DUNKIN 

INVESTING  IS  CHILD'S 
PLAY  ON  THE  WEB 


In  conservative  families 
like  mine,  there  were  two 
topics  parents  didn't  dis- 
cuss in  front  of  the  chilcb'en — 
and  the  other  one  was  mon- 
ey. Needless  to  say,  my 
money  skills  left  something 
to  be  desired:  I  routinely 
blew  most  of  my  allowance 
and  yard- 
mowing  mon- 
ey as  soon  as 

I  got  iny  hands  on  it.  But 
judging  from  recent  surveys, 
I  was  a  financial  whiz  com- 
pared with  the  cuiTent  gen- 
eration: In  a  1997  study  of 
how  well  teenagers  gTasped 
simple  money  concepts,  only 
5%  of  the  12th  gTaders  polled 
scored  higher  than  a  C.  And 
less  than  half  knew  that  if 
workers'  wages  doubled,  then- 
income  would  double  as  well. 

If  you  would  like  yom*  chil- 
dren to  gi'ow  up  savvy  about 
saving  and  investing,  a  num- 
ber of  Web  sites  can  help 
(table).  Granted,  even  the 
best  sites  lack  the  depth  of  a 
good  book,  and  are  no  sub- 
stitute for  hands-on  parental 
guidance.  But  given  the  ap- 
peal the  Internet  holds  for 
most  kids,  these  sites  can 
help  teach  that  saving  and 
investing  can  be  fun — and  not 
just  a  grim  exerci.se  in  de- 
feired  gratification. 
COLD  LEMONADE.  If  your 
child  is  still  young,  a  couple 
of  simple  sites  are  designed 
for  short  attention  spans. 
First  Technology,  a  credit 
union  in  Oregon,  offers  the 
Kid's  Club  Savings  Calcula- 
tor, an  applet  that  asks  your 
child  to  choose  a  goal — say, 
a  video  game  or  bicycle — and 
then  helps  calculate  how 
much  to  set  aside  each  week 
to  achieve  the  needed  sav- 
ings. At  Bonus.com,  you'll  find 
Unks  to  games  that  help  kids 
grasp    fundamental  ideas 


ONLINE 


about  money:  They  can  oper- 
ate a  viitual  lemonade  stand, 
provide  the  coirect  change  to 
a  soda  jerk  (played  by  Hon- 
est Abe),  and — what  were 
they  thinking? — play  a  virtu- 
al slot  machine.  These  games 
aren't  listed  on  the  main 
Bonus.com  menu,  but  clicldng 
un  "search," 
then  typing  in 
"money"  will 
get  you  there.  One  warning: 
Given  the  lavish  use  of  Java 
by  Bonus  and  several  other 
of  these  sites,  don't  try  gain- 
ing access  with  anything  less 
than  a  Pentium-powered  PC, 
and  even  then  be  prepared 
for  a  few  glitches. 

If  your  budding  Warren 
Buffett  is  bored  by  these 
sites,  click  over  to  Liberty 


Financial  Co.'s 
Young  Investor, 
which  is  aimed  at 
teens.  First,  pick 
one   of  six  tour 
guides — ranging 
from  robotron  Blad 
to   superhero  Ben- 
god — who   will  walk 
you  through  the  site's 
many  features,  including 
such  exercises  as  a  cross- 
word, a  rebus,  and  the  Mon- 
ey-Tron  memory  game.  Lib- 
erty also  awards  gift  checks 
and  prizes  such  as  a  digital 
camera  to  kids  who  post  sav- 
ings tips  and  answer  its 
"Measure  Up"  survey.  Par- 
ents may  find  the  queiies  too 
personal:  Questions  include 
how  much  allowance  kids  get, 
plus  whether  they  have  re- 


Money  Lessons  For  Kids 

BONUS.cOM  bonus.com 

Younger  kids  can  test  their  entrepreneurial  skills  by  operating 
a  lemonade  stand  or  other  business. 

GAZiLLiONAiRE  www.gazjilionaire.com/gaz.html 

Lets  teens  run  a  trading  company  from  space — and  learn  such 
concepts  as  supply  and  demand. 

INVESTING  FOR  KIDS  tqd.advance(l.org/3096/index.htm 

Stock  market  simulation  that  mcludes  one  of  the  best  stock 
Investing  primers. 

KID'S  CLUB  SAVINGS  CALCULATOR 

www.1sttech.com/kldsclb/kidscalc.html 

Choose  a  savings  goal,  such  as  a  video  game  or  a  bicycle,  and 
figure  out  what  to  set  aside. 

KIDS'  MONEY  pages.prodlgy.com/kldsmoney 

For  Mom  and  Dad  only:  Links  to  money  expert  articles,  plus 
regular  parents  polls. 

MAiNXCHANGE  www.malnxchange.com 

This  stock  market  game  lets  young  people  mvest  100,000  virtual 
dollars  and  win  prizes. 

THE  YOUNG  INVESTOR  www.younglnvestor.com 

Investing  primers,  trivia,  memory  games;  but  the  Measure  Up 
survey  asks  too  many  personal  questions. 


i 


ceived  stock,  savmgs 
or  other  finance-relate! 
ft-om  relatives,  and  if 
gave  it.  But  Liberty 
the  information  isn't 
and  is  only  recorded 
ternal  marketing  pur|| 
and  to  identify  prizewi^t 
It's  never  too  late  ([f 
ly)  to  teach  your  ki^l 
.\BCs  of  investing.  Oneli 
best  primers  is  at  Inijj 
for  Kids,  a  surprising^ 
ished  site,  given  its  oii| 
a  science  project  foi'l 
California  grade-sch^ 
The  site  offers  an  infi 
tion  to  investing,  as  wlai 
special  section  explainf 
market  math  for  conii 
commissions  and  deteiii 
the  "net  asset  value"  fn 
tual  funds.  The  si(|#: 
sports  its  own  stock  Jib 
tual-fund  contests,  c(|? 
with  ciurent  standingof 
500  best  returns— bU 
no  prize  other  than  8* 
spect  of  your  peers.  • 
However,  A.  G.  E  » 
a  St.  Louis  brokeragdf 
agedwards.com/bms* 
shtml),  awards  T-shi]!j 
week  to  the  top  fini  «r 
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V  Ti'aders  stock-pick- 
ne,  based  on  the  pre- 
nonth's  results.  And 
nXchange,  kids  can 
their  investment 
s  into  prizes  from 
•s  ranging  from  Com- 
I  Hasbro.  Players  are 
100,000  "virtual  dol- 
.nd  access  to  stock 
charts,  news,  and 
tools.  MainXchange 
those  investors  with 
retui'ns  each  month. 
)ants  can  also  accu- 
points  toward  prizes 
/ering  business-relat- 
a  questions. 
ERRESTRIAL.  To  give 
Is  a  taste  of  what  it's 
ning  a  business,  head 
Web  site  of  Lava- 
levelopers  of  such  PC 
I  games  as  Zapital- 
lere  you  can  down- 
ihareware  version  of 
\ar  Gazillionaire  game, 
between  SimCity  and 
ly,  Gazillionaire  lets 
run  an  extraterres- 


trial trading  company — and 
in  the  process,  learn  about 
supply  and  demand,  com- 
pound interest,  and  profit 
margins.  A  waming:  Despite 
LavaMind's  efforts  to  spiff  up 


the  program  with  arcade- 
like sound  and  gi'aphics  and 
to  provide  on-screen  tutori- 
als, you'll  still  spend  a  lot 
of  time  poring  over  pricing 
charts. 

If  you  still  feel  you  need 
pointers  on  teaching 
money  sldlls — or  would 
simply  like  to  com- 
pare notes  with 
-  other  parents — 
\\  head  over  to 
\j  Prodigy's  Kids' 
Money  site.  Here 
you'll  find  links  to 
dozens  of  articles  aimed 
at  parents  by  experts 
from  Dr.  Speck  to  Dr. 
Tightwad,  mostly  address- 
ing the  issue  of  al- 
lowances— including  poll 
results  about  allowances. 
(74%  of  paiticipants  give  a 
weekly  allowance,  averag- 
ing $3.50  for  6-year-olds  and 
.$35  for  18-yeai--olds.  But  77% 
of  parents  tie  allowances  to 
chores,  according  to  another 
poll.)  You  can  also  enter  pic- 
tures of  your  children  with 
their  favorite  savings  vehi- 
cles in  the  "That's  My  Pig- 
gy" photo  contest. 

At  the  "Save  Lab"  page 
in  Merrill  Lynch's  Family 
Saving  Center  (www.plan. 
ml.com/family/index.html), 
you  can  order  several  free 
print  publications,  including 
the  Teach  Yo^ir  Children  to 
Save  activity  workbook  and 


the  Savin'  Dave  and  the 
Compounders  comic  book. 
(Doing  so  will  presumably 
guarantee  you  a  call  from  a 
Merrill  Lynch  broker.)  Book- 
mark this  site  for  future  use, 
because  each  spring  Merrill 
Lynch  sponsors  a  savings 
poster,  essay,  and  video  con- 
test, with  winners  receiving 
up  to  $1,000  in  savings 
bonds. 

TEEN  JOBS.  When  teens  get 
summer  jobs,  they'll  be  flush 
with  cash — and  easy  prey  for 
kid-oriented  marketers.  To 
help  them  become  savvy 
shoppers,  point  them  toward 
the  Consumer  Education  for 
Teens  site  (www.wa.gov/ago/ 
youth)  designed  by  high 
school  students  in  Washing- 
ton State.  You'll  get  the  low- 
down  on  everything  fi'om  fly- 
by-night  modeling  agencies  to 
those  "12-CDs-for-a-penny" 
music  clubs. 

The  learning  doesn't  have 
to  stop  when  you  turn  off 
yoiu'  PC.  Merrill  Lynch  offers 
an  exhaustive  list  of  savings 
books  for  kids,  some  of  which 
you  can  probably  find  at  yoiu' 
library.  And  at  Software.net 
(ww^.software.net),  you  will 
find  money-related  kids'  soft- 
ware progi'ams,  ranging  fi"om 
Math  of  Money  to  Money 
Town.  After  all,  money  is 
something  every  parent 
should  talk  about  in  front  of 
the  kids.  Dean  Foust 


WHAT  WORK-AT-HOME  PARENTS 
CAN  SNAG  ON  THE  NET 


Four  years  ago,  while 
pregnant  with  her 
second  child,  soft- 
ware engineer  Cheiyl 

Demas  did  something  that 
surprised  even  herself:  She 
quit  her  job  to  stay  at 
home.  But  she  didn't  want 
to  stop  working.  While  root- 
ing around  the  Internet  for 
job  possibilities,  says  Demas, 
"I  discovered  there  were 
thousands  of  women  who 


would  like  to  be  at  home 
with  their  kids — and  they'i'e 
intelligent,  well-educated 
women."  She  had  an  idea: 
Why  not  create  a  Web  site 
that  would  offer  resources 
and  support  for  work-at- 
home  moms? 

Today,  Demas'  site  gener- 
ates half  a  million  page 
views  a  month  through  its 
business  directory,  book  fist, 
and  classified  ads.  A  popular 
feature  is  Demas'  monthly 
humor  column,  which  recent- 


ly described  her  lifelong 
quest  to  be  No.  1  in  line  at 
Disney  World.  And  the  site 
supplies  answers  to  fre- 
quently asked  questions  such 
as  "How  can  I  convince  my 
boss  he  should  let  me  work 
from  home  after  my  baby  is 
born?"  Answer:  "Show  him 
how  he  benefits,  too." 

Demas'  site  is  just  one  of 
many  Web  resources  for 
working  parents  as  they 
alternately  glide  and  stum- 
ble through  their  frenetic 
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lives  (table).  Think  about  it: 
Using  the  Web,  you  can  nab 
a  freelance  job,  track  down 
some  advice  about  the  nanny 
tax,  and  solicit  tips  on  par- 
enting. You  can  do  your 
banking,  unload  a  stock,  or 
window-shop  online.  And,  if 
you're  feeling  lonely  in  your 
home  office,  or  guilty  about 
the  time  you  spend  on  busi- 
ness trips,  you  can  click  on 
to  sites  that  let  you  chat 
with  like-minded  souls. 

"A  lot  of  the  best  sites 
for  working  parents  don't 
even  have  the  word  'par- 
ents' in  theii"  title.  They're 
just  the  best  of  their 
genre  for  time  man- 
agement, child 
management,  and 
cooking  for  your 
family,"  says 
Melissa  Wolf,  au- 
thor of  Parenting 
Online:  The  Best 
of  the   Net  for 
Moms  and  Dads 
(Equinox  Press, 
$16.95).  Once  you 
locate  one  site,  it 
invariably  pro- 
vides   links  to 
others:  Work  At 
Home  Moms,  for 
example,  pro- 
vides a  jump-off 
to  Home-Based  Working 
Moms  (www.hbwm.com). 
Entrepreneurial  Parent 
and  Bizy  Moms  (www. 
bizymoms.com). 
SYMPATHETIC   EAR.  The 
best  part  is  the  interac- 
tion   the    Web  allows. 
"Parents  on  the  job  are 
often  isolated  in  their 
roles.  There's  no  one  they 
can  talk  to  that  long," 
says  Katharine  de  Baun, 
co-founder  of  Moms  On- 
line (www.momsonline. 
com  or  America  Online, 
keyword:  MO).  Like  many 
generic  parenting  sites, 
this  one  offers  message 
boards  targeted  to  people 
in  the  work  world.  At  its 
Professional  Moms  board, 
for  example,  a  working 
mother  described  feeling 
overwhelmed.  "How  do 
women  work  full-time, 
take  cai'e  of  the  kids,  take 
care  of  the  house,  feed 


and  walk  the  dog, 
shop  for  gro- 
ceries, find  a  de- 
cent day-care 
center,  and  pay 
the  ■  bills?"  she 
wailed.  Sym- 
pathetic cohorts 
E-mailed  in  theii- 
tips:  everything 
from  "buy  cheese 
in  five-pound 
I  bags"  to  "put 
more  hours  in 
the  day." 

While  some 
people  use  these 
Web  sites  merely  to 
vent  their  frustrations, 
others  seek  concrete  help — 
such  as  job  leads.  At 
Entrepreneurial  Parent, 
"Kathei-ine"  was  looking  for  a 
way  to  make  money  at  home 
using  her  word-processing 
skills.  "Where  do 
I  begin?"  her  E- 
mail  message  asked.  Another 
E-mailer  referred  her  to  a 
placement  service  for  at- 
home  computer  workers: 
www.workingsol.com. 


ONLINE 


Connections  For 
Working  Parents 


WEB  SITE 

COMMENTS 

BJ.  PINCHBECK'S 
HOMEWORK  HELPER 

tristate.pgh.net/pinchl3 

Links  to  virtual  dictionaries,  online 
newspapers,  and  school-related  sites 

ENTREPRENEURIAL  PARENT 

en-parent.com 

Resource  for  home-based  entrepreneurs; 
expert  advice,  forums,  E-mail  newsletter 

FATHERS' 

RESOURCE  CENTER 

www.visi.com/~frc 

Minnesota  organization's  site  links  to 
dad  sites  re.- fathers-to-be,  single 
parenting,  divorce 

NANNYTAX 

www.nannytax.com 

Overview  of  federal  tax  laws  for  domes- 
tic employers  as  well  as  state  tax  info 

NET  NANNY 

www.netnanny.com 

Internet  filtering  software  to  protect 
kids,  plus  news  and  legal  updates 

PARENT  SOUP 

www.parentsoup.com 

Advice  about  each  stage  of  childhood; 
chats,  message  boards,  experts  to  query 

PEAPOD  INTERNET  DRUG  & 

GROCERY  www.peapod.com 

Membership  organization  (not  available 
all  places)  lets  you  shop,  order  online 

WORK  AT  HOME  MOMS 

www.wahm.com 

Ideas  and  support  for  women  starting 
home-based  businesses 

YOUR  GROSS  AND  COOL 

BODY  www.nj.com/yucky/body 

From  poop  to  gas  to  earwax,  ever^lhing 
your  10-year-old  has  been  dying  to  ask 

The  Web  is  also  a  te 
source  of  advice  on  < 
rearing.  Susan  Weavei 
rector  of  the  megasite  , 
ent  Soup,  often  uses  me.'| 
boards  for  problem  soil 
When  her  10-year-old  bij 
at  doing  homework,  Wd 
visited  a  board  for  pa;j 
of  school-age  children, 
hours,  I  had  six  beautjj 
written,  informative, 
smart  responses,"  she 
One  tip— giving  her  soif 
quent  play  breaks — di(jl 
trick.  : 
HOMEWORK  HELP.  For 
ing  parents,  who  all 
seemed  to  be  presseijj 
time,  the  Web  offers  mji 
conveniences.  You  can 
someone  a  bouquet  ofi 
ers  (www.  1800flowers.jj 
buy  books  (www.ama 
com),  pick  out  toys  foris 
children  (i 
etoys.com) : 
buy  school  clothes  (fl 
landsend.com).  If  you'iji 
busy  to  prepare  dinn| 
food-shop,  you  can  4 
take-out  meals  th'Sj 
www.cybermeals.coiijll 
groceries  from  Pe;« 
Website. 

And  if  your  kidsw 
a  hand  with  their  a> 
work  while  you're  a 
at  the  office,  you  caisa 
them  to  help  sitesfi 
Pinchbeck's  Horn* 
Helper,  hosted  by  .  J 
year-old  wunderkinis 
Pennsylvania,  su;)li 
links  to  newspapei'ij 
cyclopedias,  and  othjl 
erence  som'ces.  AOl'M 
bers  can  take  advM 
of  the  Ask  a  Teachi* 
vice  (keyword:  M 
work).  And  anyonij 
has  a  modem  will  \\{ 
to  call  up  wwv| 
workheaven.com. 

Of  course,  thes'jl 
represent  only  a 
of  the  parentin{l| 
you'll  find  on  the  M 
fi-om  24-hom-  pedia 
vice  to  children's 
tainment.  For 
working  parents! 
connection  to  othei 
make  their  jobs 
and  outside  the  M 
lot  easier  JoaiUl 
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iW  TO  AVOID  YOIR 
RY  OWN  NANNYGATE 


Flickinger  was 
y  three  months 
ist  fall  when  his 
nts  sat  staring 

yed  at  Internal  Rev- 
ervice  Publication  926, 
ge  recipe  for  parental 
itherwise  known  as 
lold  Employer's  Tax 
With  mom 
et  retum- 

her  business-develop- 
ost  at  a  law  firm,  she 
•  husband,  Brad,  hafl 
•e  out  how  to  pa>- 
)n  the  nanny  the 

(Va.)  family  would 
eed.  "We  flipped 

the  book  and  said, 
ow  what?  Someone 
i  ab'eady  figui-ed  this 
ys  BhkI,  a  commercial 
ite  manager, 
•"lickingers  are  one  of 
ds  of  couples  who 
ncluded  that  paying 
fessional  help  beats 
?  houi's  mastering  the 
s  that  apply  to  any- 
0  employs  a  nanny, 

aide,  cook,  or  other 
generally,  if  you  pay 
lold  employee  $1,100 
5  this  year,  you're 
0  cough  up  Social  Se- 
.nd  Medicare  taxes, 
;e  and  federal  unem- 
;  insm-ance  premiimis. 

it  that  simple,  few 


would  seek  aid  from  a  pro. 
But  there  are  exclusions,  and 
exceptions  to  the  exclusions, 
detailed  in  Publication  926 
(800  829-3676;  www.ii-s.ustreas. 
gov).  Then  there  are  the 
forms  to  fill  out,  not  all  of 
them  tax-related.  For  in- 
stance, you  have  to  verify 
yom-  employee  can  work  legal- 
ly in  the  U.  S.,  then  jjreijai-e  a 


household  payroll-tax  liabili- 
ties you  run  up,  a  change 
from  rules  that  have  held 
since  1995.  Now  you  have  to 
pay  as  you  go,  by  filing  quar- 
terly estimated  taxes  on  Fomi 
1040-ES  or  by  asking  youi'  em- 
ployer to  withhold  a  gi-eater 
amount  from  youi'  paycheck. 
"You  have  to  pay  at  least 
what  you  paid  last  year  or  be 
within  10%  of  what  you'll 
owe,"  says  Guy  Maddalone, 
president  of  gtm  Associates, 
a  payi-oll-services  fii-m  in  Al- 
bany, N.  Y.  Othei-wise,  you'll 
owe  an  luideipayment  penalty. 


TAXES 


Form  1-9  for  the 
IinmigTation  &  Natm-alization 
Service  (800  870-3676;  table). 

Worst  of  all,  the  mles  keep 
changing.  Now,  all  employers 
must  report  information  on 
new  employees  to  state  agen- 
cies, a  result  of  1996  federal 
welfare  reform  that  aims  to 
cut  fraud  and  ease  enforce- 
ment of  court-ordered  child 
support.  And  this  year,  the 
feds  no  longer  let  you  settle 
on   your   return  whatever 


Because  the  laws  are  so 
complex,  you  don't  have  to 
be  a  mihtia  member  to  want 
to  ignore  the  taxes.  Through 
the  end  of  April,  the  iRS 
counted  300,000  taxpayers 
using  Schedule  H,  the  form 
for  figuring  household  em- 
ployment taxes.  That's  up 
50%  fi-om  Api-il  '97  but  is  less 
than  0.3%  of  all  returns 
filed— and  less  than  half  the 
estimated  number  of  nannies. 


not  to  mention  other  workers. 

By  ignoring  the  taxman,  of 
com'se,  you  risk  a  guilty  con- 
science if  not  the  iRS's  wi-ath. 
Kathleen  Webb,  f^EO  of  Ster- 
ling (Va.)-based  HomeAVork 
Solutions,  reports  a  steady 
business  in  preparing  amend- 
ed retm-ns,  often  for  political 
appointees  wishing  to  avoid 
the  fate  of  former  Attorney 
General  nominee  Zoe  Baird. 
THE  WORKS.  Neither  wanting 
to  master  the  system  nor  nm 
afoul  of  the  law,  the  Flick- 
ingers  chose  Breedlove  &  As- 
sociates' service  (table).  The 
Austin  (Tex.)  firm  helped 
them  determine  how  much 
net  salary  to  offer  Ryan's 
nanny  so  they  didn't  pay 
more  than  they  could  af- 
ford after  payroll  taxes. 
Breedlove,  like  similar 
ffv;  services,  files  withhold- 
ing forms,  secures 
employer  id  numbers, 
prints  pay  stubs,  and 
prepares  quarterly  and 
annual  tax  filings. 
If  you're  interested  in  a 
service,  check  whether  you'll 
be  charged  extra  for  adding 
a  new  employee.  It's  also 
worth  seeing  how  much  more 
it  will  cost  to  have  the  ser- 
vice deposit  yoiu-  employee's 
pay  directly  in  a  bank  account. 

An  alternative  is  to  add 
these  tax  duties  to  your  ac- 
countant's chores.  Or  there's 
software.  Nanny Pajj  from 
Essentia  Software  (888  999- 
1722)  costs  $29.95  by  mail  or 
$24.95  off  the  Internet  (www. 
essentia-soft.com).  But  that 
still  requii-es  bi-ainpower,  wliich 
many  aren't  vrilhng  to  give  to 
nanny  taxes.    Robeti  Barker 


ij-       ►  Obtaining  a  federal  employer  identifica-  Whpyp 
tion  number  (EIN)  from  the  IRS  VVIICIC 

►  Completing  federal  Form  1-9  to  verify        To  Get 
^       that  your  employee  can  work  legally  HpItI 

V         ►  Contacting  your  state's  unemployment  ^ 
)0      tax  agency  to  get  a  state  EIN 

itial  ►  Getting  a  second  EIN  from  your  state  if 

?a  you  plan  to  withhold  income  taxes  along 

■)ld  with  mandatory  Social  Security,  Medicare, 

er  and  unemployment  taxes 

►  Making  a  New  Hire  Report  to  your  state 

DATA:  INTERNAL  REVENUE  SERVICE,  BUSINESS  WEEK 


FIRM/PHONE/WEB  SITE 


FEE 


BREEDLOVE  &  ASSOCIATES  ^  $50  initially, 
800  723-9961  :  then  $325 

www.breedloveinc.com         :  a  year 


GTM  ASSOCIATES 

800  929-9213 
www.gtmassoc.com 


$75 

then  $336 
a  year 


HOME/WORK  SOLUTIONS  $100 

800  626-4829  :  then  $315 

www.4nannytaxes.com         ;  a  year 


NANNYTAX 

888  626-6982 
www.nannytax.com 


$85, 

then  $340 
annually 
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The  New  Era  of  Content 
and  Communications 


THE  1998 


CONVERGENCE 

SUMMIT 


came   g  e 

A  Conference  for  Senior  Executives  i 


Convergence  is  back.  With  a  vengeance.  And  what  once  was 
a  question  of  bandwidth  is  now  more  a  matter  of  content. 
Of  programmability.  Availability.  And  choice. 

With  a  public  voracious  for  entertainment  and  information,  what 
are  the  opportunities?  The  limitations?  Who  will  benefit  most? 
Cable  companies?  Internet  providers?  Movie  studios? 

Who  will  own  what?  And  will  the  government  intervene?  Will 
governing  bodies  react  with  a  policy  of  laissez-faire?  Or  a  firmer 
hand,  encouraging  markets  or  restricting  them? 

Come  find  out  who  is  best  prepared.  Who  isn't. 

Who  will  prosper  most.  And  who  has  the  most  to  lose. 

On  hand  will  be  corporate  leaders  in  media,  entertainment  and 
communications.  To  speak  their  minds,  share  points  of  view,  and 
answer  these  questions  and  yours  at  the  BusinessWeek  1998 
Global  Convergence  Summit. 


Reserve  your  seat  now.  It  promises  to  be  electrifying. 


October  28, 1998 

The  Waldorf-Astoria  Hotel 

New  York  City 


laiiiannniaiiDiniinniianiiDinininiininioiniiniiaiiniiDiniiniainiG 
iniiniDDaiiDiDiniiniiainiDiDiDiaiDiaianininiiiaoiioaiininianinic 
!inniiDiiniDiinniiaiiaiaDaiiaiDinnnniiioDinioiinnniniaiirjniaraiir 
□iiDiaiDinioinninainioinaDiiaDnaiJ-niinoniioniiniiGniGiniiriirij  G 
DiDiiBiiErA  TURED       SPEAKERS  :  □iiGiiLirjiDiaiG; 


LEO  J.  HINDREY  JR.  SHELLY  LAZARUS 

President  Chairman  &  CEO 

Tete-Communications.  Inc.  (TCI)  Ogilvy  &  Mather  Worldwide 


SUMNER  M.  REDSTONE 

Chairman  &  CEO 
Viacom  Inc. 


L  U  G  G  -E  □  IN 

lirtainment,  Media  and  Communications  Industries 


BT-ED  eV:  Sir  DAVID  FROST,  Award-Winning  Journalist 

KEVIN  K.  CARTON,  Global  Entertainment  and  Media  Practice  Leader, 
PricewaterhouseCoopers 


5a  F-E-HTURING: 

ENHAMOU.  Chairman,  President  &  CEO,  3Com  Corporation 
'/  )  D.  BREEN,  Chairman  &  CEO,  General  lnstrunr)ent  Corporation 

IP  P.  DAUMAN,  Deputy  Chairman,  Executive  Vice  President  General  Counsel 
II  dminlstrative  Officer,  Viacom  Inc. 

)   )MM,  President  &  CEO,  Siemens  Telecom  Networks 
i;    A  HEFNER,  Chairman  &  CEO,  Playboy  Enterprises.  Inc. 
'E    HEYER,  President  &  COO,  Turner  Broadcasting  System.  Inc. 
P'   NACCHIO,  President  &  CEO,  Qwest  Communications 
'E,  ^LHAN,  Co-founder  &  President,  WebTV  Networks,  Inc. 
Oil  NTRUJILLO,  President  &  CEO,  U  S  WEST 


KeGI  STRATI  ON  INFaKmflTiaN: 

To  register  or  for  more  information  on 
THE  1998  CONVERGENCE  SUMMIT, 

please  contact  Julie  Terranova,  Registration  Manager 

Phone:  800-682-6007 

Fax:212-512-6281 

E-mail:  julie  terranova@businessweek.com 
Fax  on  Demand:  800-682-6007,  Document  #40 
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BizLmk 


Unless,  of  course,  you  actually 
enjoy  filling  out  forms. 

Want  advertiser  information  now,  without  having  to  fill 
out  one  of  those  pesky  reader  service  cards?  Connect  wit 
BizLink,  Business  Week's  new  electronic  reader  service 
fuLfiLlment  system.  You'll  get  the  information  you  need  tl 
way  you  want  it — by  fax,  phone,  mail,  or  e-mail.  It's  freer 
it's  fast  and  nothing  could  be  simpler.  Why  wait? 
Access  BizLink  now:  | 

www.businessweek.com/BizLink 


BusinessWeek 


Most  Read.  Best  Read.  Worldwide. 


And  if  you  don't  have  an  Internet  connection, 
just  call  1-800-848-6708. 
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siness  Week  Index 


UCTION  INDEX 


ige  from  last  week:  0.5% 
ige  from  last  year:  3.9% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

July  25=131.6 
1992=100 


Nov.  Mar  July 

1997  1998  1998 

lex  IS  a  4-week  mouing  average 

uction  index  advanced  in  the  week  ended  July  25.  The  unaveraged 
3  up  1%,  to  133.6  from  132.3  m  the  previous  vreek.  Auto,  truck,  and 
Juction  rebounded  strongly  as  auto  workers  returned  after  the  industry's 
jmmer  shutdown.  Output  of  electricity  was  up  3.1%  to  an  all-time 
l-freight  traffic  plummeted  4.6%,  with  automotive  traffic  off  21.1% 
illic  ore  off  25.5%.  Oil,  coal,  and  lumber  production  were  also  down. 

)n  index  copyright  1998  by  The  McGraw-Hill  Companies 


NG  INDICATORS. 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%CHG 

'RICES  (7/31)  S&P  500 

1120.67 

1140.80 

18.3 

)TE  BOND  YIELD.  Aaa  (7/31) 

6.59% 

6.56% 

-6.0 

:UPPLY,  M2  (7/20)  bilhons 

$4,208.6  $4,201.6r 

7.5 

CLAIMS,  UNEMPLOYMENT  (7/25)  thous 

304 

317r 

10.1 

jE  APPLICATIONS,  PURCHASE  (7/31) 

257.2 

252.4 

21.5 

■E  APPLICATIONS,  REFINANCE  (7/31) 

1,278.8 

1,320.2 

85.5 

Standard  &  Poor's,  Moody's,  Federal  Reserve,  Labor  Dept..  Mortgag 
;sn.  (Index:  March  16.  1990=100} 

e 

EST  RATES 

FUNDS  (8/4) 

LATEST 
WEEK 

5.54% 

WEEK 
AGO 

5.50% 

YEAR 
AGO 

5.48% 

HAL  PAPER  (8/4)  3-month 

5.51 

5.50 

5.56 

ATES  OF  DEPOSIT  (8/5)  3  month 

5.59 

5.60 

5.61 

IRTGAGE  (7/31)  30-year 

7.06 

7.04 

7.50 

8LE  MORTGAGE  (7/31)  one-year 

5.79 

5.78 

5.57 

8.50 

8.50 

8.50 

■rderal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


STEEL  (8/1)  thous.  of  net  tons 

LATEST 
WEEK 

2,066 

WEEK 
AGO 

2,013# 

YEARLY 
%  CHG 

7.0 

AUTOS  (8/1)  units 

80,643 

71,744r# 

-30.1 

TRUCKS  (8/1)  units 

90,148 

75,009r# 

-17.5 

ELECTRIC  POWER  (8/1)  millions  of  kilowatt-hrs. 

76,391 

79,676# 

1,9 

CRUDE-OIL  REFINING  (8/1)  thous.  of  bbl./day 

15,431 

15,518# 

2.9 

COAL  (7/25)  thous.  of  net  tons 

21,373# 

21,099 

3.1 

LUMBER  (7/25)  millions  of  ft. 

508. 0# 

498.2 

0.6 

RAIL  FREIGHT  (7/25)  billions  of  ton-miles" 

25. 8# 

25.7 

0.4 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  Vi'WPAi,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (8/5)  $/troy  oz. 

LATEST 
WEEK 

287  900 

WEEK 
AGO 

290.750 

YEARLY 
%  CHG 

-9.8 

STEEL  SCRAP  (8/4)  #1  heavy,  $/ton 

130.50 

130.50 

-9.1 

COPPER  (7/31)  e/ib. 

81.4 

81.6 

-28.3 

ALUMINUM  (7/31)  t/\b. 

66.3 

65.5 

-18.1 

COTTON  (8/1)  strict  low  middling  1-1/16  in.,  e/lb 

71.01 

73.78 

-2.0 

OIL  (8/4)  $/bbl. 

13,52 

14.16 

-34.2 

CRB  FOODSTUFFS  (8/4)  1967=100 

224.04 

226.88 

-6.1 

ORB  RAW  INDUSTRIALS  (8/4)  1967=100 

294.44 

295.77 

-13.7 

Sources:  London  Wednesday  final  setting,  Chicago  market.  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (8/5) 

UTEST 
WEEK 

144.06 

WEEK  YEAR 
AGO  AGO 

142.37  118.83 

GERMAN  MARK  (8/5) 

1.77 

1.77 

1.87 

BRITISH  POUND  (8/5) 

1.64 

1.65 

1.60 

FRENCH  FRANC  (8/5) 

5.94 

5.94 

6.33 

ITALIAN  LIRA  (8/5) 

1747.0 

1747.0  1835.5 

CANADIAN  DOLLAR  (8/5) 

1.51 

1,50 

1.38 

MEXICAN  PESO  (8/5) 

9.010 

8.904 

7.779 

TRADE-WEIGHTED  DOLLAR  INDEX  (8/5) 

114,8 

114.2 

107,7 

Sources:  Major  New  York  banks  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  British  pound  in  dollars.  Trade-weighted  dollar  via  J  P  Morgan 


in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn  3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


E  WEEK  AHEAD 


If  IViTY  AND  COSTS 

'a'  \ug.  11.  10  a.m. EOT  ^  Nonfarm 
5^  ■  may  have  eked  out  a  small,  0.5% 
il-  ;  gain  in  output  per  hour  workecd  in 
!C  1  quarter.  That  suggests  that  unit 
C'    probably  grew  at  a  2.5%  pace, 
11  3r  productivity  vyas  reported  to 
1^  at  a  1.1%  annual  rate,  while  unit 
a-  iced  by  3.1%.  This  upcoming 

/ever,  will  contain  the  Labor  Dept.'s 
the  productivity  data  of  the  past 
bO  those  first-quarter  growth  rates 

.hange. 

ILliLES 

*  Aug.  13,  8:30  a.m.EDT>-  Retail 
or  ibly  fell  by  0.1%  in  July,  says  the 


median  forecast  of  economists  surveyed  by 
Standard  &  Poor's  mms,  a  unit  of  The 
McGraw-Hill  Companies,  Excluding  vehicle 
buying,  store  receipts  probably  rose  by  0.3%. 
In  June,  total  sales  and  receipts  excluding 
cars  each  rose  just  0.1%. 

BUSINESS  INVENTORIES 

Friday,  Aug.  14,  8:30  a.m. edt>  Inventories 
held  by  manufacturers,  wholesalers,  and 
retailers  were  protpably  unchanged  in  June, 
after  dropping  0.1%  in  May. 

PRODUCER  PRICE  INDEX 

Friday,  Aug.  14,  8:30  a.m. edt>-  Producer 
prices  of  finished  goods  probably  edged  up 
just  0.1%  in  July,  after  slipping  the  same 


amount  in  June.  Excluding  food  and  energy 
costs,  prices  also  likely  increased  0.1%,  on 
top  of  a  0.2%  increase  in  June. 

INDUSTRIAL  PRODUCTION 

Friday,  Aug.  14,  9:15  a.m.EDJ^-  The  s&p  mms 
forecast  calls  for  a  0.3%  drop  i,»  industrial 
output  in  July,  on  top  of  a  0.6%  drop  in 
June.  That  weakness  mostly  reflects  the  loss 
in  vehicle  production  caused  by  the  General 
Motors  Corp.  strike,  while  the  falloff  in 
exports  is  hurting  production  outside  of  the 
auto  industry.  However,  the  heat  wave  across 
most  of  the  U.  S.  likely  boosted  utility  output. 
The  average  operating  rate  for  all  industry 
probably  slipped  to  81.1%  in  July,  from 
81.6%  in  June. 
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Crane  100%  Cotton  Paper. 
A  Powerful  Business  Tool. 

Availulile  at  ollicf  superstores 
anJ  C  rane  retailers. 
Call  1-800-572-0024 
for  a  retailer  nearest  you, 
or  visit  our  Weksite  at 
www.erane.com 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  stoiy  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
.  Companies  listed  only  in  tables  are  not  iricluded. 


ABC  (DIS)  64 
Aberdeen  Group  39 
Acorn  USA  (AUSAX)  34 
Advanced  Micro  Devices 

(AMD)  61,62 
Alliance  Entertainment 

(AEC)  76 

AlliedSignal  (ALD)  42 
Altera  61 

Amazon.com  (AMZM)  39 
Amencan  Radio  Systems 
(AMF)  80 

Amencan  Securities  72 
Amenca  Online  (AOL)  39,103 
Amentecti  (AIT)  82 
Amoco  (AN)  82 
AMP  (AMP)  42 
AMR  (AMR)  82 
Analog  Devices  (ADD  61 
Anchor  Capital  Advisers  80 
Andersen  (Arthur)  70 
Archer  Daniels  Midland 
(ADM)  20 
ARM  62 

Asset  Korea  Capital 
Management  47 
AT&T(T)  40,82 
Atlantic  Power  Group  8 
Atlantis  Resort  &  Casino  78 
Australian  Star  Netwo*  66 
AwilcoASA  8 

B 


BancAmenca  Robertson 
Stephens (BAC)  61 
Barnes  &  Noble  (BKS)  39 
BelAir  Capital  30 
Bell  Atlantic  (BEL)  40,  51 
BellSouth  (BLS)  40 
Bemstein  (Sanford  C)  76 
Boeing  (BA)  84 
Borders  (BGP)  39 
Boston  Consulting  49 
Boston  Ventures  76 
Bradford  (J.C.)  42 
Breedlove  &  Associates  105 
Bntish  SkyTV  (NWS)  66 
Budros  &  Ruhlin  34 


Cadence  Design  Systems 
(CDN)  62 

Callaway  Golf  (ELY)  68 
Carison  52 
CBS  (CBS)  80 
CBS  Records  76 
CBT  Systems  42 
Cendant  (CD)  70,72 
Challenger  Gray  & 
Chnstmas  22 
Changdae  Constmction  47 
Charming  Shoppes  (CHRS)  80 
Charoen  Pokphand  51 
Chase  Manhattan  (CMB)  79 
Chrysler  (C)  20,36,72,82 
CIGNA  (CI)  45 
Citicorp  (CCD  72,79 
Cleveland  Browns  6 
Cleveland  Indians  8 
CNN  (TWX)  64 
Coca-Cola  (KO)  34, 82 
Commonwealth  Edison  (UCM)  8 


Compaq  Computer  (CPQ)  42, 
82 

CompUSA  (CPU)  102 
C2B  Technologies  39 

D 


Daimler  Benz  (DAD  72 
Dataquest  62 
Datek  Online  30 
DeBartolo  41 

Delicious  Vinyl  Records  76 
Delphi  Automotive  Systems 
(GM)  38 

Digital  Equipment  (DEC)  62, 82 
Digital  Think  42 
DKNYKids  6 

Dresdner  Kleinwort  Benson  51 
DuPont(DD)  30,42 


Edwards  (A  G.)  102 
Ehrenkrantz  King  Nussbaum  30 
Ericsson  (LM  )  (ERICY)  62 
Ernst  &  Young  70 
Espntde  Corps  6 
Essentia  Software  105 
Excel  70 
Excite  (XCm  39 
Exxon  (XON)  82 


Faneuil  ISG  40 
Fannie  Mae  (FNM)  79 
Federal  Home  Loan  (FRE)  79 
Federated  Investors  72 
First  Call  30,84 
First  Technology  102 
Ford(F)  38,47,82 
Fox  Sports  Network  (NWS)  66 
Fujitsu  61 
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Gage  Marketing  52 
General  Electnc  (GE)  64, 82 
General  Motors  (GM)  8, 36, 38, 

47,52,109 
Gillette  (G)  34 
GK  Intelligent  Systems  42 
Glenayre  Technologies 

(GEMS)  80 
Goldman  Sachs  30 
GTE  (GTE)  40 
GTM  Associates  105 
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Hangul  &  Computer  47 
Hasbro  (HAS)  102 
Hewlett-Packard  (HWP)  62 
High  Frequency  Economics  36 
Hino  Motors  49 
H.O  LA.  76 

Home/Wort(  Solutions  105 
Honeywell  (HON)  52 
Hy-Gene  8 
Hyundai  47 
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IBM  (IBM)  20,61 
IC  Insights  81 
IDG  Books  Woriwide  16 
IMAX(IMAXF)  76 
IMG  68 

Infinity  Broadcasting  80 
Integrated  Circuit 
Engineenng  61 


Integrated  Device  Technology 
(IDTI)  80 

Intel  (INTO  20,61,62,84 
International  Data  61,62 
Internahonal  Trade  & 
Investments  78 
ISI  Group  30 
Itochu  49 
ITT  Automotive  38 


Jardine  Fleming  Secunties  51 
JB  Music  Publishing  76 
Jones  (Edward)  30 
Junglee  39 

K 


Kia  Motors  47 
Kidder  Peabody  78 
Knowledge  Universe  42 
Kokusai  Denshin  Denwa  49 

L 


La-Z-Boy (LZB)  42 
Lehman  Brothers  (LEH)  42 
Liberty  Financial  102 
Lotus  Development  (IBM)  20 

M 


Macroeconomic  Advisers  36 
MasterCard  4 
Maxtli  68 

MCA  Music  Entertainment 
(VO)  76 

McFarland  Dewey  72 
McGraw-Hill  (MHP)  16, 109 
MCI  Communications 

(MClC)  40 
Media  Edge  64 
Media  Metnx  64 
Medtronic  (MDT)  52 
Mercer  (William  M.)  22 
Merrill  Lynch  (MER)  36,72  102 
Micron  Technology  (MV)  61 
Microsoft  (MSFT)  16,20,47, 

64,  74,  82 
Mills  41 

MIPS  Technologies  (SGI)  62 
MITRE  45 

Morgan  Stanley  Dean  Witter 
(MWD)  30,  62,  84 
Motorola  (MOT)  62, 82 
MSNBC  64 
Mylex  62 

N 


National  Semiconductor 
(NSM)  61,62 
NBC  (GE)  64 

Netscape  Communications 
(NSCP)  20,74 
New  England  Patriots  41 
News  Corp.  (NWS)  64.  66 
NFL  6, 41 

Nielsen  Media  Research  64 
Nine  West  (NIN)  42 
Nokia  62 

Northern  Trust  Global 
Investments  80 


Oracle  (ORCL)  20 
O'Shaughnessy  Capital  34 

P 


PaineWebber  (PWJ)  30, 52, 78 
Parmalat  42 
PepsiCo  (PEP)  52 
Petroleum  Geo-Services  8 
Pfizer  (PFE)  82 

Pharmacia  &  Upiohn  (PNU)  82 
PlanetAII  39 
PMC-Sierra  (SERA)  61 


Polygram  (VO)  76 
ProBio  4 

Procter  &  GambieTPG)-4 
'ramus  Hotel  (PRH)  42 
dential  Secunties  30 


Radisson  Hotels  52 
RON  (RCNC)  34 
Red  Ant  Entertainment  i 
Reebok  International  (RB 
Regency  Enterpnses  66 
Regional  Financial 

Associates  36,84 
Rockhaven  Asset 

Management  30 
Royal  Dutch/Shell  (RD)  i 


SAIC  4 
Samsung  68 
San  Francisco  49ers  41 
Sanyo  Electnc  61  ' 
Sara  Lee  (SLE)  52  , 
SBC  Communications  (SI 
SCI  Systems  (SCI)  42  [ 
Securities  Data  72 
Security  Capital  Trading 
Shell  Oil  (RD)  82 
Siemens  61 
Soffe(MJ.)  6 
Sonic  Foundry  (SFO)  80 
Sony(SNE)  42,61,76  ; 
Southern  New  England 

Telephone  40 
Standard  spoor's  (MHP! 

38,47,80,82,109 
Starwood  (HOT)  52 
Sun  Microsystems  (SUM ! 


TelecomAsia  51 
Texaco  (TX)  82 
Texas  Instruments  (TXN I 
Thai  Farmers  Bank  51 
Time  Warner  OVW)  76 
Toto  57 

Toyota  ffOYOY)  49 
Travelers  (TRV)  72 
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USA  Networtis  (USAI) 
USWest(USW)  40 


Venbanc  36 
Viacom  (VIA.B) 
Visa  4 
Visteon  38 
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Wackenhut  (WAK)  34 
Wal-Mart  Stores  (WMTi 
Walt  Disney  (DIS)  52  S| 
Warburg  Dillon  Read  I 
Wasserstein  Perella  7i|  ■ 
Westin  Hotels  52  ] 
WorldCom  (WCOM)  4(1 ' 


Xilinx  61 
Y 
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Yankee  Energy  System 
Young  &  Rubicam  64, 
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vestment  Figures  of  the  Week 


Feb.    Aug.  iuly30-Aug5 


1100 
1081.43 


:liange 


1-week  change 
-3.9% 


NTARY 

markets  went  through 
/stn  of  fear  on  Aug.  4, 
icing  their  worst  de- 
f  the  year.  The  Dow 
industrial  average 
299  points  to  8487— 
dechne.  The  Standard 
500-stock  index  also 
ished,  falling  3.6%  'n 
ading  volume.  Small- 
;ks  were  not  as  badly 
nd  yields  rose  as  in- 
snapped  up  Treasury 
The  jitters  continued 
5.  In  a  seesaw  day, 
fell  125  points  late  in 
but  recovered  by  the 
ading. 


U.S.  MARKETS 

Latest 

%  change 
Week  Year 

Dow  Jones  Industrials 

8546.8 

-4.1 

3.5 

NASDAQ  Combined  Composite 

1788.2 

-5.0 

9.7 

S&PMidCap400 

329.2 

-4.9 

3.2 

S&P  SmallCap  600 

168.0 

-6.2 

-4.0 

ootr  oupci  uuiii|JUoiic  1  juu 

228  4 

-4.1 

11.0 

Latest 

%  change 
Week  Year 

RInnmhpro  Infnrnintinn  Aop 

DlUUIIIUCIg  III  1  Ul  Ilia IIUII  ngC 

351 .2 

-3.0 

13.5 

ootr  III loiiuidio 

129.7 

-4.8 

17.4 

S&P  utilities 

230.3 

-2.5 

14.6 

PSE  Technology 

334.9 

-2.4 

-0.8 

Latest 

%  change 
Week  Year 

London  (FT-SE  100) 

5632.5 

-3.6 

12.1 

Frankfurt  (DAX) 

5632.5 

-3.8 

29.9 

Tokyo  (NIKKEI  225) 

15,992.2 

-1.0 

-18.8 

Hong  Kong  (Hang  Seng) 

7466.4 

-4.4 

-54.9 

Toronto (TSE  300) 

6731.0 

-3.8 

-2.9 

IVIexico  CItv  (IPC) 

4055.3 

-6.6 

-22.2 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

COD             niiiirlanrl  ViaIH 

o&r  Duu  uivioeno  Tieiu 

1 .46  % 

1.38% 

1.57% 

o&r  DUU  r/t  Kaiio  (Lasi  ii  mos., 

26.6 

27.6 

23.9 

o&r  DUU  r/t  nailO  (NcXi  M  mOS. 

*  20-5 

22.0 

19.1 

rllal  udll  Ldrningd  ncVidlUll 

— i.D*T  /o 

-2.30% 

-1.20% 

TECHNICAL  INDICATORS 

Latest 

Week 
ago 

Reading 

S&P  500  200-day  average 

1046.1 

1042.4 

Positive 

Stocks  above  200-day  average 

28.0% 

37.0% 

Positive 

Options:  Put/call  ratio 

0.55 

0.54 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

1.46 

1.47 

Positive 

BEST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Data:  Bloomberg  Financial  Markets;  'First  Call  Corp. 


Pollution  Control 
Semiconductors 
Computer  Systems 
Tobacco 

Photography/Imaging 


9.4  Specialty  Appar.  Retailers  70.2 

8.9  Broadcasting  69.9 

7.7  Automobiles  56.5 
7.0  Long-Dist.  Telecomm.  52.1 

6.8  Communications  Equip.  47.0 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Oil  &  Gas  Drilling  -28.0  Oil  &  Gas  Drilling  -55.9 

Oil-Well  Equip.  &  Svcs.  -23.2  Metals  -49.6 

Engineering  &  Constr.  -21.2  Engineering  &  Constr.  -43.7 

Oil  Exploration  &  Prod.  -19.8  Gold  Mining  -36.6 

HMOs  -18.5  Instrumentation  -32.6 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

America  Online 

111 

-2V4 

Citicorp 

154 

-3 '^16 

Pfizer 

104^/4 

^3/4 

MCI  Communications 

59 

-1  V2 

Yahoo 

85  Vs 

-14  V2 

Merrill  Lynch 

90  ^'s 

-10^/8 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Cisco  Systems 

93  Vs 

Vs 

Dell  Computer 

105 '3/1 6 

14V16 

Compaq  Computer 

32Vi6 

3^16 

Applied  Materials 

32 '/2 

2Vs 

Ciena 

J2^16 

I'/ie 

Johnson  &  Johnson 

73  V2 

1  Vs 

ST  RATES 


JRY  BOND  INDEX 

b.    Aug.  iuly30-Aug5 


;1685 

:  1657,62 
•1635 
■  1610 


1-week  change 
+  1.3% 


•  1585 


'  'oerg  Financial  Markets 


i  Diversified       All  Equity 
52-week  total  return 


igstar,  Inc. 


KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


MONEY  MARKET  FUNDS 

5.11 

5.10 

5.17 

90-DAY  TREASURY  BILLS 

5.07 

5.07 

5.28 

6-MONTH  BANK  CDS 

5.06 

5.06 

5.17 

1-YEAR  TREASURY  BILLS 

5.28 

5.37 

5.50 

10-YEAR  TREASURY  NOTES 

5.44 

5.52 

6.21 

30-YEAR  TREASURY  BONDS 

5.66 

5.77 

6.48 

LONG-TERM  AA  INDUSTRIALS 

6.34 

6.37 

6.93 

LONG-TERM  BBB  INDUSTRIALS 

6.83 

6.86 

7.29 

LONG-TERM  AA  TELEPHONES 

6.65 

6.75 

7.19 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 
assuming  a  31%  federal  tax  rate. 


lO-yr.  bond 
Latest  Last 
week  week 


30-yr.  bond 
Latest  Last 
week  week 


GENERAL  OBLIGATIONS 

4.41% 

4.43% 

4.95% 

4.98% 

PERCENT  OF  TREASURIES 

81.15 

80.29 

87.38 

86.41 

TAXABLE  EQUIVALENT 

6.39 

6.42 

7.17 

7.22 

INSURED  REVENUE  BONDS 

4.57 

4.59 

5.18 

5.19 

PERCENT  OF  TREASURIES 

84.10 

83.19 

91.44 

90.05 

TAXABLE  EQUIVALENT 

6.62 

6.65 

7.51 

7.52 

EQUITY  FUNDS 


EQUITY  FUND  CATEGORIES 


Leaders 

Laggards 

Leaders 

Laggards 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

ProFunds  UltraBear  Investor 

17.2 

Fidelity  Sel.  Energy  Serv. 

-25.4 

Europe 

-2.0 

Natural  Resources 

-13.6 

Potomac  U.S./Short 

8.9 

Rydex  Energy  Svcs.  Inv. 

-23.7 

International  Hybrid 

-2.1 

Small-cap  Growth 

-12.2 

Matthews  Korea  A 

8.5 

Crabbe  Huson  Special 

-22.2 

lapan 

-2.4 

Small-cap  Blend 

-12.0 

Rydex  Ursa 

8.4 

Guinness  Mainland  China 

-21.3 

Foreign 

-3.2 

Real  Estate 

-11.4 

Comstock  Part.  Cap.  Val.  R 

6.6 

State  St.  Res.  Glob.  Res.  B 

-21.2 

Diversified  Pacific/Asia 

-3.6 

Small-cap  Value 

-10.7 

Leaders 

Laggards 

Leaders 

Laggards 

52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

Weitz  Hickory 

51.5 

Lex.  Crosby  Sm.  Cap  Asia 

-70.0 

Europe 

28.0 

Pacific/Asia  ex-Japan 

-56.5 

Scudder  Greater  Europe  6r. 

49.9 

Lexington  Troika  Russia 

-68.6 

Communications 

23.6 

Diversified  Pacific/Asia 

-42.7 

Transamerica  Pretn.  Sm.  Co. 

48.8 

Montgomery  Emerg.  Asia  R 

-68.4 

Utilities 

19.0 

Precious  Metals 

-38.6 

Invesco  European 

48.7 

Guinness  FIgt.  Asia  Sm.  Cap  -68.1 

Financial 

17.9 

Diversified  Emerging  Mkts. 

-35.1 

Icon  South  Europe  Region 

48.2 

Matthews  Pacific  Tiger  1 

-64.5 

Large-cap  Growth 

13.9 

Latin  America 

-28.5 

3f  market  close  Wednesday,  Aug.  5,  1998,  unless  ottierwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  Aug.  4.  For  a  more  detailed  explanation,  write 
3&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  mon-     to  us  or  E-mail  figures@businessweek.com,  NA=Not  available  "'Vanguard  Index  500  Fund 
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WALL  STREET  AND  THE  ECONOMY 


f  I  "^he  stock  market  swoon  is  a  wake-up  call.  Baby  boomers 
X  who  couldn't  find  the  discipline  to  save  for  their  retire- 
ment most  of  their  lives  have  recently  been  counting  on  a  ris- 
ing tide  of  equities  to  save  them  in  the  home  stretch.  Indeed, 
recent  government  figures  show  that  the  U.  S.  savings  rate, 
already  low  by  international  standards,  fell  two  percentage 
points  over  the  past  year,  to  only  0.6%.  While  this  minuscule 
number  is  partly  due  to  a  statistical  revision,  the  trend  in  the 
savings  rate  is  clearly  down — and  sharply.  The  good  news  is 
that  an  extraordinary  stock  market  perfor-mance  has  created 
enormous  wealth  and  improved  the  household  balance  sheets 
of  millions  of  famihes.  Boomers,  keeping  to  form,  have  been 
using  that  wealth  to  spend  more  than  their  income.  That 
has  kept  the  economy  rolling  along  nicely  (page  30). 

The  bad  news  is  that  the  decision  to  spend  and  not  save 
may  have  made  U.  S.  growth  dangerously  dependent  on  high 
equity  prices.  Over  the  past  six  years,  the  wealth  effect  has 
added  significantly  to  consumer  spending.  Today,  with  Asia  in 
deep  recession,  exports  plummeting,  and  manufacturing  stag- 
nant, only  consumer  spending  is  propping  up  the  economy. 
Should  the  recent  drop  in  stock  prices  prove  to  be  a  more  se- 
rious correction,  that  prop  could  be  kicked  out. 

A  look  at  the  numbers  shows  that  swings  in  equity 
are  increasingly  influencing  retail  sales.  Options,  401(k) 
and  mutual  funds  have  made  most  of  the  middle  class 
but  edgy,  participants  in  the  market.  During  the  pa> 
years  of  the  long  bull  market,  a  surge  in  the  Stand 
Poor's  500-stock  index  has  lifted  retail  sales.  Whenev 
s&p  500  has  dropped,  however,  retail  sales  have  slow 
that  kind  of  lockstep  continues,  a  sharp  correction,  let  a 
bear  market,  could  slow  consumer  spending — and  ecc 
growth — considerably. 

The  worry  is  that  the  U.  S.  may  be  getting  itself  in 
same  kind  of  bind  that  crippled  Japan  when  the  Nikke 
average  peaked  and  that  country's  economic  bubble  b 
decade  ago.  By  depending  on  asset  wealth  to  financ( 
spending,  households  in  the  U.  S.  may  be  getting  hool 
the  good  life.  In  the  short  run,  this  overzealous  consuri 
is  helping  to  overcome  the  negative  impact  of  the  As 
cession  on  the  U.  S.  economy.  But  savings  should  serv( 
term  goals,  although  there  may  be  a  short-term  cost, 
long  haul,  gr-owth  is  better  ser-ved  when  spending  and  ; 
are  in  synchr'ony  and  when  new-found  wealth  is  sockec 
for  the  future. 

AUSTERITY  ISN'T  WORKING  IN  ASIA 

A  sia's  nascent  middle  class,  the  pride  of  that  region  just  a 
xm.year  ago,  is  being  destroyed.  One  of  the  world's  largest 
and  history's  newest  middle  class,  it  is  being  squeezed  back 
down  into  poverty  by  the  worst  recession  in  decades.  The 
consequences  are  staggering.  Nothing  less  than  the  spread  of 
democratic  capitalism  and  global  economic  growth  is  being 
threatened.  A  major  effort  to  refinance  and  reflate  the  Pacific 
Rim  is  needed  now.  The  policies  of  austerity  and  monetary  re- 
straint, proposed  and  enforced  by  the  International  Monetary 
Fund  and  the  U.  S.  Treasury,  have  failed  to  restore  investor 
confidence  or  economic  stability. 

The  buying  power  of  Asia's  middle  class  has  been  a  prime 
engine  of  growth  for  the  global  economy  throughout  the  1990s, 
absorbing  enormous  amounts  of  food,  energy,  manufactured 
goods,  and  services.  The  impact  of  its  impoverishment  can  be 
seen  everywhere,  from  lower  U.  S.  corporate  earnings  to  plum- 
meting oil  and  grain  prices  in  Russia  and  Argentina. 

No  one  disputes  that  Asians  themselves  are  responsible  for 
much  of  their  difficulties  and  must  take  painful  steps  to 
change.  Korea's  diaebol,  which  triggered  that  country's  crisis 
through  an  orgy  of  borrowing,  continue  to  fight  off  attempts 
to  downsize  and  restructure.  But  the  IMF,  by  insisting  on  sky- 
high  interest  rates  in  exchange  for  arranging  $57  billion  in 
loans,  is  squeezing  the  life  out  of  the  economy.  Unemployment 
has  doubled  to  7%  in  one  year  and  may  hit  10%  before  the 
economy  bottoms  out.  The  middle  class  is  getting  eviscerated. 

In  Japan,  the  unemployed  are  less  vocal- — thougl 
numerous.  Japan's  official  rmemployment  rate  hit  a 
4.3%  in  June,  but  10%  may  be  closer  to  the  truth.  Offic 
tistics  obsciu*e  hidden  joblessness,  while  sharp  cuts  in  j 
dermine  many  of  those  who  r-emain  employed.  Bar 
not  lending,  consumers  are  not  spending,  prices  are 
profits  are  dropping,  and  the  economy  spirals  downw 

"Recession"  doesn't  describe  what  is  happening  in  1 
U.  S.  or  European  minds,  a  recession  usually  mea 
quarters  of  mildly  negative  gr-owth.  In  Asia,  the 
economy  has  contracted  5%  in  the  past  12  months.  Thj 
down  10%,  Indonesia  20%,  and  Japan  has  seen  thr-ee  c 
of  negative  gr-owth,  the  last  off  5%  on  an  annual  basi 
shows  signs  of  bottoming  out  yet  (page  46). 

The  solution  to  this  economic  crisis  is  Hquidity.  It 
clear  that  a  financial  crisis  that  had  its  origins  in  e: 
private  borrowing  should  never  have  been  treated  \ 
cessive  public-sector  austerity.  The  IMF  and  the  U.  S.  1 
must  shift  cour-se  and  work  to  lower  interest  rates  an 
more  money  into  economic  growth.  Japan,  for  its  pai 
reform  its  banks  to  get  money  fiowing  to  needy  bus 
Without  Japanese  growth,  Asia  is  doomed  to  years  (f" 
nation.  History  abounds  with  examples  of  promising  cirt 
that  have  stalled  out  in  their  development.  It  is  in  thees 
terest  of  all  the  participants  in  the  global  econoi' 
Asia's  middle  class  be  rescued. 
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Editor's  Memo 


THE  21st  CENTURY:  A  SNEAK  PREVIB 


Three  summers  ago,  business 
WEEK  introduced  its  I'eaders  to 
the  idea  that  the  U.  S.  economy 
was  undergoing  a  metamorphosis. 
The  economy  would  no  longer  be 
plagued  by  anemic  growth,  low  pro- 
ductivity, and  recurrent  inflation, 
went  the  theory.  Rather, 
the  forces  of  technological 
advance  and  global  com- 
petition were  creating  an 
economy  in  which  fast 
gi'owth  and  low  inflation 
could  live  side  by  side. 
Best  of  all,  most  Ameri- 
cans' standard  of  living 
would  rise. 

The  New  Economy,  as 
we  called  it,  came  under 
shaip  iii-e,  mostly  from 
some  traditional  econo- 
mists. But  Federal  Reserve  Chairman 
Alan  Greenspan  seemed  to  share  oui* 
view,  and  he  wisely  has  held  the  line 
on  interest  rates,  even  though  growth 
has  continued  strong  and  laboi-  mai-- 
kets  have  tightened. 

The  data,  though  incomplete,  are 
starting  to  support  the  concept  of  the 
New  Economy.  Over  the  past  three 
years,  growth  has  been  well  above 
the  trend  of  the  previous  two 
decades,  while  inflation,  instead  of  ac- 
celerating as  traditionalists  warned, 
has  been  falling.  Perhaps  most  impor- 
tant, wages,  which  had  been  lagging, 
wei'e  suddenly  catching  up.  We  were 
especially  heartened  when  the  July 
revisions  to  the  data  showed  that 
economic  growth  over  the  past  thi-ee 
years  was  on  average  3.3%  a  year — 
0.4  percentage  points  higher  than 
originally  reported. 

It  should  come  as  no  suiprise, 
therefor-e,  that  we  have  chosen  to  de- 
vote our  summer  double  issue  to  a 
broad-based  analysis  of  what  the  21st 
Century  Economy  will  look  like.  Will 


MIKE  MANDEL 


gi'ovrth  remain  robust?  Will  the  ai 
dai"d  of  living  rise?  What  break-  ■ 
throughs  in  technology  are  we  li  i 
to  see — not  only  in  infonnation  i  ■ 
nology  but  also  in  biotech  and  li  ■■. 
How  will  new  technology  traii.-t( 
om-  manufacturing  sector?  What 
will  the  executive  iiet 
order  to  effectively  n 
age?  Wliere  are  the  i  ■ 
technology  hot  spots 
around  the  globe?  An 
much,  much  more. 

Economics  Editor 
Michael  J.  Mandel,  w: 
spearheaded  our  New 
Economy  coverage,  d' 
/  "      ed  the  project.  Mike 
the  coveted  Gerald  L  - 
Awai"d  this  year  fo)'  1 
cover  stories  "The  N< 
Business  Cycle"  and  "How  Lnnj: 
This  Last?"  Mike,  who  holds  a  1 
from  Harvard  University,  joiiu'd 
NESS  WEEK  in  1989  from  the  Sle 
School  of  Business  at  New  Yi  n-k 
versity,  where  he  was  assistant 
fessor  of  economics.  Working  t  ki 
with  Mike  were  Chief  Economis 
William  Wolman  and  Associate  L 
Keith  Hammonds,  who  helped  a 
nate  the  efforts  of  more  than  :!(); 
pollers  and  editors  to  produce  t; 
60-page  report. 

Senior  Art  Du-ector  Francesc; 
Messina  created  the  glorious  des- 
for  the  Special  Issue.  Associate  1 
tm-e  Editor  Andi'ew  Popper  v\  as' 
sponsible  for  the  striking  photdgp 
Tliis  is  not  yom*  usual  summe: 
But  if  you  want  to  find  out  what 
21st  Century  Economy  has  in  st.' 
for  you,  it's  must  reading. 

Editor-in- 
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iders  Report 


SUCCESS  STORY? 
IRGIA 


esult  of  its  International  Mon- 
nd-supported  economic  reform 
the  country  of  Georgia  is  a 
,s  Gary  S.  Becker  states  in  "A 
ket  winner  vs.  a  Soviet-style 
Iconomic  Viewpoint,  Aug.  3). 
sss,  Georgia  still  needs  to  raise 
enues.  Tax  receipts  amount  to 
10%  of  gross  domestic  product, 
ers  only  two-thirds  of  spend- 
vonder  the  IMF  is  pressing  the 
ent  to  increase  its  revenues, 
as  Becker  implies,  by  raising 
;.  Rather,  we  recommend  re- 
ixemptions  to  widen  the  tax 
improving  compliance. 
MF-supported  programs,  Geor- 
radually  raised  revenues  fi'om 
zero  five  years  ago  to  10%  of 
y.  That  is  one  of  the  keys  to 
remarkable  stabilization  fi'om 
ition  in  1994  to  less  than  10%- 
m  inflation  now.  Other  re- 
ncluding  privatization,  im- 
nt  of  corporate  governance, 
.  sound  financial  system,  and  an 
ent  and  well-functioning  sys- 
creating  the  basis  for  gi'eater 
nt,  sustainable  growth,  and  a 
in  the  size  of  the  undergi-ound 
Gary  Becker  is  surprisingly 
lark  in  his  analysis  of  Geor- 
:omy  and  the  IMF's  role  in  this 
e  success  stoiy. 

John  OdHng-Smee 
Director,  European  II  Dept. 
International  Monetary  Fund 
Washington 


)TFAIR 

JTIVE  DIVORCE 


any,  the  most  painful  and  un- 
)f  divorce  is  deciding  about  cliil- 
custody  ("Divorce,  executive 

ITIONS&  CLARIFICATIONS 

ication  in  "Can  record  labels  get 
'  rhythm?"  (Entertainment,  July  27) 
King  CDs  were  selling  poorly  was 


ised  in  "Sanctions  against  Cuba: 
fining  of  the  end?"  (Washington 
tug.  3),  representatives  of  40  corn- 
id  visit  Cuba,  but  only  11  were 
companies.  Also,  the  Commerce 
vorable  attitude  toward  exporting 
testing  in  Cuban  labs  applies  to 
approved  for  use  in  the  U.  S.,  not 
rimental  drugs. 


style,"  Cover  Story,  Aug.  3).  The  historic 
bias  is  unequivocal:  Women  receive  sole 
or  majority  custody  in  almost  all  cases. 

Property  division  is  typically  done  in- 
dependently of  custody  issues.  In  most 
cases,  a  husband  and  wife  split  their 
assets  50-50  and  then  divide  the  care- 
taking  and  raising  of  children  on  an  80- 
20  basis,  often  with  lai'ge  monthly  cliild- 
support  payments  (that  are  untaxed  to 


the  recipient)  to  the  mother  Does  this 
seem  fair  to  the  father  or  the  children 
involved? 

While  1990s  America  is  comfortable 
with  an  even  split  in  property,  it  ap- 
pears to  be  resisting  a  natural,  equi- 
table time-share  for  children  with  their 
parents.  This  seems  to  have  been  lost 
on  Alice  Hector,  who,  as  noted  in  youi* 
stoiy,  was  "outraged"  that  her  husband 
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You  know  our  portables, 
now  meet  the  rest  of  the  family. 


You  may  know  that  Toshiba  is  the  first  name  in  portable  computers.  But  what  you 
may  not  know  is  that  now  you'll  find  our  name  on  servers,  desktops,  and  the 
rest  of  the  hardware  you  need  for  enterprise  solutions.  All  our  products  share  the 
same  heritage  of  reliability  and  performance.  And  when  you  build  your  whole 
system  within  the  Toshiba  family,  you'll  realize  greater  flexibility  and  lower 
total  cost  of  ownership.  What's  in  a  name?  Everything  if  the  name  is  Toshiba. 


In  Touch  with  Tomorrow 

TOSHIBA 

For  more  information,  call  1-800-TOSHIBA  or  look  us  up  on  the  Web  at  vvww.toshiba.com. 


Readers  Report 


was  awarded  custody  after  being  a  stay- 
at-home  dad.  If  the  $300,000-per-year 
lawyer-parent  were  the  father  and  not 
the  mother,  this  would  be  hardly  woith 
mentioning.  The  mother  would  get  half 
the  assets,  custody,  monthly  child  sup- 
port, and  alimony — and  nobody  would 
think  twice. 

Until  men  and  women  -i— 
can  see  that  there  are  is- 
sues on  both  sides  that 
merit  collective  evaluation, 
there  will  remtiin  lai-ge  gaps 
in  perceived  bias  by  the 
two  sexes,  as  clearly  docu- 
mented in  yoiu-  polling  data. 

Mark  Kelley 
Del  Mar,  Calif. 

Although  the  social  stig- 
ma of  divorce  has  lessened, 
there  is,  as  you  show,  a  new  disincentive 
to  corporate  divorce — namely,  the  siz- 
able cost  a  divorcing  executive's  compa- 
ny absorbs  in  resources,  time  lost,  and 
opportunities  missed— not  to  mention 
the  bad  publicity. 

Coiporate  boards,  with  more  at  stake 
than  the  personal  life  of  one  executive, 
may  increasingly  distance  themselves 
fr-om  embattled  and  distracted  workers. 


Lacking  corporate  support,  executives 
contemplating  divorce  may  think  twice 
and  try  a  little  harder  to  make  their 
marriages  work. 

Michael  W.  Kalcheim 
Chicago 

The  divorce  settlements  sought  by 


BusinessWeek 


BAD  BUSINESS 

"Corporate  boards,  with 
more  at  stake  than  the 
personal  hfe  of  one 
executive,  may  increas- 
ingly distance  them- 
selves from  embattled 
and  distracted  workers" 


housewife  spouses  of  corporate  execu- 
tives ai'e  startling  and  insulting — espe- 
cially to  other  wives  who  have  balanced 
day-to-day  family  responsibilities  with 
dual-career  challenges,  too.  These  ex- 
ecutive housewives  enjoy  fine  lifestyles 
supported  by  their  high-achieving  hus- 
bands—lifestyles that  often  include 
household  help,  caterers,  nannies,  club 
memberships,  a  social  whirl  plus.  More, 


they  enjoy  gi-eat  opportunities  aij 
to  pursue  independent  interest 
endeavors,  intellectual  and  pe 
gi'owth  within  marriage. 

How  unfortunate  that  these 
fives  chose  dependent  and  self-ab 
women  over  independent  and  inte 
women  of  substance. 

Old  Greenvdch, 

HOW  TO  KEEP  MUTUAL-FUND 
MANAGERS  HONEST 


Gary  Weiss's  "The  SEC  shouk 
fund  managers  honest"  (Finance 
3)  is  right  on  the  mark  in  all  1 
push  to  restrict  fund  managers 
sonal  trading  severely — so  tha 
may  invest  only  in  shares  of  r 
fimds. 

P"'ull  disclosure  of  the  manager; 
sonal  holdings  in  the  fund  prospeM 
long  overdue— together  with  a  c 
ethics.  But  punishing  the  ethical 
agers  because  of  the  actions  of 
bad  apples  will  discourage  fund 
agers  in  general,  and  will  thereb;' 
the  fimd  holder's.  Fuilhermore,  tf  ' 
apples  will  always  be  able  to  i 
their  trading  activity  through  v;i 


Nothing  validates  a  consistent  principle  more 


making  Mi'.  Weiss's  suggested 
evant. 

al  answer  to  the  situation  is 
make  the  codes  of  ethics  uni- 
ss  the  industry  and  to  enforce 
rously  tJtfough  the  use  of  state- 
technology.  Rigorous  self-en- 
is  already  in  place  at  many  of 
g-edge  fiiTns,  which  have  suc- 
utomated  theii*  pereonal  trading 
e,  making  it  necessary  for  all 
!  to  "pre-clear"  theii*  trades  to 
potential  conflicts  of  interest, 
irms  have  invested  heavily  in 
to  protect  the  interest  of  in- 
legulatory  agencies  have  also 
fi  technology,  including  aitificial 
•e-driven  software,  to  root  out 
ivity  of  a  more  surreptitious 
;alancing  the  interest  of  the 
1  professionals  in  the  fimd  in- 
perfectly  practical  right  now. 

Mitchel  Ki'askin 
President 
Compliance  Tools  Inc. 

New  York 

,GK  FACTOR'  IS 

LY  RIGHT-WING  

s  no  "Black  factor,"  as  Cana- 
a  mogul  Com-ad  M.  Black  said 
JSS  WEEK  ("The  Murdoch  of 
1,"  People,  Aug.  3).  Unfortu- 


nately, Black's  assurances  don't  hold  up 
to  scrutiny.  Even  a  cursory  examina- 
tion of  the  Chicago  Sun-Times,  Black's 
flagship  U.  S.  newspaper  since  his  com- 
pany pui'chased  it  in  Mai'ch,  1994,  tells  a 
different  story. 

Over  the  past  4'A  years.  Black's  Sim- 
Times  has  shiamk  its  news-related  staff, 
increased  the  paper's  ad-to-news  ratio, 
and  shifted  its  editorial  and  opinion 
pages  dramatically  rightward.  That's  no 
small  feat,  considering  that  10  years 
eai'lier,  the  Sun-Times  was  the  property 
of  Rupert  Murdoch's  News  Corp.  The 
evidence  suggests  that  Black's  political 
prejudices  play  a  considerable  role  in 
the  way  his  media  properties  construct 
their  versions  of  the  world. 

David  Peterson 
Evergreen  Park,  111. 

SECONDHAND  SMOKE: 

THE  JUDICIARY  IS  BLIND  

Paul  Raeburn's  "Secondhand  smoke: 
It's  deadly,  period"  (News:  Analysis  & 
Commentary,  Aug.  3)  made  me  realize 
how  wi'ong  and  out  of  touch  with  reali- 
ty our  judicial  system  is.  When  U.  S. 
District  Couit  Judge  William  L.  Osteen 
Sr.  can  decide  with  the  stroke  of  his 
pen  that  all  the  years  and  years  of  re- 
search and  work  performed  by  the  En- 
vironmental Protection  Agency  did  not 


demonstrate  the  dangers  of  secondhand 
smoke,  we  as  concerned  citizens  should 
all  be  outraged. 

William  I.  Dollar 
Santa  Ciaiz,  Calif. 

THE  FIELD  OF  DREAMS' 

OF  THE  '90S:  THE  LABOR  MARKET 

"Killer  hours  are  a  myth"  (Economic 
Trends,  Aug.  3)  purports  to  argue  that 
Americans  are  not  working  more  and 
that  this  is  contrary  to  the  usual  im- 
age of  the  ovei'worked  American. 

Unfortunately,  the  article  misrepi*e- 
sents  my  earlier  work  in  this  area  and 
ignores  the  most  recent  research.  The 
66-hour-per-year  increase  in  annual 
working  time  that  took  place  between 
the  late  1960s  and  1980s  is  anything 
but  trivial.  It  is  equivalent  to  a  week 
and  a  half  of  extra  full-time  work  each 
year  and  reflects  a  sharp  reversal  ft'om 
the  downward  trend  in  annual  hours 
before  1982. 

Moreover,  in  new  research  that  in- 
cludes data  through  1995,  we  find  that 
the  upward  trend  in  hours  continues 
right  tlirough  the  fii'st  half  of  the  1990s. 
Indeed,  the  average  figau'e  for  weekly 
hours  among  prime-age  workers  has 
risen  to  41  hours,  the  highest  in  the 
past  25  years. 

While  tliis  trend  toward  long  working 
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Oil  and  water  seem  to  go  together. 
When  you  find  one,  you  also  find  the 
other.  Which  means  we  end  up  finding 
millions  of  gallons  of  water  every  day. 

While  we  must  admit  we're  a  little  more 
excited  about  the  oil  that  comes  with  it, 
we  couldn't  see  all  that  water  going  to 
waste.  So  we  came  up  with  an  innovative 
way  to  put  it  to  use. 

We  take  the  water  we  don't  need  from 
oil  fields  and  channel  it  to  farms  all  over 
the  California  Central  Valley.  Where 
water  is  as  precious  to  farmers  as  oil  is 
to  us.  And  now,  green  acres  of  farmland 
are  feeding  people  coast  to  coast, 
everything  from  apples  to  oranges, 
watercress,  and  yes,  you  guessed  It, 
watermelons. 

It's  just  another  way  our  relentless 
pursuit  of  energy  keeps  the  world 
running.  Cuess  you  could  say  all  that 
water  made  quite  a  splash.  To  find  out 
more,  visit  us  at  www.texaco.com. 
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time  by  experienced  workers  n^t 
places  gi-eater  stress  on  families  c|* 
be  contributing  to  the  lower  levelf, 
engagement  in  all  ty]Des  of  volun 
ganizations,  it  has  one  powerful 
macroeconomic  effect:  We  now  fi| 
we  can  get  down  to  national  urn 
ment  rates  well  below  5%  withci 
ning  the  risk  of  ninaway  Lnflation,Jf 
because  as  demand  for  woi"kei-s 
part  of  the  demand  is  being  satii 
increased  working  time  by  those  f 
working.  The  sharp  increase  in 
time  among  Americans  helps  to 
the  mysteiy  of  price  stability  in  tl 
gi'owing  economy.  We  have  a 
Dreams"  labor  market  where,  if  yd 
increased  demand,  there  is  increas 
ply  to  meet  it. 
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University  of  Massacij 

 f 

FINDING  US  ONLINE 


The  full  text  of  Business  Week,  the  Businesi| 
Daily  Briefing,  and  seven  years  of  BW  archivt 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  af  Keyword:  BW 
To  sign  jp  for  BW  on  AOL,  call  (800)  641-'! 
and  mention  Business  Week. 


Ma^en  i 

Shopping  for  computer  equipment?  Visit  Mavt 
online  Comptiter  Buying  Guide,  for  continui; 
updated  ratings  and  price  information 
Go  to  Keyword:  Maven  on  America  Onlini 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.co 


HOW  TO  REACH  BUSINESSWEEK 

LETTERS  FOR  READERS  REPORT 

All  letters  must  include  an  address  and  daytime' 

evening  phone  numbers.  We  reserve  the  right  to  t 

letters  lor  clarity  and  space  and  to  use  them  In 

electronic  and  print  editions. 

Mail:  Business  Week,  1221  Avenue  of  the  Americ 

39th  floor.  New  York,  NY  10020 

Fax:  (212)  512-5458 

Internet:  bwreader@businessweek.com 

America  Online:  readersbw 

SUBSCRIBER  SERVICES 

For  individual  subscriptions,  corporate  subscripl; 
renewals,  changes  or  problems,  and  single  copif 
Phone:  (800)  635-1200  or  (609)  426-7500 
Fax:(609)426-7623. 

Internet:  bwcustsv@busmessweek.com  r 

REPRINTS  AND  COPYRIGHT  PERMISSIONS 

For  custom  reprints  (minimum  order  of  1,000)  c 
(609)  426-5494 

For  all  other  permission  or  reprint  inquires, 

Phone:(212)512-4801 

Fax:  (212)  512-4938 

Internet:  www.businessweek, com/reprints/ 


:s 


I  ne 
Hodern  Day 
Renaissance 
Person 


WORLD  WAR 

Are  the  Weapons  and  the  Front  Line  Is  Everywhere 

idams 

:huster  •  366pp  •  $25 


IGITAL 
)AY? 


year  is  2005.  An  Iran-backed 
amic  fundamentalist  sets  off 
Tibs  in  an  oil  field  in  China's 
,sin,  where  Beijing  has  been 
:hnic  Chinese  fi-om  other  areas 
the  region's  Moslem  popula- 
1  retaliates  by  sinking  an  Iran- 
iker  and,  more  ominously,  de- 
blockade  of  the  Strait  of 
I  key  passage  for  oil  to  Asia. 
U.  S.  weighs  its  options,  it  re- 
oesn't  have  the  troop  strength 
between  the  two  sides.  So  it 
cyberweapons — 
TVojan  horses  in- 
irs  earlier  in  com- 
ina  had  imported. 
Beijing's  phones 
ind  water  to  the 
fges  Dam  hydro- 
Dwer  plant  slows 
e.  Then  the  Pres- 
presses  concern 
agricultui'al  crisis 
lam — before  Chi- 
rrs even  knov/  a 
xists.  They  come 
and  that  the  U.  S. 
y  some  mysterious  and  formi- 
'ers.  And,  in  accordance  with 
3S,  the  Chinese  back  away  fi'om 
"ontation  with  Iran, 
ber  silver  bullet  is  the  culmi- 
the  opening  scenario  in  The 
'Id  War:  Computers  Are  the 
and  the  Front  Line  Is  Every- 
irst-rate  and  timely  primer  on 
on  warfare  (iw)  by  United 
emational  ceo  James  Adams. 
Adams  is  a  believer  in  iw,  he 
it's  not  really  a  panacea.  In- 
of  the  book's  strengths  is  that 
ndidly  discusses  not  only  the 
f  iw  but  also  its  technical,  bu- 
,  and  even  moral  pitfalls, 
exactly,  is  infoiTnation  waifai'e? 
iplest,  it's  a  strategy  for  un- 
;  the  enemy's  data  and  infor- 


mation systems,  while  defending  and 
exploiting  one's  own  information  edge.  It 
includes  cutting-edge  gizmos  such  as 
airborne  or  space-based  sensors  that 
can  give  a  soldier  unpi'ecedented  knowl- 
edge of  enemy  battlefield  positions  and 
guide  "smart"  weapons  to  their  desti- 
nation. It  extends  to  stealing  an  ene- 
my's data  and  disiiipting  its  networks 
with  viruses.  And  it  involves  tracing 
hostile  hackers  with  an  "automated  se- 
curity incident  measiu-ement,"  a  scheme 
that  splashes  intruders  with  an  elec- 
tronic identifying  marker — 
without  alerting  them — 
thus  enabling  cybercops  to 
follow  them  on  the  Net. 
Adams,  perhaps  too  ambi- 
tiously, goes  even  further, 
including  discussions  of  old- 
fasliioned  propaganda,  non- 
lethal  weaponry,  and  eco- 
nomic espionage. 

The  goal  is  to  enable  sol- 
diers to  inflict  lethal  dam- 
age even  as  they  stay  far 
fi-om  the  line  of  fii-e.  Mini- 
mizing spilled  blood  is  a 
critical  political  requirement  in  the  CNN 
Age.  But  thei'e  is  a  debate  under  way 
in  military  circles  about  whether  this 
"revolution  m  inilitaiy  affairs"  will  occui\ 
Anyone  who  has  had  a  computer  crash 
would  wony  about  lisking  lives  by  malt- 
ing troops  so  dependent  on  tempera- 
mental ecjuipment.  Skeptics  argue  that 
iw  will  not  fondamentally  alter  the  way 
in  wliich  wai-s  are  fought  but  will  mere- 
ly speed  and  exjjand  the  flow  of  data  to 
generals  and  grunts,  possibly  giving 
both  groups  information  indigestion. 
This  book  can  help  the  public  under- 
stand tliis  heated  debate,  wliich  has  vast 
implications  for  the  future  of  defense 
budgets  and  the  willingness  of  political 
leaders  to  use  force. 

As  much  as  Adams  focuses  on  tech- 
nology, he  does  not  neglect  the  human 
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There's  no  cybersubstitute  for 
•onsistent  political  leadership, 
ice,  which  could  make  the  use 
annecessary  in  the  first  place, 
rgues  that  such  leadership  is 
lacking  in  the  No.  1  technology 
.e  is  caustic  in  his  criticism  of 
Clinton's  flip-flops  in  Haiti  and 
Likewise,  it's  clear  that  ma- 
in't  do  every  bit  of  work  in 
iown  hackers.  Computer-savvy 
ths,  often  aided  by  informants, 
isary  for  law  enforcers  to  nail 
.  And  while  infoiTnation  tech- 
n  provide  oodles  of  data  about 
ential  enemies  ai'e  doing,  age- 
an  intelli-   


y^thef  aie    At  thc  Pentagoii,  a 


tually  is  used,  a  decentralized  approach 
can  be  problematic — or  even  fatal.  As- 
sume that  a  friendly  iw  operation  pene- 
trates an  enemy  information  netwoi'k 
and  uses  it  to  put  out  info  that  advances 
the  friendly  cause.  Friendly  sensors  out- 
side the  iw  unit  pick  up  the  data  and 
assume  it's  really  from  the  enemy. 
That's  not  far-fetched — it's  exactly  what 
happened  when,  because  of  American 
spy  Aldrich  Ames,  the  Soviets  turned 
CIA  agents  and  fed  the  U.  S.  false  infor- 
mation. The  C'lA  suspected  the  informa- 
tion was  bogus,  but  to  preserve  the 
counterintelligence  operation  against 
Ames,  did  not  tell  other  government 
  agencies.  Even 


much  to  rely  on 
information  warfare 


jid,  there's  debate  rages  over  tiow 

the  Penta- 
the  econo- 
)e  increas- 
3liant  on 

•s.  And   

tes  a  vul- 

that  an  adversary  with  infe- 
3ntional  forces  can  exploit.  As 
lotes,  defenders  have  to  be 
iry  time — hackers  only  once, 
tagon  acknowledges  a  large 
)f  intrusions  into  unclassified 
,  and  Adams  repeatedly  blasts 
on  for  doing  too  little  to  pro- 
/^stems. 

ilitary  brass  concede  that  the 
Dept.  lags  behind  the  private 
many  ways.  And  the  Pentagon 
)lerns  getting  up  to  speed.  One 
;hat  large  organizations  move 
.  Another  reason  for  resistance 
V  upsets  the  status  quo  and 
i  to  pink  slips  for  a  lot  of  sol- 
'ou  can  make  a  coimti-y  hoist  a 
:  by  using  the  Internet  to  take 
ilities,  you  don't  need  an  anny 
its  land. 

notes  that  a  few  U.  S.  militaiy 
1  as  the  Ah'  Force  Infonnation 
;er  and  the  Fleet  Infonnation 
Center,  take  the  new  approach 
But  he  bemoans  the  fact  that 
igon  as  a  whole  does  not.  In 
might  be  an  advantage  in  iw's 
1  stage.  Little  shops  such  as 
id  Fiwc  have  the  necessary 
make  progi-ess  far  faster  than 
eaucracy. 

ter  stage  though,  when  iw  ac- 


more  decentralized 
operations  mean 
greater  uncertainty 
for  all  sides,  with 
potentially  destabi- 
lizing effects. 

This  is  one  of  the 
issues  Adams  rais- 
es in  a  fascinating 
discussion  of  the 
morality  of  iw.  He  notes  that  during 
the  last  revolution  in  military  affairs — 
the  development  of  nuclear  bombs — the 
morality  of  the  new  weapons  was  dis- 
cussed from  the  outset.  There  has  been 
no  similar  debate  about  iw,  but  Adams 
raises  several  ethical  issues.  Nukes 
sei-ved  as  a  deteirent  that  kept  the  cold 
war  from  turning  hot.  In  creating  sta- 
bility and  therefore  peace,  atomic 
weapons  could  be  seen  to  have  right  on 
their  side.  IW,  in  conti'ast,  may  create  in- 
stability and  thus  raise  the  risk  of  con- 
flict. So,  it  could  be  argued  that  there's 
less  of  an  ethical  justification  for  iw. 
Similarly,  one  pui-pose  of  iw  is  to  mini- 
mize not  only  troop  casualties  but  also 
civilian  injiuies.  Yet  if  you  shut  down  an 
electricity  giid,  incubators  in  hospitals 
could  be  turned  off,  kiUing  babies  just  as 
surely  as  if  they  had  been  shelled. 

Adams  doesn't  tiy  to  resolve  these  is- 
sues. Nevertheless,  it's  inevitable  that 
the  military  of  the  future  will  be  de- 
pendent on  IW  to  a  greater  or  lesser 
degTee.  A  whole  new  legal,  diplomatic, 
and  strategic  framework  is  needed  to 
deal  with  it.  In  this  readable,  anecdote- 
filled  volume,  Adams  makes  that  case 
cogently. 

BY  STAN  CROCK 
Crock  covers  national  security  in 
BUSINESS  week's  Washington  bureau. 
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BY  JEFFREY  E.  GARTEN 


THE  FED  SHOULD  LOOK  FARTHER 
THAN  ITS  OWN  BACKYARD 


NEW  WORLD: 

Fed  policies 
now  have 
global  effects. 
And  harm  they 
may  cause  in 
other  nations 
can  eventually 
take  its  toll  on 
the  economy 
at  home 


Jeffrey  E.  Garten  is  dean  of  the  Yale 
School  of  Management,  A  former 
investment  banker,  he  was  Under 
Secretary  of  Commerce  tor  Interna- 
tional Trade  in  the  first  Clinton  Admin- 
istration (jeffrey.garten@yale.edu). 


In  a  rapidly  globalizing  marketplace,  you 
might  think  that  the  interests  of  the  U.  S. 
and  the  rest  of  the  world  would  generally 
be  the  same.  But  when  it  comes  to  Wash- 
ington's most  critical  financial  decisions,  the 
setting  of  interest  rates  by  the  Federal  Re- 
serve, America's  actions  may  harm  other  na- 
tions— eventually  to  its  own  detiiment.  How 
can  this  be? 

While  the  Federal  Reserve  has  evolved 
into  the  role  of  the  world's  central  banker, 
its  legal  mandate  and  its  mind-set  remain 
shaiply  focused  on  price  stabihty  and  full  em- 
ployment in  the  U.  S.  This  makes  taking  a 
truly  global  view  extremely  difficult.  Fed 
Chairman  Alan  Greenspan  said  as  much  in 
late  July,  when  he  told  CongTess  that  despite 
the  Fed's  potential  for  clobbering  foreign  mai- 
kets,  "our  objectives  relate  to  domestic  eco- 
nomic peribrmance."  The  minutes  of  the  May 
meeting  of  the  Federal  Open  Market  Com- 
mittee (FOMC),  the  Fed's  rate-setting  gi'oup, 
also  reveal  strong  convictions  among  members 
that  the  Fed  should  not  take  into  account 
the  foreign  impact  of  U.  S.  actions. 

Established  in  1913,  the  Fed  is  a  classic  ex- 
ample of  an  institution  created  for  a  world 
that  no  longer  exists.  Back  then,  Washing- 
ton was  preoccupied  with  controlling  a  chaot- 
ic banking  system,  and  global  prosperity  rest- 
ed on  England  and  the  gold  standard. 
LONE  RANGER.  Today,  Fed  decisions  have  far 
more  influence  on  foreign  countries'  interest 
rates,  currencies,  stock  markets,  commodity 
prices,  real  estate  values,  and  gi'oss  domestic 
product.  Because  economics  are  driving  poli- 
tics in  emei'ging  markets,  the  Fed  can  create 
either  political  tensions  or  new  opportunities 
for  young  democracies  struggling  to  build 
genuine  free-market  societies.  In  recent 
decades,  the  central  bank  received  helj)  fi'om 
its  more  prominent  overseas  counterparts 
when  together  they  would  try  to  synchro- 
nize monetaiy  policy.  But  with  the  Bank  of 
Japan  focused  on  the  crisis  in  Tokyo  and  Ger- 
many's Bundesbank  preoccupied  with  the 
eiu'o,  the  Fed  now  stands  alone  as  the  world's 
de  facto  central  bank. 

When  the  FOMC  meets  on  Aug.  18,  it  is 
likely  to  keep  rates  steady,  thanks  to  a  slow- 
ing economy  and  a  shaky  stock  market.  But 
look  for  agonizing  trade-offs  as  early  as  next 
month.  If  strong  U.  S.  growth  resumes,  la- 
bor markets  tighten,  and  the  equity  markets 
are  reasonably  steady,  the  Fed  could  be 


forced  to  raise  rates.  This  would  driv( 
the  yen,  provoke  another  round  of  d( 
tions  throughout  Asia,  deepen  the  reci 
from  Seoul  to  Jakarta,  and  weaken 
and  Brazil. 

A  different  scenario  would  aiise  if  th 
economy  continues  to  lose  steam  but 
inflation  rises.  Then  the  Fed  might 
not  to  lower  rates.  That  would  endors( 
er  U.  S.  economic  gi'owth,  which  mi] 
desu'able — but  ensui-e  slower  gi'owth  i 
the  woi'ld,  which  would  be  dangerous. 

No  one  advocates  that  the  Fed  shoulc 
its  duty  as  guardian  of  domestic  pric 
bility.  The  question  is  more  nuancec 
there  occasions  when  the  Fed  should  sel; 
with  an  eye  toward  global  stability,  oi  ". 
global  gi'owth,  if  that  means  a  slightly  t 
ent  level  from  that  required  to  me( 
short-term  needs  of  the  U.  S.  economyj 
WORLDVIEW.  The  answer  is  yes.  Ami 
interaction  with  other  nations  is  nowj 
mous.  A  third  of  its  gi'owth  for  most  |  i 
1990s  has  come  from  exports,  and  a  tl  :i 
Treasury  securities  are  bought  by  foreii 
vestors.  As  the  past  few  weeks  have  \  v 
demonstrated,  conditions  beyond  U.  S. ; 
are  increasingly  affecting  corporate  p: 
and  stock  prices.  Lui-king  in  the  backgi) 
also  could  be  a  rise  in  unemployment  res  t 
from  declining  exports. 

Is  it  possible  to  envision  a  Fed  tit 
more  sensitive  to  its  impact  on  other  n ,( 
and  the  boomerang  effect  on  the  U.  S.?  1 
it  could  make  theoretical  sense  to  modii 
the  central  bank's  charter  to  provide  ( 
international  flexibility,  no  sane  Administt 
would  allow  the  cmrent  inward-looking 'i 
gress,  which  cannot  even  muster  suppo 
the  International  Monetaiy  Fund,  to  tr 

Members  of  the  fomc;  could  help  hy> 
stilling  their  legal  wi-it  more  broadly  tcii 
account  of  the  feedback  effect  on  the 
economy  of  what  the  Fed  does  to  foi 
countries.  And  more  Fed  govemors  and ' 
idents  of  regional  branches  of  the  Fed 
be  selected  for  then-  international  experp 
At  present,  they  are  chosen  accordi: 
much  narrower  qualifications,  such  as 
suring  the  domestic  money  supply,  or 
expertise  in  community  investment.  (Thl 
ter  is  what  the  Administration  says  it 
in  its  next  appointment  for  Fed  gove 
Changes  like  these  take  time.  But  wit 
them,  a  global  debacle  waits  in  the  win. 
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CRANKY  BUTLER? 
MANSION  BEIN^ 
FUMIGATED? 

SOMETIMES  YOU  JUST  HAVE  TO  GETAWAY  FROM  IT  ALL. 


For  those  times  when  you  feel  like  leaving  It 
all  behind,  we  present  the  Infiniti  QX4.  A  rugged, 
yet  extremely  sophisticated  2-ton  escape  vehicle. 

Its  AIMVIode  4WD  system,  one  of  the  most 
technologically  advanced  automatic  4WD  sys- 
tems on  earth,  can  take  you  to  a  world  full  of 
babbling  brooks,  boulders  and  trees. 

Inside,  you'll  find  the  QX4's  luxurious  leather- 
appointed  interior  equally  well-equipped  with  a 
therapeutic  8-way  adjustable  driver's  seat.  A 
custom-designed  Bose  audio  system  with  CD 
player.  Even  a  digital  compass,  to  help  guide  you 
due  east  towards  the  hills. 

The  Infiniti  QX4,  tied  as  the  Best  Luxury  Sport 
Utility  Vehicle  in  Initial  Quality  by  J.D.  Powerand 
Associates,  starts  at  a  stress-free  $35,550.' 

Come  out  and  test  drive  one  for  yourself.  At 
least  you  will  be  able  to  get  away  from  the 
chauffeur.  If  only  for  a  few  hours. 

INFINITI 

OWN  ONE  AND  YOU'LL  UNDERSTAND. 

www, I nf I niti-usa  com  /  800-499-5900 


i 


©  1998  NEC  USA,  Inc. 


In  1997,  NEC  registered  more  patents 
than  all  but  two  of  the  top  250  technology 
and  manufacturing  companies. 


You  never  know  what  NEC  will  come  up  with  next.  That's  because  we're  at  the  heart  of  developments  in  the  integrated 
inologies  of  multimedia:  The  computers  and  Internet  servers  that  can  make  web  storefronts  and  other  virtual 
ipanies  possible.  The  communications  systems  and  imaging  devices  that  enable  second-graders  in  Mexico  to  share 
ons  with  classmates  in  London.  The  semiconductors  that  tell  your  bank  in  Iowa  how  many  lire  you  just  withdrew  from 
'Sh  machine  in  Milan.  •        .  • 

just  imagine 

And  we're  developing  a  whole  new  generation  of  display  technologies  that  can  bhng   

NEC  MULTIMEDIA 

ils  or  other  objects  to  life  by  surrounding  them  with  3D  text  and  graphics. 
Discover  the  world  of  multimedia.  Because  it's  your  world.  And  NEC  multimedia  can 
you  run  It.  WWW.neC.COm  1.800.338.9549 

1997  Registered  U  S  Patents  -  U  S  Patent  and  Trademark  Oftice 


Rhone-Poulenc  reports  29%  gain  in  net  earnings 
in  second  quarter  1998 


"The  successful  listing  of  Rhodia  on 
the  New  York  and  Paris  stock 
exchanges  marked  the  last  step  in  the 
transformation  of  Rhone-Poulenc,  as 
announced  in  June  1997.  Today  we 
can  focus  on  maximising  the  potential 
of  our  new  products  and  improving 
profitability  -  the  growth  in  earnings 
during  the  first  half  is  in  line  with 
this  strategy.  Our  objective  continues 
to  be  a  200/0  increase  in  earnings  per 
share  over  the  full  year,  although  this 
remains  an  ambitious  goal." 

Jean-Rene  Fourtou 
Chairman  &  Chief  Executive  Officer 

Consolidated  accounts 

second  quarter  1 998 

Sales:  FF22.3  billion  (+2.8%)"' 

Net  income:  FF2.6  billion 

Excluding  non-recurring  items'^': 
•Net  income:  FFl.2  billion  (+29o/o) 
•Earnings  per  share:  FE3.28  (+16o/oj 
•  Earnings  per  share 

before  goodwill  amortization: 

FF4.26  (+170/0) 

This  increase  in  earnings  confirms  the 
growth  recorded  in  the  first  quarter 
1998.  Overall,  for  the  first  half  of  the 
year,  net  income  (excluding  non- 
recurring items"')  increased  29%,  to 
FF2  billion.  Earnings  per  share 
amounted  to  FF5.7  (FF7.6  before 
goodwill  amortization). 
For  the  first  half  of  the  year,  consoli- 
dated net  sales  rose  7%  to  FF44.3 
billion. 


Pharma  Sector! 


Rhone-Poulenc  Rorer, 
Pasteur  Merieux  Connaught.Centeon 

Consolidated  net  sales: 
FF8.4  billion  (+6.2%) 

Earnings  from  operations'": 
FF1.2  billion  (+33.1%) 


•  Growth  in  demand  remains  strong 
for  strategic  products  such  as  the 
anti-cancer  agent,  Taxotere*,  the  low- 
molecular-weight  heparin,  Lovenox% 
the  anti-allergy  medication,  Nasacort* 
and  vaccines.  In  the  respiratory  busi- 
ness, a  strengthened  sales  promotion 
campaign  has  curbed  the  erosion  in 
market  share. 

•  However,  sales  growth  in  a  number 
of  products  has  been  impacted  during 
the  second  quarter  by  some  destocking 
at  wholesale  level  in  the  U.S. 


Rhone-Poulenc 
is  a  leading 
life  sciences  company, 
growing  through 
innovations 
in  human, 
plant  and  animal 
health 


and  through 
its  specialty 
chemicals  subsidiary, 
Rhodia. 


•  The  growth  in  earnings  froj 
operations'"  is  due  to  an  improvemc 
in  product  mix  and  the  first  positi 
effect  from  Centeon's  recovery. 


Plant  &  Animal  Health  Secto 


Rhone-Poulenc  Agro, 
Rhone-Poulenc  Jardin, 
Rhone-Poulenc  Animal  Nutrition,  Merial 

Consolidated  net  sales: 
FF4.4  billion  (-1.7%) 

Earnings  from  operations'": 
FFl.O  billion  (+13.8%) 


•  The  growth  in  new  product  sali 
like  the  insectiside  Regent®  and 
external  antiparasitic  Frontlinef 
partly  compensated  for  some  unf 
vorable  events  (the  economic  situ 
tion  in  Asia,  bad  weather  in  tl 
United  States,  disruptions  of  suppli 
from  Temik®  distributors,  etc.)  whii 
affected  sales  performance.  ' 

•  As  part  of  its  development  strateji 
in  plant  biotechnology,  Rhone-Pouleip 
Agro  signed  a  partnership  agreemeB 
with  the  American  company  Mycogi 
This  agreement  aims  to  develop  a: 
market  genetically  modified  plants 
seed  products,  cotton  and  sugarc 
being  the  first  markets. 


Rhodia 


Consolidated  net  sales: 
FFIO  billion  (+1.7%) 

Earnings  from  operations'": 
FF856  million  (+44.4%) 


•  The  continued  refocusing  of  tr 
porfolio  on  specialty  chemicals  ar 
productivity  measures  contributed  ' 
the  significant  improvement  ir 
Rhodia's  earnings. 

•  Rhodia  benefited  from  goQ 
growth  in  most  of  its  markets, 
particular   the   Polyamide  ar 
Services  &  Specialties  Division. 

•  For  the  full  financial  year,  Rhodia 
earnings  should  be  in  line  wit 
expected  profitability  objectives. 


(I)  On  a  comparable  basis, 

(21  Capital  gains  linked  to  Rhodia's  listing 
resti^cturing  provisions  in  the  Pharma  sector. 
(3)  Operating  income  before  goodwill  amortizat 
+  equity  in  earnings  of  affiliated  companies. 


Investor  relations  : 

+  33  1  47  68  07  05 
Internet  :  v,'wvv.rhone-poulenc.coni 


(fP  RHONE-POULENC 
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N'T  BE  FOOLED 
JULY'S  WEAKNESS 

lata  aren't  that  soft.  But  the  market's  woes  could  spell  trouble 


ECONOMY 


E  HIRING  SHOWS 
GN  OF  SLOWING 

?IVATt  PAYROLLS 


If  you're  trying  to  get  a  han- 
dle on  the  economy's  perfor- 
n  the  second  half,  here  are  some  dos  and  don'ts: 
all,  don't  worry  about  the  July  weakness  in  em- 
it, industrial  production,  car  sales,  and  the  like. 
;a  are  either  distorted  by  the  auto  strike  and 
lomalies,  or  they  reflect  Asia-related  weakness 
1  to  manufacturing.  Don't  forget  that  the  broad- 
ce  sector  is  booming  (chart), 
owevei",  keep  an  eye  on  the  stock  mai'ket.  That's 
,  as  was  true  in  the  first  half,  the  second-half 
will  be  determined  by  domestic  demand,  not 
demand.  A  swooning  market  has  the  potential 
er  consumer  and  business  confidence  and  con- 
)mestic  spending,  thus  eroding  the  key  prop  im- 
economy  in  recent  years. 

The  Dow  Jones  industrial 
average  has  dropped  9%  from 
its  July  17  peak.  Investors  are 
increasingly  nervous,  especial- 
"^AVERAGE  fc*^  ^^^^  more  Asian  fallout  on 

I  X  i/  "It  pi'ofits  could  be  headed  this 
I  i  ■  ■       way,  given  the  deteriorating 

state  of  Japan's  economy  and  a 
possible  devaluation  of  the 
Chinese  currency,  both  of 
which  would  only  worsen  the 
Asian  situation. 
:  problems  also  reflect  rising  labor  costs  at 
'roductivity  fell  last  quarter  while  compensation 
ted,  resulting  in  another  steep  rise  in  unit  labor 
liich  are  now  increasing  much  faster  than  prices. 
Asia  stabilizes  in  the  second  half,  this  drain  on 
will  not  go  away,  and  neither  will  the  stock 
s  cloud  over  the  economy. 

!E  THE  DOWNBEAT-LOOKING  DATA  of  late, 

nomy  began  the  third  quarter  on  extremely 
oting.  Although  the  July  employment  report 
'd  weak,  closer  scrutiny  reveals  little  change 
anderlying  trends  of  job  gains,  hours  worked, 
ge  growth  evident  in  the  first  half.  That's  im- 
,  because  strong  growth  in  jobs  and  wages  has 
even  more  important  driving  force  behind  con- 
lemand  than  supportive  financial  conditions, 
le  surface,  nonfarm  payrolls  rose  just  66,000  in 
e  fewest  in  more  than  two  years.  But  manufac- 
payrolls  plunged  by  176,000  workers,  mainly 


im 
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FACTORY  INVENTORIES 
ARE  OUTPACING  SALES 
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A  PERCENT  CHANGE  FROM  A  YEAR  AGO 
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because  of  the  General  Motors  Corp.  strike,  while  ser- 
vice payrolls  rose  by  229,000,  shovring  no  sign  of  slow- 
ing down,  as  strong  domestic  spending  fuels  the  need 
for  more  workers  at  restaurants,  banks,  and  consulting 
fii-ms.  Construction  jobs  rose  by  a  solid  18,000.  The 
jobless  rate  remained  at  a  tight  4.5%,  although  it  would 
have  dipped  to  4.4%,  excluding  the  strike. 

The  Labor  Dept.  said  that 
jobs  in  the  auto  industry 
plunged  by  111,000.  Labor 
identified  23,000  more  work- 
ers in  manufacturing  indus- 
tries, such  as  fabricated  met- 
als, rubber,  and  plastics,  who 
were  laid  off  because  of  the 
auto  shutdowns,  along  with 
7,000  temporary-help  workers, 
who  are  categorized  as  ser- 
vice-sector employees.  The  La- 
bor Dept.  also  said  that  there  were  other  secondary 
losses  that  it  could  not  quantify. 

As  a  result,  strike-adjusted  payrolls  increased  by  at 
least  207,000  in  July — and  probably  more — so  look  for  a 
huge  rebound  in  August  payrolls,  with  job  growth  in 
the  neighborhood  of  350,000.  Moreover,  excluding  manu- 
factming,  jobs  in  the  other  85%  of  nonfann  payrolls  in- 
creased by  242,000,  almost  no  slowdoMm  from  the  fii-st- 
half  average  of  247,000  per  month. 

MANUFACTURING  PAYROLLS  also  continue  to  feel 
the  chill  from  Asia.  Even  wathout  the  strike,  factory 
jobs  would  have  declined  somewhere  near  the  losses  of 
29,000  in  June  and  22,000  in  May.  Part  of  that  weakness 
reflected  the  need  for  manufacturers  to  adjust  their  in- 
ventories in  the  face  of  weaker  foreign  demand.  Earli- 
er this  year,  the  rate  of  growth  in  factory  stockpiles  be- 
gan to  exceed  that  of  shipments,  suggesting  that  factory 
output  may  face  continued  downward  pressure  in  com- 
ing months  (chart). 

However,  strong  domestic  demand  is  keeping  inven- 
tories in  wholesaling  and  retailing  in  good  shape.  Ship- 
ments at  wholesalers  rose  0.3%  in  June,  while  inven- 
tories edged  up  just  0.1%.  And  despite  weak  July  car 
sales,  consumer  spending  began  the  third  quarter  on 
solid  ground,  as  indicated  by  the  upbeat  July  reports 
from  chain  stores.  That  suggests  store  merchandise 
isn't  gathering  dust  on  retail  shelves. 

The  steep  drop-off  in  car  sales  was  expected.  Total 
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light  vehicle  sales  fell  to  an  annual  rate  of  14  million 
last  month.  Actually  that's  not  bad,  considering  that 
May  and  June  buying  was  boosted  by  generous  dealer 
incentives,  which  lifted  sales  to  16.2  miUion  and  16.5  mil- 
lion, respectively.  Prior  to  May,  sales  averaged  15.2 
million,  and  thi-ough  July,  sales  are  averaging  15.4  mil- 
lion, ahead  of  1997's  15  million  pace. 

AUTO  DEALERS  AND  OTHER  RETAILERS  don  t  have 

to  fret  about  consumer  spending  until  the  job  market 
turns  sharply  south  and  brings  down  income  growth. 
For  investors,  though,  the  prospect  of  even  higher 
wages  has  contributed  to  this  summer's  profit  woiries. 
That's  because,  so  far  in  1998,  those  fatter  pay  raises 
aren't  being  covered  by  productivity  gains. 

Output  per  hour  worked  at  nonfarm  businesses  fell  at 
an  annual  rate  of  0.2%  in  the  second  quarter,  after 
surging  3.5%  in  the  fii'st  quarter.  The  productivity  re- 
port also  contained  benchmark  revisions  for  the  past 
three  years  which  showed  that  productivity  in  the 
1990s  is  growing  no  faster  than  it  did  in  the  1980s. 

Over  the  past  year,  productivity  is  up  1.9%,  which  is 
a  good  clip,  but  houi'ly  compensation  has  accelerated  to 
a  rapid  4.3%  pace  (chait).  As  a  result,  unit  labor  costs — 
the  key  detenninant  for  prices  and  profits — are  up  by 
2.4%  from  a  year  ago,  significantly  faster  than  prices 
are  increasing.  In  fact,  the  ratio  of  nonfarm  prices  to 
unit  labor  costs  last  quarter  was  the  lowest  in  five 


MANY 


WHY  LABOR  COSTsf 
BECOMING  A  WORf 

^       NONFARM  BUSINESS 


years,  highlighting  the  growing  squeeze  on  corpi 
profit  margins. 

This  vise  is  likely  to  tighten  further  since  heavy 
demand  means  that  wages  will  continue  to  accel( 
For  example,  despite  the  absence  of  gm's  hefty 
checks,  overall  hourly  wages  still  rose  4.2%  in 
from  a  year  ago.  That's  up  from  a  3.6%-  pace  in 
1997.  Service  pay  increased  4.9%  last  month.  ^ 

Productivity  growth,  how- 
ever, seems  unlikely  to  catch 
up  to  those  pay  gains.  Even 
with  July's  small  job  gain,  the 
total  number  of  hours  worked 
in  the  economy  began  this 
quarter  at  an  annual  rate  of 
1.8%  above  their  second-quar- 
ter average,  and  August  hoiu's 
are  sui'e  to  surge  as  payrolls 
rebound  from  the  strike.  That 
implies  that  the  third  quar- 
ter's productivity  gain  will  be  small. 

The  tug  on  profits  fi'om  Asia  and  rising  labor 
have  triggered  the  stock  market's  recent  jitters, 
much  more  market  tumioil  households  and  busin 
can  take  before  canceling  that  Range  Rover  ord 
postponing  that  big  expansion  project  is  still  anyl 
guess.  But  if  stock  prices  continue  to  sink,  businej 
tivity  could  end  up  a  good  deal  weaker  this  vrint 
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KOHL'S  ELECTION  THREAT?  THE  JOBLESS 


The  make-or-break  issue  for 
Chancellor  Helmut  Kohl  in 
the  Sept.  27  elections  is  jobs. 
That's  clear  from  the  political 
jostling  attending"  each  new  set  of 
labor-market  data.  Kohl's  govern- 
ment sees  a  turn- 
around. The  opposition 
doesn't.  And  the  data 
support  both  sides. 

The  July  seasonally 
adjusted  data,  which 
are  the  only  way  to 
judge  the  month-to- 
month  trend,  showed  a 
37,000  drop  in  jobless 
workei's,  the  seventh 
decline  in  a  row,  and 
the  jobless  rate  dipped  to  10.9%,  a 
20-month  low.  Since  December's 
peak,  unemployment  in  the  west 
has  fallen  from  9.9%  to  9.3%,  and 
in  the  east,  from  19.7%  to  17.8%. 
But  while  stronger  labor  mar- 


PROGRESS  IN  CUniNG 
UNEMPLOYMENT  LINES 

'       GERMAN  UNEMPLOYED- 


▲  MILLIONS.  THREE-MONTH  MOVING 

AVERAGE  -MONTHLY  CHANGES 

DATA,  BUNDESBANK.  SSP  DRI.  BUSINESS  WEEK 


kets  in  the  west  reflect  a  genuine 
economic  recovery,  lower  jobless- 
ness in  the  east  is  largely  artifi- 
cial, reflecting  the  goveniment's 
temporary  job-creation  and  re- 
training progi-ams.  Spending  on 
these  has  risen  since 
March  and  will  total 
some  40  billion  marks 
this  year.  Such  jobs 
jumped  18%  in  July, 
after  rising  25%  in 
June  and  22%-  in  May, 
with  the  greatest  im- 
pact in  the  east. 
Economists  estimate 
such  jobs  account  for 
over  half  of  1998's 
293,000  drop  in  total  joblessness. 

Still,  the  job-market  gains  in 
the  west  are  not  just  preelection 
pump-priming.  Overall  German 
growth  is  expected  at  just  under 
3%  this  year,  up  from  2.3%  in 


1997.  Second-quarter  gross  dO' 
mestic  product  ^\ill  slow,  reflec 
the  April  rise  in  the  value-add 
tax,  but  buying  ahead  of  the  V 
hike  had  boosted  fii-st-quarter 
growth  to  3.9%.  Also.  Asian  wi 
ness  is  hitting  manufactuiing. 
June  industrial  output  and  ord 
were  surprisingly  weak. 

However,  the  fundamental  si 
ports  under  Germany's  domest 
economy  are  strengthening,  es? 
daily  given  a  break  from  the  a? 
tere  fiscal  policy  that  led  up  to! 
the  euro.  Business  investment 
picking  up,  fueled  by  strong  pi 
its  and  cheap  financing.  Consul 
spending  is  buoyed  by  rising  r 
incomes  amid  higher  wage  pac, 
and  low  inflation.  The  labor-mJ 
ket  recovery  is  a  big  reason  fo 
the  brighter  outlook,  but  for  tl 
voters  still  out  of  work,  it  maj^ 
too  slow  come  election  time. 
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How  OneWorid  helped 
Pericom  put  Hs  finger  on  the  pulse 
of  supply  diain  management. 


les  a  leader  in  high-speed  circuits 
itomer  satisfaction  a  jolt?  Pericom 
iductor  Corporation  does  it  by 
ing  their  supply  chain,  from 
turing  through  distribution  and 
fice  financials.  With  OneWorld  " 
it  software  from  J.D.Edwards, 
ording  to  Dan  Wark,  V.P.  of 


Operations,  "We  wanted  a  partner  that's 
going  to  be  there  for  the  long  haul,  one 
that's  going  to  be  an  A-team,  top-tier  player. 
We're  very  pleased  with  having  chosen 
J.D.Edwards." 

Since  the  implementation  of  OneWorld, 
Pericom  finds  it  easier  to  short-circuit  problems 
and  keep  customers  wired  in.  Says  Wark, 


"Now  customers  get  delivery  quotes  on-line 
and  we  can  easily  quote  the  status  of  any  order." 

The  result?  Less  waiting.  An  easier  way 
to  do  business.  And  much  happier  customers. 

That's  how  enterprise  software 
ought  to  be.  It  can  be  for  you,  too.  To  find 
out  more,  call  1-800-727-5333  or  visit 
www.jdedwards.com  /  customer. 


IPEdwards 

H  n  t  e  r  p  r  1  s  t-  Software 


Dan  Wark 
/E  (j  Opjatmis 
'mmdiKtor  Cmji. 


HEWLETT 
mL/iM  PACKARD 
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THE  GLOBAL  ECONOMY  

NEW  DAY, 

NEW 

RULES 

The  IMF  wasn't 
designed  to  handle 
an  Asian-style  crisis. 
Something  more 
is  needed 
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,ere  is  a  simple  lesson  in  the  tw- 
loil  roiling  the  mai'kets  this  Au- 
ust.  "Even  the  world's  largest, 
lost  perfect  economy  is  not  insu- 
lted from  external  shocks,"  says 
.  Jones,  chief  economist  for  New 
urities  ti-ader  Aubrey  G.  Lanston 
Ve  will  pay  a  price." 
tily  question  is  how  steep.  Asia's 
on  helped  clip  second-quarter 
;o  1.4%  and  dimmed  the  outlook 
ings.  Now,  with  the  Japanese 

showing  no  sign  of  neai'-tenn 
,  the  yen  is  racing  towai'd  new 
■eatening  devaluations  of  cuiren- 
n  Beijing  to  Brasilia  (page  28). 

the  plunge  in  commodity  prices 
ly  Asia's  problems  has  reached 
tnerica,  dampening  the  economies 

0  and  Canada,  whose  cuirencies 
ipped  sharply  against  the  dollai'. 

1  rising  tide  of  woe,  analysts  ai"e 
lack  earnings  estimates  for  the 
1998,  markets  ai'e  "correcting," 
jnomists  are  assigning  a  higher 
bility — though  still  low— to  a 
■ecession  within  a  yeai-. 

IGN.  So  while  the  U.  S.  remains 
le  road  to  healthy,  long-term 
,h,  it  could  be  a  bumpy  ride. 
Mendelsohn,  chief  economist  at 
1  Imperial  Bank,  predicts  that 
1  crisis  vriU  slow  global  output  to 
year,  dovm  from  a  forecast  in 
;r  of  2.2%.  If  China  devalues  its 

the  world  outlook  vrill  be  giim- 
wams:  "The  situation  has  dete- 

and  there  is  no  sign  of  Japan 
lut  of  this  in  the  near  term." 
ch  new  convulsion  from  Asia 
aarer,  the  old  institutions  are  iU- 

to  handle  the  problems  of  the 
onomy.  The  International  Mone- 
id  and  its  principal  patron — ^the 
rasury — were  slow  to  grasp  the 
of  Asia's  problems.  And  they 
n  largely  ineffective  in  spurring 


reforms  in  countines  such  as  Korea.  In 
Tokyo,  not  even  the  fall  of  a  gover-nment 
has  persuaded  Japan  to  clean  up  its 
banks  and  restore  its  economic  health — 
wliich  would  be  the  best  hope  for  reviv- 
ing its  neighbors'  economies. 

So  what  can  pohcymakers  do?  At  the 
veiy  least,  Ti-easury  Secretary  Robert 
E.  Rubin  and  his  countei-pails  from  the 
major  industrial  countries — the  Group  of 
Seven — should  keep  the  heat  on  co-mem- 
ber Japan  to  cut  taxes  and  interest  rates, 
sell  bad  loans  to  foreign- 
ers, and  close  insolvent 
banks.  Rubin  is  sure  to 
make  his  case  when  he 
meets  new  Japanese  F^i- 
nance  Minister  Kiichi 
Miyazawa  on  Sept.  4  in 
San  Francisco.  But  the 
jawboning  should  not  stop 
there.  "The  G-7  should  ex- 
ert as  much  pressure  as  it 
can  on  Japan,"  says  Allen 
L.  Sinai,  ceo  of  Primark 
Decision  Economics  Inc. 

What  the  U.  S.  should 
not  do  is  volunteer  for 
another  yen  rescue.  Just 
eight  weeks  after  a  joint 
intervention  by  the  U.  S. 
and  Japan  that  briefly 
drove  the  yen  up  to  136  to  the  dollar, 
Japan's  failure  to  follow  through  on 
promised  reforms  sent  the  currency 
back  to  an  eight-year  low  of  147  on 
Aug.  11. 

The  IMF,  which  was  never  intended 
to  manage  crises  on  Asia's  scale,  should 
get  back  to  its  original  mission  of  pro- 
viding short-term  loans  and  leave  ne- 
gotiations on  internal  reforms — such  as 
setting  monetary  policies — to  political 
leaders.  The  rich  countries  provide  the 
IMF  money  in  the.  first  place,  so 
they  should  set  the  rules  for  how  it  is 
spent  and  be  accountable  for  the  social 


BEST  HOPE 


What  the  U.S. 
shouldn't  do  is 
volunteer  for  a 
new  yen  rescue. 
Other  G-7 
nations  must 
pressure  Tokyo 
for  real  reform 


unrest    their    policies    may  cause. 

The  Federal  Reserve  has  already 
played  a  vital  role  by  considering  the 
state  of  the  global  economy — not  just 
the  U.  S. — in  setting  monetary  policy. 
The  tuiTOoil  in  Asia  is  the  main  reason 
Fed  ChauTnan  Alan  Greenspan  has  re- 
sisted calls  to  hike  rates.  With  the  Dow 
Jones  industrial  average  on  Aug.  12  down 
8.4%  from  its  July  high,  Greenspan 
should  breathe  a  little  easier  about  over- 
valued stocks.  In  fact,  many  economists 
think  a  rate  cut  might  be 
the  next  move — to  keep 
the  U.  S.  expansion  going 
and  buoy  Asia's  cuiTen- 
cies  by  making  dollars 
less  attractive.  "The  Fed 
has  to  be  careful  not  to 
fight  the  last  war,"  cau- 
tions former  Fed  Vice- 
Chairman  Manuel  H. 
Johnson  Jr.  "It  should 
lean  toward  easing." 
FREE  FLOW.  But  these 
ai'e  stopgap  measures.  If 
the  U.  S.  and  other  na- 
tions ai'e  to  reap  the  full 
rewards  of  the  global 
economy,  they'll  need  bet- 
ter safegTiards  to  make 
sure  one  countiy  doesn't 
pay  a  heavy  price  for  another's  mistakes 
in  the  futui'e.  Tliat  wiE  I'equii-e  the  G-7  to 
take  on  a  new  role  as  an  advance  warn- 
ing system  for  financial  trouble.  Nations 
that  want  to  benefit  from  the  fi'ee  flow  of 
capital  or  need  financial  help  from  the 
G-7  should  be  required  to  open  theii- 
books.  The  G-7  should  also  develop  clear* 
guidelines  for  conditions  on  imf  loans. 

If  there  is  a  lesson  as  we  move  into 
the  21st  century,  it's  that  no  economy  is 
an  island  unto  itself.  If  nations  are  to 
prosper  together,  they're  going  to  have  to 
pull  together. 

By  Owen  Ullnvxnn  in  Washmgton 
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THERE'S  NO  WISHING 
THIS  CRISIS  AWAY 

Quick  fixes  won't  work, 
and  Tokyo  is  barely  on  tlie 
case.  Now,  tiie  yuan  is 
teetering 


The  yen  phmges  to  an  eight-year 
low  as  Jaj^an  faces  its  worst  re- 
cession since  World  War  II.  Hong 
Kong  stocks  dive  as  speculators 
attack  its  cuirency  and  rumors  spread 
that  China  will  have  to  devalue  the 
yuan.  Russian  bonds  reel  on  fears  of 
loan  defaults.  Even  in  North  America, 
Mexico  and  Canada  see  the  value  of 
their  currencies  plunge. 

Time  to  woiry  about  a  global  panic? 
Not  yet.  Only  under  the  most  pes- 
simistic scenarios,  economists  say,  would 
the  Asian  depression  and  spreading 
commodity  deflation  push  the  healthy 
economies  of  the  U.  S.  or  Western  Eu- 
rope into  r-ecession.  And,  while  suffei-ing, 
both  Canada  and  Mexico  ai'e  in  better  fi- 
nancial shape  to  withstand  external 
shocks  than  they  were  five  years  ago. 

But  each  new  Asian  devaluation 
makes  the  crisis  more  global.  Each  new 


setback  to  an  International  Monetary 
Fund  rescue  plan  fans  fears  that  no 
emerging  market,  no  matter  how  well- 
managed,  is  safe  for  investors. 

Tlie  effects  on  the  U.  S.  economy,  once 
theoretical,  are  becoming  tangible.  U.  S. 
exporters  are  hitting  a  wall  not  only  in 
Asia  but  also  at  their  own  borders. 
Asia's  turmoil  has  led  to  shaip  drops  in 
prices  for  oil,  metals,  timber,  and  other 
commodities.  That  is  luuling  the  Cana- 
dian dollar  and  the  Mexican  peso.  Cana- 
da and  Mexico  are  the  two  biggest  mai'- 
kets  for  U.  S.  exports,  absorbing  $223 
billion  in  goods  in  1997,  but  now  their 
buying  power  is  down  sharply. 

Unless  Japan  takes  dramatic  action 


soon,  far  worse  is  in  store.  Despit 
ing  setbacks  at  the  polls,  JapanesJ 
ers  still  have  not  come  to  grip^ 
theii-  crisis.  A  U.  S.Japan  interven 
June  only  produced  a  pause  in  thd 
slide.  A  collapse  of  the  yen  to  It- 
worst-case  scenario  but  by  no  n 
implausible — would  hit  ciuTencies  ir 
wide  and  further  depress  pric 
would  also  make  Japanese  goo( 
cheaper  and  lead  to  steep  sales  d(i; 
for  many  American  manufactui'ei's, -i 
ing  the  U.  S.  into  recession  in  199 
CHINA  WATCH.  On  Aug.  11,  Tokyo  i 
vened  to  prop  up  the  wobbly  yen, ! 
then  stood  at  146  to  the  dollail 
Westerners  should  have  no  lUusiont! 
this  is  the  beginning  of  the  end  of  ? 
decline.  It  is  all  but  certain  th; 
crisis  will  menace  the  global  eccjj 
for  the  next  tlii'ee  to  five  yeai's.  Es 
Japan  gets  serious  soon  about  tajli 
its  banks'  $600  billion  in  bad  debt 
cleanup  will  be  pi'otracted  and  % 
expensive.  "As  long  as  the  financijf 
Acuities  continue,  you  will  see  tli 
get  weaker  and  weaker,"  says 
Yoshitomi,  vice-chairman  of  thtS 
seai'ch  Institute  of  the  Long-Term  ri 


of  Japan.  Most  private  econo- 
ink  the  economy  will  contract  by 
s  year  and  by  0.5%  in  1999. 
I's  complacency  is  cnishing  its 
"s.  Last  fall,  they  were  counting 
lost  from  the  world's  second- 
economy.  Instead,  the  region  is 
for  more  devaluations. 
:es  are  on  China.  Even  though 
■ceeps  insisting  it  won't  devalue, 

wonder  how  long  it  can  hold 
na  would  be  hurt  by  a  cheaper 
ice  many  of  its  exports  rely  on 
d  components  and  machinery. 
Shanghai's  black  market,  the 
iw  sells  for  around  8.8  to  the 
3%  below  the  official  rate, 
lownward  pressure  is  building 
th  internal  problems  and  trade 
hina's  shipments  to  the  U.  S. 
18%  this  year,  but  overall  ex- 
e  up  only  7%  due  to  slumping 
as.  China  has  lost  ground  to 
orea  in  steel,  coal,  and  chemi- 
jing  University  economist  Song 

sees  a  90%  chance  China  will 
within  two  years.  "In  the  long 

quite  siu-e  there  will  be  a  lai-ge 
:ion,  maybe  20%  to  30%,"  he 
so,  expect  a  Hong  Kong  deval- 
)  follow. 


Such  talk  is  making  stomachs  turn 
in  markets  around  the  world.  Another 
round  of  devaluations  could  capsize  cui"- 
rencies  in  Latin  America  and  Eastern 
Europe.  Declines  in  commodity  prices 
will  sting  as  well.  Oil  is  already  off  80%- 
since  last  August,  to  aroimd  $13,  and  an 
Asian  depression  could  push  prices 
down  to  $9  by  the  end  of  next  year,  es- 
timates Standard  &  Poor's  dri.  Such 
price  collapses  are  hurting  economies 
around  the  world.  In  Russia,  rumors  of 
a  possible  inble  devaluation  on  Aug.  11 
sent  stocks  plummeting. 

The  picture  is  just  as  ugly  north  of 
the  U.  S.  The  global  commodity  glut  has 
hurt  Canada's  mining  and  timber  indus- 
tries, about  10%'  of  the  economy,  and 
falling  investment  fi'om  Hong  Kong  has 
halted  a  property  boom.  Canadian  stocks 
are  down  17%  in  the  past  year,  and  the 
dollar  is  off  8.5%,  to  65.7  U.  S.  cents. 
DISTANT  RIPPLES.  It  may  be  America's 
turn  next.  Early  this  year,  only  ex- 
porters such  as  Boeing  Co.  and  Hewlett- 
Packard  Co.  felt  the  pinch.  Now,  com- 
panies with  minimal  exposure  to  Asia, 
such  as  Hershey  Foods,  blame  lower 
expected  profit  gi'owth  on  weakness  in 
that  region.  "In  the  next  couple  of  quai-- 
ters,  you  are  going 
to  see  obvious  signs 
sM:      of  slowing  down," 


predicts  Merrill  Lynch  &  Co.  global 
strategist  Jeff  Bahi-enburg. 

What  could  change  the  scenario?  A 
new  approach  by  Tokyo  would  help  im- 
mensely. Optimists  believe  Japan  still 
can  reverse  the  direction  of  the  yen  by 
unveiling  a  convincing  plan  to  close 
weak  banks,  clean  up  bad  debts,  and 
inject  massive  liquidity  into  the  econo- 
my. The  yen  would  then  rebound,  and 
Asian  currencies  would  rise  as  well. 
That  would  bring  foreign  investors  back 
to  the  i-egion,  allow  Asian  banks  to  low- 
er interest  rates,  and  restart  growth. 

As  Asia's  ordeal  drags  on,  however, 
fewer  analysts  believe  it  can  be  resolved 
so  easily.  Still  ahead  are  the  tortuous 
tasks  of  overhauling  the  region's  bank- 
ing systems  and  securing  public  sup- 
port for  taxpayer-fimded  bailouts. 

"These  are  serious  and  deep-seated 
problems,"  says  Gregoiy  B.  Eager,  Asia 
director  for  Washington's  Institute  of 
International  Finance.  "Many  investors 
seem  to  have  lost  sight  of  that."  Bulls 
would  like  to  believe  the  roller-coaster 
ride  is  nearing  its  finish.  Instead,  they 
could  be  in  for  many  more  nasty  jolts. 

By  Mark  L.  Clifford  in  Hong  Kong 
and  Pete  Engardio  in  New  York,  with 
Brian  Bremner  in  Tokyo,  Dexter 
Roberts  in  Beijing,  Joseph  Weber  in 
Toronto,  and  bureau  reports 


COMMENTARY 


By  Suzanne  Woolley 

DON'T  CRY.  IT'S  ONLY  DEFUTION 


Remember  the  good  old 
days — a  month  or  two 
ago — when  the  eco- 
nomic troubles  roiling  Asia 
seemed  to  be  only  a  distant 
threat,  maybe  even  a  time- 
ly brake  on  an  overheating 
economy?  Well,  it's  no  time 
to  dwell  on  the  past.  Sud- 
denly the  prognosis  for  the 
immediate  future  has 
changed:  The  deepening 
Asian  crisis  now  seems  far 
more  likely  to  spread, 
bringing  its  deflationary 
spiral  to  the  U.S.  economy. 

What  does  that  mean  for 
equity  investors?  Deflation 
itself  doesn't  necessarily 
sound  a  death  knell  for 
stocks.  Indeed,  falling  com- 
modity prices  have  helped 
many  corporate  bottom 
hnes,  headed  off  inflation, 
and  prevented  a  rise  in  in- 
terest rates.  But  if  deflation 
persists  and  spreads  across 
a  wide  swath  of  the  econo- 
my, the  scales  could  tilt: 
Profit  gi'owth  would  slow, 
making  today's  most  pes- 
simistic earnings  projections 
too  rosy — and  stock  market  valua- 
tions too  high.  That's  part  of  the  rea- 
son behind  the  recent  drop  in  bulhsh 
sentiment  on  the  Street  (chart). 
ATTRACTIVE  BONDS.  So  it's  a  good 
time  to  rethink  investment  strategies 
to  take  into  account  the  possibility  of 
pervasive  deflation.  In  equities,  the 
fallout  will  vaiy  from  industry  to  in- 
dustry depending  on  whether  compa- 
nies export  to  Asia  and  how  exposed 
they  are  to  commodity  prices.  Defla- 
tion could,  however,  make  bonds  far 
more  attractive  than  equities  over 
the  next  year. 

Even  if  the  August  cuiTency  scare 
subsides,  it  won't  be  the  end  of  defla- 
tionary pressm'es.  China  may  deval- 
ue its  currency  in  1999,  a  move  that 
could  spark  a  string  of  devaluations 
and  biing  Asia's  woes  to  U.  S. 
shores.  For  Coi-porate  America,  the 
ensuing  deflation  would  mean  falling 
profits  and  the  risk  of  being  stuck 
with  ovei^priced  inventory. 

Commodity  deflation  has  become 
alarming.  The  Goldman  Sachs  Com- 
modity Index  has  fallen  about  27% 
year-to-date  and  35%  in  the  past  12 


MARKET  PAIN 

Falling  prices  for 
commodities  and 
devaluations  of 
currencies  may 
threaten  growth 


months.  A  major  in- 
dex component, 
cmde  oil,  has  fallen 
26%  since  Jan.  1 
and  plunged  7.5%  in 
just  two  days,  on 
Aug.  10  and  Aug. 
11.  Aluminum  is 
dovra  14.9%  this 
year. 

Now  deflation  is  spreading.  Ford 
Motor  Co.  announced  on  Aug.  10 
that  the  average  sticker  price  on 
1999-model  cars  and  tnacks  in  the 
U.  S.  would  be  0.3%  lower  than  on 
its  1998  models,  its  first  fleet-wide 
price  decrease  in  more  than  30  years. 
Ford  is  making  major  productivity 
improvements,  but  not  every  compa- 
ny will  be  able  to  offset  price  cuts. 
Says  Gerald  A.  Guild,  chief  taxable 
fixed-income  strategist  for  Advest 
Inc.:  "No  one  focuses  on  how  wide- 
spread an  effect 
the  Asian  deflation 
could  have  on  our 
economy" 

James  W. 
Paulsen,  Noi^west 
Investment  Man- 
agement's chief  in- 
vestment officer, 
says  he  still  views 
the  low  interest 
rates  that  deflation 
brings  as  a  bull 
market  savior.  But 
he  concedes  that 
he  worries  a  little 


about  what  he  calls  "depi 
sionaiy  fallout."  He  belie' 
parallels  can  be  made  to 
1920s  and  1930s,  when  th' 
Federal  Reserve  tightene 
and  foreign  trade  was  do 
dov/n.  As  Asia  weakened 
last  fall,  he  notes,  central 
banks  tightened  from  Hoi 
Kong  to  Canada.  And  in  i; 
U.  S.,  "the  Fed  allowed 
rates  to  stay  put  and  in  rl 
terms  tightened."  Paulser 
says  that  while  specific  b; 
riers  to  trade  don't  exist  • 
day,  "trade  is  being  effec- 
tively shut  down  because 
the  only  rising  currency  i 
the  world  is  the  dollar." 
INFLATED  HOPES.  Investo 
who  don't  want  to  figure 
out  how  deflation  will  aff( 
earnings  are  vdsely  flocking  to 
bonds.  Advest 's  Guild  recommend.' 
zero  coupon  bonds  as  an  equity  su 
stitute  for  investors  expecting  intt 
est  rates  to  fall.  A  20-year  zero  "vi 
appreciate  about  30%  in  a  year  if  i 
terest  rates  decline  100  basis  | 
points,"  says  Guild.  As  long  as  pec 
pie  are  willing  to  hold  to  maturity, 
he  likes  "guaranteed"  certificates  ( 
deposit  that  promise  no  set  return 
but  pass  along  100%  of  whatever  ; 
particular  stock  index  returns  ovei 
the  life  of  the  CD. 

William  H.  Gross  of  Pacific  In- 
vestment Management  Co.,  who 
thinks  the  Fed  will  lower  rates  be 
fore  yearend,  recommends  interni( 
diate-term  bond  funds.  Prices  on  i 
termediate  bonds  typically  rise  mc^ 
than  long  bonds  when  the  Fed  cut 
rates,  he  says.  He  suggests  a  gov- 
ernment fund,  since  "its  yield  won 
rely  on  the  confi- 
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dence  of  investor 
in  Coiporate 
America." 

Deflation  doesi 
mean  the  bull  xaa 
ket  is  over.  It  do< 
mean,  however, 
that  equity  in- 
vestors may  havt 
to  resize  their  in-' 
flated  expectatior 

Woolley  covers 
the  finaucial 
markets. 
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VIACEUTICALS 


IGK'S  NEW 
jlNCHOLY  BABY 

A^ord  on  the  latest  antidepressant  is  creating  a  stir 


long  time,  it  looked  like  a  blind 
/.  Pfizer,  Eli  Lilly,  Warner-Lam- 
,,  and  others  had  been  trying 
•s  to  come  up  with  painkillers 
ck  the  action  of  Substance  P,  a 
nsmitter  that  conveys  pain  mes- 
'he  hope  was  that  by  blocking 
iptor  on  a  cell's  surface  where 
ce  P  attaches,  they  could  block 
isage  and  stop  the  pain.  But 
the  compounds  tested  so  far 
/ered  much  relief, 
■ns  out  the  scientists  may  have 
using  on  the  wi'ong  kind  of  pain. 
:  Co.  is  now  in  Phase  II  clinical 
f  a  new  antidepressant  that 
)y  blocking  Substance  P  and 
pubHsh  data  on  its  research  in 
nal  Science  by  mid-September, 
•esearchers  have  already  said 
Dound  is  as  effective  as  the  pop- 
3S  of  antidepressants  that  in- 
'rozac,  with  fewer  side  effects. 
Certainly,  Merck's  drug  may 
ut  it  could 
en  up  the 
V  approach 
ing  depres- 
ice  Prozac 
in  the  late 
If  the  data 
pressive  as 
say  it  is, 
a  remark- 
akthi'ough," 
Charles  B. 
¥,  chaiiTTian 
y  Universi- 
d1  of  Medi- 


Novartis  are  studying  Substance 
P  blockers  for  psychiatric  disor 
ders — where  financial  gain 
could  be  biggest  (chart).  Mar- 
ket reseai'cher  IMS  Health  Inc. 
estimates  that  antidepressants 
are  a  $5  biUion  market  in  the 
U.  S.  alone.   Says  Merrill 
Lynch  analyst  Steven  C. 
Tighe:  "If  it  tiiily  is  superior 
to  existing  antidepressants, 
then  you  could  be  looking 
at  multibillion  dollars  in  po- 
tential revenue." 

Researchers  at  Merck 
are  almost  giddy 
over  the  possibili- 
ties.   While  the 
company  declines 
to  comment  until 
the  Science  arti- 
cle is  published,  ' 
research  chief  Dr. 
Edward  M.  Scolnick 


BEYOND  PROZAC 

Several  companies  are  racing  to 
develop  a  n  ew  class  of  drugs  that 
block  Substayice  P,  a  neurotransmit- 
ter that  may  be  a  factor  in  depression 
and  other  psychiatric  conditions. 

MERCK  In  Phase  II  clinical  trials 
with  a  Substance  P  blocker  for 
the  treatment  of  depression. 
Other  possible  applications: 
schizophrenia,  anxiety,  and  K 


partment  of  _b!P°'.3!Ji'".6SS 


ry  and  be- 
sciences. 

are  not 
for  Merck 
em  how  re- 
e  the  new 
.  At  least 
ipanies  are 
ng  Sub- 
P  blockers 
>sible  use 
conditions 
ehemother- 
eed  nausea 
inia.  Mean- 
Pflzer  and 


NOVARTIS  In  early  trials  of  a 
compound  that  could  be  used 
to  treat  a  variety  of  medical 
conditions,  including  some 
psychiatric  disorders 

PFIZER  In  Phase  II  clinical 
trials  for  a  Substance  P 
drug  for  the  treatment  of 
chemotherapy-induced 
nausea.  Also  doing  pre- 
clinical work  on  Substance 
P  compounds  for  psychi- 
atric applications 


DATA:  COMPANY  REPORTS,  COWEN  S  CO, 


told  analysts  last  December  that  based 
on  a  six-week  study  involving  210  pa- 
tients, the  Substance  P  compound  ap- 
pears to  be  as  effective  as  the  widely 
used  selective  serotonin  re-uptake  in- 
hibitors (sSRis),  which  include  Prozac. 
At  a  recent  meeting  in  Glasgow,  Merck 
researchers  said  the  Substance  P  drug 
appears  to  have  a  lower  incidence  of 
some  of  the  pesky  side  effects  of 
SSRIS,  such  as  sexual  dysfunction. 
Substance  P  has  been  frus- 
trating researchers  for  decades. 
This  snippet  of  protein  was  dis- 
covered in  1931  by  scientists 
studying  tissue  from  horse 
brains  and  intestines.  It  wasn't 
until  1971  that  reseai'chere  were 
able  to  produce  it  in  piu'e  form. 
Another  20  yeai"s  passed  before 
Pfizer  created  an  effective  block- 
er. Why  so  long?  Scientists  foimd 
that  would-be  blocking  com- 
poimds  were  broken  down  by  en- 
zymes in  the  body  or  couldn't  get 
through  the  barrier  from  the 
blood  to  the  brain. 

Despite  Pfizer's  breakthrough. 
Substance  P  blockers  have  been 
ineffective  in  preventing  pain.  Al- 
lan I.  Basbaum,  chairman  of  the 
department  of  anatomy  at  the 
University  of  California  at  San 
Francisco,  says  Substance  P  ap- 
pears to  relay  only  certain  intense 
pain  messages;  it  may  have  little 
involvement  in  more  moderate  pain. 
"A  SHOCK."  Until  Merck's  annoimce- 
ment  last  year,  there  had  been  little 
work  done  on  Substance  P  and  de- 
pression. Wliile  Substance  P  is  found 
in  paits  of  the  bi"ain  believed  to  be  in- 
volved in  anxiety  and  mood  regula- 
tion, there  were  few  signs  that  it  had 
a  major  role  in  causing  depression. 
For  now,  Merck  won't  say  why  it 
started  looking  for  a  link.  "I 
think  [Merck's  work]  came  as 
a  shock  to  everyone  in  the 
field,"  says  James  E.  Ki-ause, 
a  vice-president  at  competi- 
tor Neiu'ogen  Corp. 

Merck's  compound  still 
faces  plenty  of  hurdles.  Un- 
expected side  effects  can  of- 
ten develop  as  proposed 
drugs  are  tested  on  larger 
numbers  of  patients.  But 
the    drug    industry  is 
buzzing  with  the  hope  that 
this  latest  twist  in  the 
Substance  P  saga  won't 
turn  out  to  be  another 
dead  end. 

By  Amy  Barrett 
in  Ph  iladelphia 
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BIG  CAR 
ON  CAMPUS? 

Daewoo  pays  college  students 
to  hype  its  cars  in  the  U.S. 

They're  young.  They're  enthusiastic. 
And  they're  in  for  a  tough  time. 
They're  the  Daewoo  Campus  Ad- 
visers, an  army  of  2.000  college  stu- 
dents liii-ed  to  create  a  buzz  among  theii- 
classmates  about  cars  never  seen  be- 
fore in  the  U.  S. 

They're  fi'om  Korea's  Daewoo  Motor 
Co.  Daewoo  has  been  aching  to  crack 
the  U.  S.  mai'ket  for  yeai's,  but  the  clos- 
est it  has  come  until  now  is  building 
the  Pontiac  Lemans  for  General  Motors 
in  the  early  '90s.  Now,  on  Sept.  1,  it's 
taking  the  plunge  on  its  own.  Daewoo 
hopes  to  sell  30.000  vehicles  in  its  fii'st 
year,  just  under  the  number  of  Beetles 
Volkswagen  plans  to  sell.  Problem  is, 
these  ai"e  no  Beetles.  Or  Toyota  rav4 
sport-utes,  or  Honda  Ci\'ic  coupes,  the 
"in"  cars  of  the  campus  crowd.  They 
are  three  consen'atively  styled  sedans. 
"Gen-Xers  are  very  aware  of  the  im- 
age their  cars  project,"  says  Wesley  R. 
Brown,  an  analyst  at  mai'ket  reseai'cher 
Nextrend  in  Thousand  Oaks,  Calif. 
"Daewoo  is  not  going  to  measiu'e  up." 

So  Daewoo  is  taking  extreme  mea- 
sm-es.  For  staiters,  it's 
not  fi-anchising  dealers 
but  opening  its  own 
stores,  as  it  has  done 
in  Britain.  Daewoo  will 
start  with  15  outlets, 
mostly  in  California, 
Florida,  and  the 
Northeast.  It  aims  to 
have  40  by  the  end  of 
1999  and  will  add  deal- 


Gen-Xers  may  not 
rush  to  buy  these 
conservatively 
styled  sedans 


ers    only    in    states  THESIS: 
where  faetoiy  stores  Cleirett  in  the 
are  illegal.  Leganza 

The  Daewoo  Cam- 
pus  Advisers,  deployed  at  some  200 
campuses  this  fall,  will  be  talking  up 
the  cai's,  lomning  Daewoo  events,  and 
directing  hot  prospects  to  the  nearest 
Daewoo  showToom.  There,  customers 
will  find  thi'ee  aggi'essively  priced  mod- 
els, from  the  S8,999  Lanos"  hatchback,  to 
a  Nubira  compact  around  $12,000,  to  a 
loaded  Leganza  sedan  at  .$18,600.  The 
non-negotiable  prices  include  roadside 
assistance  and  tliree  years  of  mainte- 
nance. Says  William  D.  Tucker,  vice- 
president  of  marketing  and  customer 
relations  for  Daewoo  Motor  America 
Inc.:  "We  felt  we  had  to  come  up  with  a 
way  to  approach  the  market  that  was 
totally  unconventional." 
KOREA  CALLING.  That's  wiiere  the  stu- 
dent ad\isers  fit  in.  They  get  a  straight 
commission  of  .$300  to  -$500  per  cai'  sold, 
depending  on  the  model,  and  also  re- 
ceive an  all-expense-paid  seven-day  jun- 
ket to  Korea.  In  September,  each  will 
get  a  cai"  to  use  for  thi'ee  months  fi'ee 
and  the  chance  to  buy  it  at  a  discount. 
"WTiat  they're  doing  is  unique  and  ex- 
citing and  a  chance  to  earn  some  extra 
money,"  says  Da\id  W.  Clewett,  a  part- 
time  MBA  Student  at  Loyola  Mai-jTnount 
LTniversity  in  Los  Angeles  and  a  Cam- 
pus Ad\iser.  "It  could  make  a  good  the- 
sis project." 

Daewoo  hopes  the  undertaking  turns 
out  to  be  more  than  an  academic  exer- 
cise. With  the  Korean  economy  ailing, 
its  car  sales  at  home 

  are  off  69%  through 

July.  "We've  got  plen- 
ty of  cars,"  Tucker 
quips.  Its  prospects 
are  mixed,  but  Dae- 
woo has  little  choice 
but  to  give  it  the  old 
college  try. 

By  Larry  Amstrong 
in  Los  Angeles 


NOVELL  HAS 
TO  HIT  THE  GAS 

It  needs  some  hot  produ( 
to  outmaneuver  Microso 

It  has  been  a  busy  year  foi 
Schmidt.  Since  taking  the 
Novell  Inc.  in  Apiil.  1997,  tl 
mer  top  technologist  at  Sun  Mii 
tems  Inc.  has  logged  2-50,000 
meeting  customers  and  promot 
ailing  software  maker.  He  recrui 
all-stai'  board  and  set  up  a  .$50 
ftmd  to  invest  in  software  startu 
slashed  expenses,  refocused  No 
networking,  and  pushed  new-  pr 
out  the  door — including  NetWai 
major  update  of  the  company's  co: 
w^ork  operating  system. 

An  enviable  record,  especially! 
the  mess  Novell  was  in  when  St;, 
anived.  But  the  hai'dest  pait  lies  • 
He  has  pushed  Novell  into  the  . 
by  trimming  costs,  but  revenuesii 
been  nearly  flat,  thanks  to  inrof: 
Microsoft  Corp.'s  Windows  xt,  ' 
has  built-in  networking  featui't 
Aug.  20,  Novell  is  exjDected  to 
earnings  for  the  quarter  ended  -J : 
of  about  $25  mil- 
hon — its  fouith  con- 
secutive quarterly 
profit   and   a  nice 
comeback  from  the 
$121  million  loss  last 
July.   But  analysts 
expect   nearly  flat 
revenue,   at  about 
$275  million  (chart, 
page  34).  For  the  fis- 
cal year  ending  Oct. 
31,  sales  are  expect- 
ed to  reach  $1.09  bil- 
lion,  up   8%  from 
1997  but  21%  below 
1996  levels. 
NET  PLAY.  The  lack 
of  revenue  gi'owth  is 
reflected  in  Novell's  ' 
stock.  While  other  networking  cc) 
nies — especially  those  associated ' 
the  Internet — soai-,  Novell's  stoi 
tumbled.  At  around  10,  it's  26%  i;' 
its  .52-week  liigh.  Tlie  market  still  ^ 
seen  Schmidt  deliver  on  a  goal  h; 
wiien  he  joined  Novell:  to  turn  the) 
pany  into  "a  pm-e-play  Internet  ai 
tranet  company." 

Schmidt  is  counting  on  NetWit 
wiiich  will  begin  shipping  in  SejS 


CEO  SCHMII: 

He'll  have  i 
do  more  the 
cut  costs 
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Now  There  s  A  Faster  Way  To  Turn  Business  Into 
Pleasure  At  Over  400  Hiltons  World\A^de. 


irn  Double  Miles  With  The  American  Express  Card. 

:rs  of  Hilton  HHonors*,  our  award-winning  guest  reward  program,  can  earn  both  points  and  miles  with  every 
ss-rate  stay.  And  now  you  can  get  twice  as  many  miles  just  by  charging  your  Double  Dip'  stays*  with  an 
an  Express  Card.  You  can  earn  double  miles  with  any  one  of  15  participating  airline  program  partners.  Before  you 
t,  you'll  be  trading  your  calculator  for  a  bottle  of  tanning  lotion.  But  huny,  this  offer  won't  be  around  for  long.  For 
iservations  at  any  of  over  400  Hiltons  worldwide,  call  your  professional  travel  agent.  You  can 


AMERICAN 
EXPRESS 


ike  reservations  and  enroll  in  HHonors  online  at  www.hilton.com  or  by  calling  1-800 -HILTONS.    ..■HH  Cards 


Hilton 


ble  Dip,  you  must  be  an  HHonors  member  and  request  HHonors  points  and  airline  miles  at  check-in  for  your  business-rate  stays. 
on.com  for  a  list  of  participating  airlines  or  call  1-800-552-0852  and  select  the  FaxBack  option.  Offer  valid  for  qualifying  stays  from 
'0  9/7/98,  Valid  only  on  Double  Dip  stays  charged  with  an  American  Express  Card,  If  you're  not  already  a  Cardmember,  call 
IE-CARD  or  visit  www,americanexpress,com  to  apply.  Normal  rules  for  earning  HHonors  points  and  airline  miles  apply.  Refer  to  your  HHonors 
;hip  materials  and  airline  program  membership  materials  for  rate  and  other  restrictions,  HHonors  membership,  earning  and  redemption 
s  are  subject  to  HHonors  Terms  and  Conditions.  The  Hilton  name  and  logo  are  trademarks  owned  by  Hilton,  ©1998  Hilton  Hotels. 
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ber,  to  cany  Novell  into  the  Internet 
Age.  The  company's  most  important  up- 
gi-ade  in  four  years,  NetWare  5  is  built 
entirely  on  Internet  standards,  allow- 
ing customers  to  mesh  theii*  corporate 
networks  "with  the  public  Net. 

With  those  features  and  favorable  re- 
views, it's  likely  that  many  Novell  cus- 
tomers will  buy  the  upgTade.  And  Nov- 
ell may  get  a  boost  from  Microsoft:  Its 
competing  XT  5.0  has  been  beset  by  de- 
lays and  appears  unlikely  to  ship  until 
late  1999 — years  behind  schedule.  That 
has  prompted  some  consultants  to  warn 
customers  against  buying  NT  5.0  until 
2001.  "Novell  has  a  great  window  of 
opportunity,"  says  Mary  McCaffrey,  an 
analyst  with  bt  Alex.  Brown  Inc. 
INERTIA.  Novell  has  already  proved  a 
hai'd  competitor  to  imseat.  Tliough  sales 
of  Windows  XT  passed  NetWai-e  for  the 
fii'st  time  last  year,  Microsoft  has  found 
it  har"d  to  cut  into  Novell's  existing  base 
of  80  million  customers.  "Novell  is  like 
an  old  pail'  of  shoes,"  says  Jon  Oltsik,  a 
Forrester  Research  Inc.  analyst.  "You 
think  you're  going  to  get  rid  of  them, 
but  they're  comfortable  and  it's  too 
much  trouble  to  buy  a  new  pair." 

Such  inertia  can  keep  Novell  coasting 
for  years.  But  to  gi'ow,  it  must  attract 
new  business.  Sclimidt  hopes  NetWai-e  5 
will  do  the  trick  by  generating  sales  of 
other  new  products,  such  as  Border- 


NOVELL:  STILL 
STRUGGLING 


A  MILLIONS  OF  DOLLARS 
"97  3Q  INCLUDES  $55  MILLION  CHARGE  TO  REDUCE  INVENTORY 
DATA:  COMPANY  REPORTS 


Manager,  which  manages  connections 
between  a  company  network  and  the 
Internet,  and  Z.E.N.works,  a  network- 
management  package.  "We  were  placing 
catch-up,"  says  Schmidt.  "Now  you  can 
judge  us  as  an  Internet  player." 

Wall  Street  is  not  yet  convinced: 
Novell's  $3.5  billion  market  cap  pales 
next  to  that  of  hot  Net  players  such  as 
Yahoo!,  which,  with  just  $67  milhon  in 
sales  last  year,  has  a  giddy  $8  billion 
valuation.  Sclimidt  has  numy  more  miles 
to  go  before  he  proves  that  Novell  is 
really  an  Internet  highflier. 

By  Amy  Cortese  in  New  York,  with 
Andy  Reinhardt  in  San  Mateo 


THE  INTERNET 


NOW  ANY  HACK 
CAN  BE  A  HACKER 


Just  when  computer  users  are  re- 
covering ft'om  scare  stories  about 
secmity  holes  in  E-mail  progi'ams — 
and  suppliers  ai'e  finisliing  fixes  to  plug 
them — here  comes  an  even  more  woni- 
some  problem.  On  Aug.  3,  a 
hacker  gi'oup  known  as  the 
Cult  of  the  Dead  Cow  began 
distributing  Back  Orifice,  a 
program  that  can  wi-eak  hav- 
oc on  PCs  running  Windows 
95  and  98.  Once  installed,  the 
softwai'e  makes  it  possible  foi' 
an  outsider  to  see  what's  on  spy 
the  screen,  read  keystrokes 
(passwords    or  credit-card 
numbers,  for  example),  and 
install  or  delete  progi'ams.  So 
far,  the  group  claims  50,000 
copies  of  the  free  program 
have  been  downloaded  from 
its  Web  site.  "Tliis  is  a  breath- 
taking tool,"  says  Susan  B. 
Levy  Haskell,  a  computer  se- 
cuiity  manager  at  the  Universi- 
ty of  Minnesota.  "It's  going  to  nail 
Corporate  America  to  the  wall." 

Worse,  it's  a  brealrtlii'ough  in  easy-to- 
use  hackware.  Computer-security  ex- 
perts say  the  software  is  as  simple  to 
use  as  any  Windows  program  and  turns 
the  novice  into  an  instant — and  poten- 
tially dangerous — hacker.  That  raises 
concern  that  insider  attacks,  which  al- 
ready account  for  some  70%  of  comput- 
er crimes,  could  become  far  more  likely. 
"You've  just  made  a  lot  more  people 
capable,"  says  Patrick  Taylor,  director  of 
marketing  for  Atlanta-based  Internet 
Seciuity  Systems  Inc. 
"SUBSTANTIAL  DAMAGE."  Wliat's  behind 
this  nefarious  development?  The  Cult 
of  the  Dead  Cow  says  that  it  released 
Back  Orifice  to  raise  awa)'eness  about 
security  problems  with  Microsoft  Corp. 
progi'anis.  "Back  Orifice  will  force  Mi- 
crosoft to  sit  up  and  take  notice,"  says 
Deth  Veggie,  a  member  of  the  gi'oup 
who  says  his  real  fii'st  name  is  Luke. 

Microsoft  is  taking  the  program  seri- 
ously. The  software  giant  has  300  em- 
ployees tiying  to  secLU'e  all  its  softwai'e 
pi-oducts  and  is  working  with  secmity 
companies  to  devise  ways  to  detect  the 
Back  Orifice  software.  As  Edmund 


Muth,  Microsoft's  product  manag; 
security,  concedes:  "This  is  the  k 
softwai-e  that  could  produce  verl 
stantial  dam.age  to  someone's  conn 
if  it  were  installed." 

And  installing  this  softw-are  itt 
difficult.  Computer  security  exper  ? 
the  program — which  is  remair 
tiny — can  be  hidden  within  an 
ment  to  an  E-mail  message.  OncJ 
unsuspecting  recipient  clicks  on  th': 
Back  Orifice  installs  itself  and  can^ 
transmitting  information  back  ti> 
sender.  I 

Various  seciuity  holes — includii| 
recently  disclosed  problems  with  l| 


programs  fi"om  Netscape  Commitc 
tions,  Microsoft,  and  Eudora — car' 
be  used  to  sneak  the  software  o: 
machine.  Experts  say  that  soft; 
patches  released  to  fix  bugs  ir 
E-mail  progi'anis,  for  example,  wilii 
vent  hackers  from  exploiting  the  i 
gi-ams'  flaws  to  install  Back  Oiificeji 
they  warn,  many  companies  are  c 
to  incoi-porate  software  fixes,  whilf,' 
ei"s  ignore  updates  altogether.  "Hov 
get  tliis  installed  is  actually  quite  t 
says  Drew  Williams,  manager  o 
InfoSecmity  sw.\T  team  for  Axent '  ■ 
nologies  Inc. 

Computer-secmity  companies  arfl 
veloping  antidotes.  The  progi'am  all 
detected  by  scanning  computers 
communications  line  that  may  be 
and  sending  data.  Regardless,  exjr 
warn  that  it's  dangerous  to  open  Et 
fi'om  people  you  don't  know.  "If  I  r 
know  what  it  is,  I  don't  open  it,"|3 
Charles  C.  Palmer,  manager  of  M 
network  secmity  gi'oup.  For  now,j|i 
may  be  the  best  safeguai'd.  : 
By  Ira  Sager  in  New  " 


A  bit  of  free  software  is  giving 
computer-security  experts  fits 


DEVILISHLY  EASY 

The  program  can 
instantly  turn  a 
novice  into  a 
dangerous 
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'^A  color  printer  has  to  have  great  resolution  —  or  even 

my  best  shots  will  missJ^ 


Mike  Klemme 
International 
Golf  Course 
Photographer 
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When  image  counts,  you  can  count  on  Lexmark.  The  new  Optra™  Color  family 
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DO  THROUGH  THE  LENS.  WhAT'S  MORE,  YOU  CAN  PRINT  UP  TO  12  COLOR  PAGES  PER  MINUTE. 

You  TOLD  US  YOU  WANT  TO  PRINT  QUICKLY,  CLEARLY,  EASILY  AND  INEXPENSIVELY  - 
JUST  AS  YOU  DO  IN  BLACK  &  WHITE.  WlTH  THE  BRILLIANCE  OF  VIVID  COLOR.   SO  OUR  OPTRA 

Color  family  does  .iust  that  -  at  prices  as  low  as  S449.*  Call  i-8oo-lexmark 
(1-800-539-6275)  or  visit  us  at  www.lexmark.com/s/  to  see  product  information  that 
will  make  your  choice  clear.  Exactly  what  you  want.. in  print. 
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COMIVIENTARY 

By  Joseph  Weber 


CANADA'S  HEALTH-CARE  SYSTEM  ISN'T  A  MODEL  ANYMORI 


They  are  tales  of  a  health-care  sys- 
tem gone  awry:  A  10-year-old 
boy,  Jean-Frangois  Giguere- 
Belisle,  died  in  June,  1997,  after  his 
ruptured  appendix  went  undiagnosed 
in  two  clinics  and  an  emergency 
room.  Jeyaraanie  Kaneshakumar,  35 
and  pregnant,  succumbed  to  a 
brain  hemorrhage  last  fall 
after  doctors  couldn't  find  a 
neurosurgical  facility  that  had 
room  for  her.  Last  September, 
Frances  Lever,  49,  died  after 
her  stomach  pains,  allegedly 
misdiagnosed  after  weeks  of 
cancelled  appointments, 
turned  out  to  be  cancer. 

HMO  hoiTor  stories?  Not 
this  time — these  patients  died 
in  Canada.  With  its  fi-ee  care 
for  all  citizens  and  relative 
lack  of  bui'eauci-acy,  Canada's 
"single-payer"  national  health 
system  has  been  proffered  as 
the  antidote  to  for-profit  man- 
aged care,  which  has  left 
more  than  40  million  people 
in  the  U.  S.  without  medical 
insurance.  But  Cana- 
da's government-run 
complex  is  also  grow- 
ing distinctly  unwell. 
SQUEEZE.  Federal  and 
provincial  govern 


July  30,  physicians  across  British  Co- 
lumbia shut  their  offices  for  five  days 
and  pledged  to  repeat  the  protest 
monthly.  Virtually  all  obstetrician- 
gynecologists  in  Alberta,  furious  at 
the  paltiy  $185  cap  on  the  fee  for  a 
dehvei-y,  warn  that  they  will  opt  out 


of  the  state  system, 
forcing  patients  to 
pay  for  services.  Crit- 
ics charge  that  hospi- 
tal closures  have  led 
to  the  deaths  of  pa- 

ments  are  gi-appling   ^'^.Z.    tients  who  have  been 

with  the  fiscal  duress     CARDIOVASCULAR  (BYPASS)   18.2     turned  away  from 

NEUROSURGERY 16.5     Jammed  facilities.  And 

waiting  lists  for  com- 


Patient  Patients 


Median  wait,  in  weeks,  for 
specialist  care  in  Canada 
OPHTHALMOLOGY  24.6 


caused  by  the  near- 
tripling  of  real  public- 


health  spending  from      M^**'.^''.^."':"''^  mon  procedures, 


12.2 


GYNECOLOGY 
INTERNAL  MEDICINE 
GENERAL  SURGERY 


1980  to  1990.  Since 
the  system  sets  no 
limits  on  demand,  pa- 
tients seek  as  much 
care  as  they  can  get, 
driving  up  costs.  That  has  helped 
push  total  government  debt  to  90% 
of  gi'oss  domestic  product,  vs.  45%  in 
the  U.  S.  Bureaucrats  have  had  to 
ration  supply  by  shutting  hospitals, 
reducing  medical  payments,  and  lim- 
iting the  hours  doctors  can  spend  in 
surgeiy. 

As  a  result,  sei-vice  has  plummet- 
ed, and  physicians  and  patients  are 
steaming.  From  Montreal  to  Vancou- 
ver, doctors — whose  pay  has  barely 
budged  since  1993 — have  staged  or 
threatened  job  actions  this  year.  On 


DATA  FRASER  INSTITUTE.  1997 


11.6     which  have  always 
7  3     been  pi'otracted,  have 
y  .     stretched  even  longer. 
■         So  as  flu  patients 
lie  queued  up  on  hos- 
pital gurneys  and  as  some  cancer  pa- 
tients wait  more  than  two  months 
for  radiation  treatments,  critics  ar- 
gue that  American-style,  market-dri- 
ven medicine  may  not  be  such  a  bad 
thing.  Keep  universal  coverage,  they 
say,  but  let  Canadians  pay  for  care  if 
they  want.  "Create  competition ...  and 
if  the  private  sector  performs  better, 
then  people  will  flock  to  it,"  says  Dr. 
William  J.  McAilhui-,  a  fellow  at  the 
market-oriented  Fraser  Institute,  a 
private  think  tank. 

Supporters  of  the  status  quo  wor- 


ry that  partial  privatization  will  pr| 
vide  good  care  for  the  rich  while 
shunting  the  poor  to  crowded,  lowi 
quality  facilities.  Besides,  most  C 
dians,  who  see  universal  health  c; 
as  part  of  the  national  identity, 
very  clear  that  they  don't  want  an 
American  system,"  says 
Hugh  Armstrong,  a  profess:; 
at  Carleton  University  Sch(- 
of  Social  Work. 
FREEDOM  TO  CHOOSE.  Ther( 
are  signs  that  market  refom 
is  inevitable.  The  Alberta  gc 
emment  recently  won  a  com 
promise  allowing  patients  to 
go  to  private  clinics  for 

PRIVATE  PRACTICE 
Health  Resource  Group's 
Miller  wants  to  move  bey( 
the  government  system 

cataract  sui'geiy  Quebec's  Ir 
stitut  de  Cardiologie  de  Mon 
real  wants  to  sell  heart 
surgery  to  Americans.  And  i 
Calgaiy,  private  Health  Resource 
Group  Inc.  has  invested  $2  million  tc 
reftu'bish  a  former  government-fund( 
hospital  to  sei-ve  third-paity  insured 
patients — typically,  expatriates — and 
those  covered  by  worker's  compensa 
tion.  "I  want  freedom  for  people  to 
choose,"  says  Dr  Stephen  D.  Miller, 
Health  Resource's  co-founder. 

In  the  best  of  worlds,  institutioni 
would  serve  any  Canadian  with  the 
means  to  pay.  The  poor  and  people 
with  catastrophic  ailments  would  b« 
protected  by  requiring  doctors  who 
see  paying  patients  to  work  in  the 
public  system  as  well.  But  first,  ar- 
gues medical  student  David  Gratzei 
a  well-known  critic  of  the  system, 
"there  has  to  be  a  recognition  thai 
something  is  wrong." 

Americans  might  consider  that 
they  look  longingly  north.  Universal 
health  coverage  is  an  admirable  in-  i 
tention.  But  a  hybrid  system  that  aj 
lows  some  competition  may  producej 
better  care  and  lower  overall  cost—; 
model  tioily  worth  emulating.  j 

Weber  is  business  week's  Toronh 
bureau  chief.  1 
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IS  THE  COMPANY  THAT  BROUGHT 
THE  INTERNET  TO  BUSINESS  BEHIND  YOUR  ISP? 


03  Cisco 

^  Powered  Networki, 


Meet  the  most  powerful  team  in  business  network  services:  Cisco 
Systems  and  Cisco  Powered  Network  service  providers.  Virtually 
every  piece  of  information  that  travels  across  the  Internet  travels 
across  Cisco  equipment.  Your  Cisco  Powered 
Network  service  providers  use  this  very  same  Cisco  Systems 
equipment  to  bring  new,  innovative  network 


services  to  your  business.  You  can  get  behind  BfnillinMmlMli™® 

F.MPOWF.RING  THE 

the  whole  program  at  WWW.cisco.com/cpn.         Internet  Generation'" 


In  Business  This  Week 


II 

EDITED  BY  KELLEY  HOLLAND 


BILL  GATES'S 
COURTROOM  DRAMA 

here's  an  alternative  to 
Monicagate  for  TV  pundits: 
How  about  dissecting  Bill 
Gates's  performance  on  tape 
when  he  testifies  in  the  fed- 
eral antitrust  case  against 
Microsoft?  On  Aug.  1 1 ,  Judge 
Thomas  Penfield  Jackson 
ordered  that  court  be  open  to 
the  public — and  possibly  tele- 
vised— when  Gates  and  other 
Microsoft  execs  testify.  Com- 
pany lawyers  are  appealing 
the  ruling  with  the  U.S. 
Court  of  Appeals  for  the  Dis- 
trict of  Columbia.  Microsoft  is 
proposing  that  the  executive 
depositions  be  videotaped 
while  the  company  and  Jus- 
tice argue  over  whether  the 
tapes  should  be  aired  publicly. 
Microsoft's  move  makes  it 


CLOSING  BELL 


THE  GREAT  SCAPE 

For  Internet  stocks,  it  has 
been  a  sizzling  summer.  But 
for  Netscape  Communica- 
tions, which  traded  as  high 
as  44  in  early  July,  the 
weather  has  been  unseason- 
ably cool:  By  early  August, 
its  shares  were  below  25.  All 
that  changed  on  Aug.  10, 
when  Netscape  soared  24%, 
to  31'/.,,  as  the  market  was 
drifting  down.  The  news: 
Netscape  hired  former  Ora- 
cle executive  Barry  Ariko  as 
its  chief  operating  officer. 
Next,  analysts  expect  a  lift 
from  new  channels  on 
Netscape's  Web  site. 


AUG.  3, '98  AUG.  11 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


almost  certain  that  the  Sept. 
8  start  date  for  the  trial  will 
be  delayed. 

IS  BURMA  TOO  HOT 
FORARCO?  

ARCO,  ONE  OF  TWO  AMERICAN 

oil  companies  doing  business 
in  Burma,  said  on  Aug.  11 
that  it  plans  to  get  out.  It 
says  new  priorities  after  its 
$3.3  billion  acquisition  of 
Union  Texas  Petroleum  made 
it  decide  not  to  renew  its  oil 
exploration  lease.  But  Simon 
Billenness,  senior  analyst  at 
socially  responsible  investment 
fiiTn  Franklin  Reseai'ch  &  De- 
velopment, ai'gues  that  shai'e- 
holder  pressm-e  to  stop  doing 
business  with  Birnna  over  hu- 
man rights  concerns  "simply 
wore  down  management." 
Ai-co  had  spent  about  $50  mil- 
lion on  two  offshore  weDs.  Tlie 
move  makes  Unocal  the  last 
big  U.  S.  investor  in  Brnma. 


CHECKFREE TAKES 
A  BAD  BOUNCE 

SHARES  OF  CHECKFREE  HOLD- 
ings  dropped  41%  on  Aug.  12 
after  the  home-banking  ser- 
vice provider  warned  analysts 
that  fiscal  1999  eaniing's  would 
be  12(2-16^  a  share,  half  what 
they  had  expected.  CheckFree 
said  subsciiber  growth  in  fiscal 
1999  will  be  4%  to  6%,  not  8% 
to  10%.  Why  the  changes? 
Banks  ai"e  delaying  mai'keting 
independent  online  banking 
services  such  as  CheckFree 
wMle  they  promote  then-  own 
Web  sites.  Also,  banl^  mergei-s 
such  as  the  pending  combina- 
tion of  Wells  Fai'go  and  Nor- 
west  ai'e  slowing  the  gi'owth 
of  online  banking.  Finally,  an- 
alysts say  CheckFree  faces  in- 
tensifying competition  from 
Microsoft  and  Fu'st  Data. 


BIG  BLUE  VS. 

THE  MUSIC  PIRATES 

A  COUPLE  OF  YEARS  AGO,  IBM 
had  a  bright  idea:  a  system 


HEADLINER:  WILLIAM  McGUIRE 


HEADACHE  AT  UNITED  HEALTHCARE 


II 


United  Healthcare  CEO 
William  McGuire  seemed 
immune  to  managed  care's 
woes.  But  after  a  sur- 
prise $900  miUion 
write-off  that 
quashed  its  deal 
to  buy  Humana, 
the  physician- 
tumed-exec  is 
stiTiggling  to  re- 
gain investor 
confidence.  "Bell- 
wether stocks  are 
not  supposed  to  do  this," 
snaps  Merrill  Lynch  ana- 
lyst Roberta  Walter.  She 
thinks  it  will  take  a  year  of 
solid  earnings  to  restore 
the  stock,  off  34%  since  the 
announcement  on  Aug.  6. 

Wliat  really  peeved  in- 
vestors— and  shocked  some 
directors — were  problems 
in  what  they  had  been  told 


would  be  a  growth  area 
em'olling  Medicare  pa-  ? 
tients.  McGuii-e  admits 
underestimated  the  o? 
plexity  and  cost 
the  business.  H 
there  will  be 
larger-than-e 
pected  charj 
for  a  planne( 
restructuring 
'There's  no  qi;- 
/       tion  about  hum: 
ty,"  says  McGuire. 
Apart  from  the  interr 
problems,  one  director  s> 
there  had  "certainly  bee 
some  mixed  feelings"  ab ! 
the  need  to  do  the  Hum; 
deal.  McGuire  insists  th( 
charges  were  not  aimed , 
sabotaging  it,  but  says 
United  is  "better  off' 
cleaning  house  first. 

By  Ridmrd  Melt  : 


to  protect  electronic  "content" 
such  as  magazine  articles  fcom 
illegal  copying.  It  didn't  catch 
on.  Now,  Big  Blue  has  a  simi- 
lar idea  for  the  music  busi- 
ness, which  is  sending  out 
more  product  online  these 
days.  IBM  is  in  talks  with  com- 
panies including  Sony  Music 
Entertainment  and  Time 
Wamer  to  supply  software  to 
distribute  music  over  the  In- 
ternet. The  system  is  designed 
to  let  consumei's  sample  music 
wliHe  preventing  pii-acy  or  im- 
paid  copying.  IBM  plans  con- 
sumer tests  before  releasing 
the  software.  InfoMai'ket,  the 
earlier  IBM  service  for  selling 
publications  on  the  Web, 
flopped  and  was  sold. 

KERKORIAN: 
FEED  MY  LION 

IS  METRO-GOLDWYN-MAYER  ON 

the  block?  Insiders  say  bil- 
lionaire Kirk  Kerkorian,  who 
owns  65%  of  the  company,  is 
tired  of  poui^ing  money  into 


MGM,  which  wrote  dowrS 
million  in  its  most  rer 
quarter  for  such  loseia 
Species  11  and  Dirty 
But  Kerkorian  may  simp  t 
looking  for  a  partner  it 
deep  pockets  and  TV  disil 
ution.  Former  Chrysler  F 
Jerome  York,  who  Ji 
Kerkorian's  holding  comin; 
Ti-acinda,  has  already  t^e 
vrith  Time  Wamer  and  H 
Corp.  about  supplying  s 
infusions  in  exchange  foili 
use  of  mom's  hefty  filmn 
TV  library. 

ETCETERA... 

B  British  Telecom  is  bun 
MCi's  24.9%  stake  in  ConP 
their  joint  venture. 

■  Cendant  announced  p 
to  sell  classified-advertid! 
and  software  units. 

■  Community  spirit:  Ejt 
is  launching  tools  to  con  c 
like-minded  Net  surfers 

■  Sumitomo  will  pay  $99jl 
lion  to  settle  six  class  acin 
relating  to  copper  losse; 
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To  everyone  who  thinks 
computers  are  too  - 
complicated,  too  costly 
or  too  beige: 


Say  hello  to  iMac. 


We'd  like  to  introduce  you  to  IMac  -the  first  really 
new  computer  in  a  long,  longtime. 

It's  designed  to  work  in  some  refreshingly 
un-computerlike  ways  to  make  your  life  better 
And  a  lot  easier 

For  starters,  iMac  is  e;Lsy  to  look  at.  You  don't 
have  to  hide  it  when  company  comes. 

iMac  hiLs  inner  beaut)',  too.  It  far  outperforms 
other  low-cost  computers,  and  even  humbles 
the  Pentium  chips  in  PCs  three  times  the  price. 

But  its  greatest  power  is  this:  You  can  bring 
an  iMac  home,  take  it  out  of  the  box  and  be 
cruising  the  internet  in  less  than  ten  minutes. 

Because  it's  easy  to  buy  (no  e.xtra  decisions). 
E;isy  to  set  up  (just  add  electricit)  ).  Aiid  e:Lsy  to  use 
(one  click  and  hello,  internet). 

So  say  goodbye  to  complexity.  Say  goodbye 
to  boring.  Say  hello  to  iMac. 


I'dsler  IS  hi'/ler.  Way  jtislcr  is  irtiy  hch 
I.  \kic  ,V  I'oK  L'li'C,  ( )  cbi/)  Is  luore  Ihari 
(IS  fdsl  (IS  the  Ill/el  (!t'lmi)i  />rocessor 
most  Ihiuw  ainijnik'ys^  Aniazinii^l) 


s  bcickskte  is  cooler  IIhih  wds/  PCs  '  froiilsides. 
he  harulle  to  ;j,o  from  room  to  room,  or  dorm 
il  t  to  dorm  room.  ( Try  llkit  intl)  a  bulky !'(,'.  J 


oiit/ierjorms  the  -lOilMII:  Pentium  II processors  in  bigh-en 


Processor  Speed  Comparison 
iMacG3/233 
Pentium  II  /  400 
Celeron  /  266 


J8^ 


not  the  past.  With  its  new  iiidustry-stdiuldrd  I  SB 
127  derices simply  l)y plin^j^iii;.^  tl}em  in -printers,  disk 
'■Disk),  scd liners,  joysticks,  digitiil  aimenis  urn  I  more, 
d iinpliigdil you  ivdiit-no  restdrting  necessdry. 


Ihe  displciy  isyour  li 
to  the  internet  diidti 
for  your  ivork.  So  it  I 
great.  This  dazzling 
is  spacious  (15"  did. 


iMac  can  run  the  more  than 
lO.OOO  available. \lacmtosh 
ajifilications.  .\iidit  comes 
complete  If  ith  12  of  the  best- 


ir H"  viewable).  /;^#^',',''  Vy"''^K''0'fe  Microsoft  Internet  Explorer 
veiy  hie,h-res  (1024 x'^'  Delu.xe  9S.  Kai's Photo  Soap  SE.  two  hot  new 
^stNano.s'iiurandMDK)  and  the  very  tasty 
ims-Sonoma  (liiideto  Good  Cooking. 


Built-in  stereo  SRS  surnnind-smind  sfmikers  let  you  enjc 
the  sounds  you  love-be  they  the  subtle  strings  of  Mozart 
the  less-than-subtle  bitists  ofstarfighter  laser  cannons. 


Dual  headphone  jacks  lei  yini  and  a  buddy  enfjy  tho. 
otherworldly  games  without  disturbing  the  uninitiated. 
And  a  built-in  infrared  connection  lets  you  zap  files  to  at 
from  a  PowerBook  with  nary  ii  wire  in  sight. 


Go  ahead,  write  the  great 
American  novel.  Write 
three,  i Mac's  ^-gigabyte 
hard  disk  lets  you  think 
extremely  big.  It  also 
comes  equifiped  irith  j2 
megabytes  of  memory 
(expandable  to  12H)  and 
a2-ixCD-R(JMdrive 


The  KiilrepreiiL'Lii;  dels tbchcsl aj holh ii-orhls- 
Ihe  iihilily  Id  riDi  till  Ihc  (iilidiiccil Macnilosh 
t//i/iliC(ilin//s.  /)l/is  Ihe o/ilitiii  Id  d/icii  WlinlaifS 
files  liir  Li  x'ii  run  Wiiiiloirs 
(i/)/>liailiiiiis  I  S(i  il  'setisy  lo 


GoLive      -t    1     hnn;j,his  ii  iirk  IviDie  IniDi 

CyberStudio  J  \ 

Ihe  office.  A'ol-SD-secrelly 
ihviinis  i)J  chiiekin;^  Ihe  office  i/llo,^elher  lo 
sliirl  (III  liileniel-lkiseil home  hiisiiiess  selliiin 
l)icniiii,'.^f(irti/iheniiili(i  on  Iheireh. 

Web  design  GoLive  CyberStudio 
Finances  Ouicken  Deluxe  98 


Plug  it  in.  Tun 


The  Grandma  Shares  Dr  Seuss  uiul (jirioiis  George 
CDs  when  i^nindkuls  are  in  loicn  and- using  e-mail- 
Sla  vs  ironderfiillv  close  ivilh  Ihe/ii  when  Iher  're  nol. 
Orders  hard-lo-find gardening  hooks  online.  And  uses 
iUac  laii(l'<C(i/>ing/nvgrain  firererylhingin  Ihegcirdeii 
from  filanl  seleclion  lo  jiredicling 
;       shadow /kiilerns- before  ever 

/wiling  Irowel  lo  earth.  In 


chai  ge  of  creating  garden 
cliih  iieirslelter 


1 


^      As  gardener:  3D  Landscape 
Adobe  PageMaker 
As  grandma:  Internet 
Explorer.  Outlook  Express 


The  Plaver  Ciirrenlly  in  JJrddayofan  internet 
.llini/.ork game  leilh  best  jrieiid  Rudy,  irho  moved 
1.000  miles airay.  Holies 
his  gaming  cho/)s  online  at 
game^pot  com.  Went  from  ^^PB^SH\ 
ii  I)'  loan  \  on  his  latest 
booh  iv/ioii  by  adding  e]V-/>o/i/iing  gra/ihics  land 
making  liberal  use  oj  the  sIk'U  checker  I. 

Playing:  Tomb  Raider.  Star  Trek:  Birth  Of  The  Federation 
Working:  AppleWorks 
E-Mailing-  QuickMail  Pro 


le  yourself. 


lotiiif;  I'nrent,  Isn  1  askiJiiifoy  iniicli 

'k  hesi  /lossihlc  fi/l/ire  /or  kr  (/(i/i;4'/(-'i 
he  Ih'sl possible  eiliicdlioii  to  hclj>  her 
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rED  BY  OWEN  ULLMANN 


ONORGATE:  WHY 
mj  RENO  CANT  WIN 


rom  her  fii'st  days  as  Attorney  General,  when  she  took 
responsibility  for  the  Waco  debacle,  Janet  Reno  has  been 
a  political  untouchable.  White  House  aides  can  giipe  that 
i  not  a  team  player  and  has  been  too  quick  to  seek  inde- 
ient  counsels.  And  Capitol  Hill  Republicans  can  dub  her 
newall  Reno"  for  resisting  pressure  to  appoint  a  special 
ecutoi'  to  investigate  the  curious  fund-r"aising  of  the  Clin- 
5ore  campaign  in  1996.  But  all  that  sniping  just  bounces 
leno's  back.  Or  did.  Now  her  chaiTned  political  cai*eer  may 
ver 

M  Director  Louis  J.  Freeh  and  Chai'les  G. 
ella,  the  Justice  Dept.  prosecutor  investi- 
ig  alleged  campaign-firiance  abuses,  are 
1  calling  for  the  appointment  of  an  inde- 
lent  counsel.  Caught  between  an  increas- 
f  hostile  Republican  Congress  and  an  in- 
singly  womed  White  House,  Reno  is  in  a 
■lose  situation. 

fES  OUT.  The  Attorney  General,  who  ear- 
this  year  declared  that  there  was  insuffi- 
t  evidence  to  warrant  an  independent 
)e  into  '96  fimd-raising,  is  reviewing  new 
•mation  uncovered  by  LaBella's  task  force 
has  promised  a  decision  by  the  end  of  Au- 
..  That  gives  her  an  opportunity  to  exe- 
1  a  political  pirouette — something  that 
,y  legal  experts  expect  her  to  do.  But 
tever  option  Reno  chooses,  her  mystique 
(dependence  is  sure  to  be  damaged.  "She's  in  a  tough  sit- 
Dn,"  says  American  University  political  scientist  James  A. 
rber.  ''She  may  have  to  tap  her  resei"ve  of  support  among 
American  people." 

he  stakes  are  enormous  for  President  Clinton  and  even 
ler  for  Al  Gore.  In  fact,  the  Vice-President's  political  fu- 
:  may  hang  in  the  balance.  An  independent  counsel  with 
s  latitude  could  target  Gore  for  making  '96  fimd-raising 
.  from  his  oi3ice  or  for  collecting  questionable  contiibutions 


HER  CALL:  Reno,  with  Freeh 


at  a  Buddhist  temple  in  Califomia.  Such  a  probe — even  if  it 
ultimately  uncovers  no  wrongdoing — would  cast  a  shadow 
over  Gore's  2000  Presidential  bid.  It  would  also  hamper  his 
fund-raising  and  encoui'age  refonners  such  as  former  Senator 
Bill  Bradley  (D-N.J.)  (story  below),  Senator  Bob  KeiTey  CD- 
Neb.),  and  Senator  John  Keny  (D-Mass.)  to  seek  the  nomi- 
nation. That  might  lead  to  a  messy  primaiy  battle  that  re- 
hashes previous  campaign  abuses  and  hurts  Gore's  general 
election  prospects  if  he  does  win  the  nomination. 

Republicans  are  clearly  relishing  the  possi- 
bilities. That's  why  they'll  be  furious  if  Reno 
just  says  no — or  authorizes  a  limited  probe 
that  doesn't  zero  in  on  Clinton  or  Gore.  If 
she  resists,  some  Republicans  ai"e  ready  to  de- 
mand she  resign.  The  House  Government  Re- 
foiTTi  &  Oversight  Committee  already  has  cit- 
ed her  for  contempt  of  Congi-ess  for  refusing 
to  siUTender  a  confidential  memo  by  LaBella. 

The  Clintonites,  for  their  part,  insist  that 
they  ai'e  not  tiying  to  lean  on  Reno.  But  they 
sent  a  not-so-subtle  message  to  LaBella:  He 
was  denied  the  assignment  he  coveted,  U.S. 
Attorney  in  San  Diego. 
LITTLE  CHOICE.  Republican  tlireats  and  White 
House  heat  may  not  matter  much  at  this 
point,  though.  The  consensus  among  pohtical 
observers  is  that  Reno  has  little  choice  but  to 
name  yet  another  independent  counsel.  Their 
reasoning:  It  vriU  be  difficult  for  her  to  dismiss  the  strong  rec- 
ommendations of  both  her  FBI  chief  and  her  own  task  force. 
"For  political  and  legal  reasons,  she  has  got  to  do  it,"  says  C. 
Boyden  Gray,  White  House  counsel  to  President  George 
Bush.  "She  would  be  ridiculed  if  she  didn't." 

In  the  end,  whatever  decision  Reno  reaches  will  be  called 
both  cowardly  and  coiu'ageous.  The  only  question  is  whether 
it  will  be  Democrats  or  Republicans  demanding  her  scalp. 

By  Richard  S.  Dtnihatn 


CAPITAL  WRAPUP 


mPLEY:  IN  PLAY  FOR  2000? 

Former  New  Jersey  Senator  Bill 
'adley  has  returned  to  the  political 
urt  in  what  some  scandal-weary 
jmocrats  hope  is  a  prelude  to  a  2000 
'esidential  bid  by  the  pai'ty's  "Mr. 
ean."  Bradley's  own  political  action 
mmittee,  dubbed  Time  Future  Inc., 
ised  $120,000  in  the  first  six  months 
1998,  according  to  Federal  Election 
)mmission  reports.  Among  the 
nors:  Hollywood  producer/director 
'dney  Pollack  and  ex-Chicago  Bulls 
ach  Phil  Jackson,  a  Bradley  team- 


mate on  the  world  champion  New 
York  Knicks  back  in  the  1970s. 

Bradley's  pac  has  distributed  $21,000 
to  Democi'atic  candidates,  including 
three  endangered  women  senators: 
Patty  Murray  of  Washington,  Carol 
Moseley-Braun  of  Illinois,  and  Barbara 
Boxer  of  California.  Bradley  is  an  eclec- 
tic expert  on  issues  ranging  from  race 
relations  to  global  economics — and  a 
leading  advocate  of  campaign-finance 
reform.  Ironically,  he  is  sure  to  make 
friends  thi'ough  the  generosity  of  his 
PAC.  That  could  come  in  handy  should 
Bradley  decide  to  run. 


CHALLENGING  LIBERAL  LEADERS 

►  Democratic  moderates  in  the  House 
are  hoping  to  tug  their  liberal  leader- 
ship to  the  center  by  mounting  a  chal- 
lenge for  the  No.  4  post.  Representa- 
tive Calvin  M.  Dooley  (D-Calif.),  co- 
chair  of  the  centrist  New  Democrat 
Coalition,  is  running  for  vice-chair  of 
the  House  Democratic  Caucus.  But 
with  moderates  in  the  minority,  Doo- 
ley faces  a  tough  race.  The  front-run- 
ner is  Robert  Menendez  of  New  Jer- 
sey, a  foui-term  liberal  who  has  a 
strong  pro-union  record. 
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MERGERS 


FROM  BIG 
TO  BEHEMOTH 


After  BP-Amoco, 
the  oil  patch  may 
be  in  for  a  wave  of 
megamergers 


Since  taking  command  at  British 
Petroleum  Co.  in  1995,  John 
Browne  has  been  sending  shock 
waves  through  the  oil  industry. 
Now  he  is  close  to  pulling  off  his 
biggest  shocker  yet.  The  $58  billion 
merger  with  Amoco  Corp.  announced 
on  Aug.  11  not  only  will  create  a  third 
"supeiTnajor,"  approaching  Exxon  Corp. 
and  Royal/Dutch  Shell  Group,  it  also  may 


herald  a  sweeping  GOT  GAS?  The  n 

realignment  of  the  outfit  ivill  boast 
industiy.  some  18,000  out 

Big  Oil  has  been   

one  of  the  few  industries  left  largely 
touched  by  the  1990s'  merger  frenzy, 
longer.  With  the  new  bp  Amoco  PLC 
apulted  into  the  industiy's  top  tier,  pi 
sure  will  be  intense  for  others  to 
the  wave.  Indeed,  shares  of  Chevi 
MobO,  and  Texaco  all  spurted  on  Aug. 
despite  the  overall  mai'ket  decline.  "1 
deal  puts  pressure  on  all  the  oil  con' 
nies,"  says  Stan  Majcher,  petroleum 
alyst  at  Los  Angeles-based  institutic 
fund  manager  Hotchkis  &  Wiley. 
market  is  saying,  'You  need  to  be 
tremely  large  to  be  competitive.' " 
RABID  RIVALRY.  Browne,  50,  will  be  i 
of  the  new  company  while  his  coun' 
part  at  Amoco,  H.  Laiu-ance  Fuller, 
will  be  co-chairman  until  his  r-etii'em 
at  the  end  of  2000.  In  an  intervi 
Browne  insisted  that  bigger  is,  ind( 
better.  Competition  is  becoming  fie 
as  national  companies  from  Venezu 
Saudi  Arabia,  and  China  branch  oul 
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WHY  BIG  OIL 
WANTS  TO  BECOME 
EVEN  BIGGER  OIL 

►  Greater  size  gives  effi- 
cient producers  a  way  to 
further  lower  unit  costs  in 
an  era  of  low-priced  oil 

►  Behemoths  can  build 
"core"  exploration  areas 
to  spread  the  costs  of 
platforms  and  pipelines, 
gaining  an  advantage  over 
more  scattered  rivals 

►  Greater  financial 
strength  is  needed 
to  afford  the  up 
to  $5  billion 
projects 
planned  in 
frontier  areas 
such  as  West 
Africa  and  the 
Caspian  Sea 

►  Geographic  diversity 
can  help  shield  the  Bigs 
from  regional  downturns 
such  as  Asia 

►  Investors  are  lavishing 
the  largest  oil  companies 
with  price-earnings  premi- 
ums of  around  20% 

DATA:  BUSINESS  WEEK 

;•  home  temtoiies.  Eui'opean  outfits 
Total  and  Elf  Aquitaine  are  also 
enging  big  internationals.  To  prosper 
1  era  of  $13  crude  oil,  Browne  says, 
panies  need  vast  financial  clout  as 
as  scale  to  diive  down  costs.  With 
ilopment  costs  for  new  fields  in  the 
)ns  of  dollars,  only  the  largest  com- 
es are  likely  to  get  access  to  giant 
s  where  the  biggest  profits  ai"e  made, 
nd,  Browne  says,  companies  are  go- 
to have  to  invest  heavily  to  supply 
easingly  demanding  consumers  with 
ner  and  cheaper  fuels,  licjuefied  nat- 
gas,  or  packages  of  petrochemical 
stocks.  Indeed,  investors  ai'e  ah'eady 
arding  Shell  and  Exxon  with  price- 
lings  premiums  of  around  20%. 
P  Amoco  will  now  have  plenty  of 
.  Its  $6.4  billion  in  profits  would  put 
new  entity  third  beliind  Exxon  and 
11,  while  its  14.8  billion  barrels  of  oil 
gas  reserves  would  rank  bp  Amoco 
:nd  behind  Shell  among  nonstate  oil 
panies.  The  company  would  have 
rly  18,000  gasoline  outlets  world- 
e,  rank  third  among  the  world's 


JlMQCOj 


largest  chemical  makers,  and  be  the 
largest  U.  S.  producer  of  oil  and  gas. 
To  increase  profitability,  bp  Amoco  ex- 
pects to  whack  about  $2  billion  in  costs 
within  two  years  of  closing  the  deal. 
About  $1  billion  will  come  from  6,000 
job  cuts,  many  of  them  in  U.S.  down- 
stream operations. 

But  it  is  not  cost-cutting  that  excites 
Browne.  He  sees  the  deal  as  a  spring- 
board from  the  second  tier  to  the  big 
time.  "We're  not  going  to  settle  for  an 
easy  thu'd  place,"  he  says.  "The  whole 
point  of  the  deal  is  it  gives  us 
the  opportunity  to  do  more." 
BP  Amoco,  he  says,  will 
have  control  of  its  own  des- 
tiny instead  of  hav- 
ing to  settle  for 
;mall  stakes 
in  joint  ven- 
tures. It 
wiW,  for  in- 
stance, have 
a  better  shot 
at  exploration 
acreage  because  it 
will  be  able  to  offer  de- 
veloping countries  packages 
including  prized  downstream  invest- 
ments that  create  jobs.  Countries  are 
nei-vous  about  companies  that  just  want 
to  develop  profitable  oil  fields,  Bi'owne 
says.  "That  looks  like  you 
are  there  just  to  take  a 
quick  rent,"  he  notes. 
"They  would  like  you  to 
do  something  for  the  real 
economy." 

BP  Amoco  will  be  a 
dominant  player  in  Vene- 
zuela, Azerbaijan,  and 
Colombia.  Another  possi- 
ble tai-get  would  be  China, 
where  bp  has  already 
made  preliminary  forays. 
"We  will  have  the  scale  to 
approach  China  in  a  way 
we  would  not  have  be- 
fore," says  Fuller. 

Browne  also  sees  big 
gains   to   be   made  by 
culling  the  best  of  the 
two  companies'  technolo-  BP'S  BROWNE: 
gies.  Despite  the  Indus-  going  to  settle 
try's  "John  Wayne,  brute  third  place" 
strength"  image,  he  says, 
it  is  actually  the  largest  U.S.  employer 
of  engineers  and  scientists  after  the 
information-technology  business.  Ap- 
plying the  best  of  each  company's  tecli- 
nology  across  a  much  broader  canvas 
should  be  a  big  profit  booster,  Browne 
argxies. 

For  the  soft-talking,  cheroot-smoking 
BroviTie,  the  bid  for  Amoco  is  yet  an- 


other example  of  a  cai'eer  at  the  cutting 
edge.  As  head  of  exploration  operations 
in  the  eai'ly  '90s,  he  successfully  focused 
bp  on  a  few  key  ai'eas  and  sold  off  loads 
of  unproductive  assets.  He  believes  that 
only  by  being  fii-st  on  huge  finds  can  a 
company  produce  fat  retm-ns.  "The  thing 
about  giant  fields  is  they  have  the  low- 
est costs  and  the  next-size  fields  come 
along  with  them,"  he  says. 

As  CEO  in  1995,  Browne  put  together 
the  industry's  fii-st  dovvmstream  alliance, 
combining  BP  and  Mobil  Corp.'s  Euro- 
pean refineries  and  gas  stations.  Shell, 
Texaco,  and  Saudi  Arabian  Oil  Co.  re- 
cently copied  that  move  in  the  U.  S. 
ON  THE  PROWL.  BP  was  a  troubled  com- 
pany in  the  early  '90s,  but  its  strong  re- 
cent perfonnance  has  given  it  the  finan- 
cial strength  to  attempt  the  biggest  oil 
mdustiy  mergei-  ever,  bp's  15%  return 
on  capital  employed  last  year — a  key 
measure  of  financial  efficiency — ranked 
just  behind  industry  leader  Exxon's 
15.5%.  BP  has  been  on  the  prowl  for  ac- 
quisitions in  recent  years.  A  financial 
soui'ce  says  bp  also  mulled  mergers  with 
Mobil  and  U.  S.  chemicals  giant  Union 
Cai'bide  Corp.  before  settling  on  Amoco. 
It  had  been  talking  to  Amoco  foi"  about  a 
decade  on  petrochemicals,  but  the  idea 
for  a  merger  came  up  at  a  meeting  be- 
tween Brovrae  and  Fuller  in  June. 

Both  BP  and  Amoco  felt 
pressure  to  get  bigger. 
"We've  both  been  con- 
vinced consolidation  would 
happen,"  says  Amoco 
President  William  G. 
Lowiie.  "It's  been  a  mat- 
ter of  when,  not  if."  The 
British  company  was  will- 
ing to  pay  a  15%  pi-emium 
because  it  considers  Amo- 
co a  good  fit.  Tlie  deal  vrill 
boost  bp's  U.S.  marketing 
efforts,  which  it  thought 
were  weak.  U.S.  filling- 
stations  vrill  eventually  be 
under  the  more  appealing 
Amoco  brand. 

The  surprise  is  that 
such  a  deal  hasn't  come 
sooner.  Oil  watchers  have 
been  saying  for  a  year 
that  the  industry  has 
reached  the  limits  of  inter- 
nal cost-cutting.  But  it  has  taken  deals 
such  as  Browne's  with  Mobil  and  Amoco 
to  show  the  way.  Browne  says  that  he 
doesn't  know  if  bp  and  Amoco  will  stop 
here.  It's  a  fan-  guess  that  a  lot  of  other 
boardrooms  will  get  busy,  too. 

By  Gary  McWilliams  in  Houston 
and  Stanley  Reed  in  Neiv  York,  with 
Kerry  Capell  in  London 


"We're  not 
for  an  easy 
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HONDA:  A  HEGKUVA  TIME 
TO  SWITCH  DRIVERS 

Maintaining  profits  won't  be  easy  for  CEO  Hiroyuki  Yoshino 

For  eight  years,  Hon- 
da Motor  Co.  has 
been  the  carmaker 
that  could  do  no  wi'ong. 
By  almost  any  measwe — 
sales,  profits,  market 
share — Japan's  No.  3  car- 
maker is  one  of  the  coun- 
try's few  winners.  Honda 
closed  in  on  the  rear 
bumper  of  titan  Toyota 
Motor  Corp.  and  raced 
ahead  of  rivals  such  as 
Mitsubishi  Motors  Corj). 
In  the  U.  S.,  it  built  sucli 
a  successful  franchise  that 
customers  now  demand 
more  Accords  than  the 
carmaker  can  pump  out  of 
its  Maiysville  (Oliio)  plant. 
And  as  a  latecomer  to 
Southeast  Asia,  it  has  es- 
caped the  region's  free  fall 
mostly  unscathed.  As  a 
result,  Honda  posted 
record  profits  of  $1.8  bil- 
lion on  revenues  of  $41 
billion  for  the  year  ended 
last  March. 

That's  the  legacy  left 
for  Hiroyuki  Yoshino,  who 
took  over  as  Honda's  CEO 
this  summer.  Yoshino,  58, 
would  like  to  maintain 
Honda's     Midas  touch 
through  the  millennium, 
but  he  couldn't  be  taking 
the  helm  at  a  worse  time. 
Japan's  economy  is  in  recession,  sliiink- 
ing  the  market  for  cars  there,  and  com- 
petition is  increasing.  To  face  this  chal- 
lenge, Yoshino  is  tiying  to  squeeze  costs 
even  more  while  counting  on  strong 
U.  S.  sales.  And  rather  than  build  new 
factories,  he's  ramping  up  production  at 
existing  ones,  despite  being  close  to  ca- 
pacity. "First,  we  will  try  to  increase 
production  by  strengthening  om-  existing 
operations,"  says  Yoshino. 
CURRENCY  EFFECT.  The  weak  yen  helps. 
Each  one-yen  drop  against  the  dollar 
adds  an  estimated  $55  million  to  Honda's 
bottom  line.  Honda  will  get  an  extra 
boost  ft-om  the  cmrency  effect  this  fall 
when  it  plans  to  export  60,000  Accords 
to  the  U.  S. — roughly  the  amount  by 


which  Yoshino  expects  sales  to  nUAT  T  T^MPUO 
drop  in  Japan  this  year.  But  <^WALLhNbh^> 
Honda  must  be  cautious.  De-  The  new  boSS 
troit's  Big  Three  could  take  to  must  COpe  with 
the  wai-path  if  Honda  relies  too  j        ,^  recession 
heavily  on  export  strategies.  ,        i    •  i 

Honda  is  now  selling  all  the 

and  tough  rivals 

cars  it  can  make  in  the  U.  S., 
where  its  $19,500  Accord  is  the  top-sell- 
ing car  this  year.  This  fall,  it  will  launch 
a  new  near-luxury  Acura  TL  sedan  and 
its  largest  vehicle — the  3..5-liter,  V-6  en- 
gine Odyssey  minivan,  which  will  sell 
in  the  $20,000  to  $30,000  range.  With 
those  launches,  Honda  will  be  able  to 
produce  nearly  1  million  vehicles  in 
North  America  annually.  Yoshino  has 
the  flexibility  of  cranking  up  overtime 


assembly,  which  could  push  produci 
to  1.2  m"illion  by  2000. 

Tlie  new,  lai'ger  ininivan  for  the  U 
the  size  of  a  Dodge  Caravan,  is  par 
Honda's  strategy  of  developing  vehi 
suited  foi-  the  world's  diverging  car  n 
kets.  In  Eui'ope,  it's  the  opposite  tac 
a  fleet  of  smaller  cars  as  part  of 
"small  is  smart"  strategy.  Honda  i 
plans  to  boost  European  capacity  4 
to  250,000  vehicles 
year  by  2000. 

Skeptical  analysts  tl 
Yoshino  may  have  a  li 
time  making  money 
Europe.  Standard 
Poor's  DRi  forecasts  t 
Honda's  mai'ket  share 
climb  from  1.6%  this  j 
to  2.2%  in  2002  after  I 
da  makes  im-oads  into 
rope's  market  with  a  i 
2.0-liter  compact  car 
er  this  year.  But  p: 
competition  in  comj 
cars  will  be  brutal.  "V 
that  volume,  there  is 
way  they  can  make  n 
ey  in  Europe,"  says  1 
Endo.  automotive  ana 
at  Schroders  Japan  L1 
LEAN  MACHINE.  Yosl 
counters  that  he  can 
crease  the  company's  p 
it  mai'gins  "even  when 
are  producing  sma 
cars,"  but  he's  not  saj 
how.  "If  we  can  do  t 
then  the  larger-size  ( 
will  be  even  more  p: 
itable,"  he  says. 

Yet  some  analysts  v 
ry  that  there  are  : 
places  left  to  squeeze 
the  past,  Honda  has  b 
able  to  reduce  produci 
costs  by  as  much  as  3 
But  that  leaves  little 
cut.  More  than  80% 
Honda's  cars  are  b 
from  the  same  bases, 
many  share  as  much 
60%  of  the  same  pa 
"They  can  only  milk 
existing  platforms 
much  more,"  says  Step 
Usher,  automotive  analyst  at  Jard 
Fleming  Securities. 

That  means  in  order  to  cut  coi 
Yoshino,  who  trained  as  an  aeronaut 
engineer  and  oversaw  I'esearch  and 
velopment  before  becoming  ceo,  n 
need  a  technological  breakthrou 
Yoshino  wants  to  implement  flexible  ] 
duction  methods  that  will  enable 
company  to  keep  profitable  small- 
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and  small-volume  operations.  But 
one  is  sure  how  this  vnH  be  done. 

Firs.,  though.  Honda  needs  to  pn 
it  can  keep  the  market  share  it  w 
last  year  at  home.  "Honda  gained  shi 
because  it  had  good  cars  and  its  deal 
c-ooperated."  sa\"5  Toshio  Xakata.  pn 
dent  of  the  Honda  Clio  Tokj-o  deal 
sMp.  "Now  we  have  to  work  even  mi 
dosely  together  to  make  siire  these  n 
customers  are  satisfied  and  continue 
di-ive  Honda  cars."  Led  by  the  S9J 
Capa,  a  hip.  ultrasmall  minivan,  and  1 
S12.33('  Stepwag-on  5port-utiMtj\  Hor 
c  j^:-  ^n"  u:\  ;  vrith  fashi 

THE  RISING  TIDE 
AT  HONDA 


ZJO 
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PROFITS' 

Mmni 
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conscious  young  buyers.  It  i-acked 
3.7'^  more  cai-  sales  in  .July,  even  thot 
:he  market  overaU  slid  by  8.4^. 

In  a  SQ-amble  to  woo  buyers  in  a 
:ession.  cannakers  plan  to  launch 
new  cars  this  year  in  Japan,  more  tl 
:vrice  last  year's  number,  estimates  J 
dine  Fleming  Securities.  Toyota  pi 
a  new.  aggressively  stjJed  compact 
It  wiU  also  slash  the  car's  produd 
cost  by  30^.  compai-ed  with  its  previ 
compact  models.  Yoshino  re\"ised  H 
las  calendar-year  sales  target  for  Ja] 
iown  to  764.000  cars  fi-om  810.000.  H 
ia  will  not  easily  suffer  defeat,  howe 
The  company  aims  to  repeat  last  ye: 
success  by  counterattacking  with  : 
new  minicars.  a  classy  SSM  sports  i 
and  a  new  subcompact  sport-utiKt>'. 

Despite  the  tough  road  ahead.  Yojj 
no  is  making  it  clear  he  thinks  Ho:': 
can  make  it  as  a  nimble  player.  He  ; 
Honda  will  not  pui-sue  any  megamej 
ei-s  like  the  Daimler-Chrj'sler  tie-up.  f. 
■.■.ill  it  invest  aggressively  in  m :  re  i 
padtj"  worldwide.  Instead.  Yoshir.  :  pi* 
;o  follow  a  c-onti-arian  strategy."  ;:  > 
ing  it  alone  at  a  time  when  the  res ' 
:he  worlds  auto  hea%nes  are  join 
forces.  And,  make  no  mistake  abou; 
he  wants  to  take  them  head-on. 

By  Emily  Hioraton  in  Tokyo,  %\ 
Larry  Armstrong  in  Los  Angeles 
David  Woodruff  in  Frankfurt 
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MONEY  MANAGERS 


THE  MONEY  MAGNETS 
AT  MERRILL 

Galley  and  Zimmerman  are  building  a  global  fund  business 


Mot  long  ago,  a  reporter  arrived  be- 
hind schedule  for  lunch  with  two 
senior  British  investment  bankers. 
But  when  he  exj^lained  that  "Carol  Gal- 
ley kept  me  late,"  the  bankers'  UTitation 
vanished.  Instead,  they  demanded  to 
know  what  Galley  had  to  say  about  the 
markets. 

In  the  City  of  London,  Galley,  49,  is 
perceived  with  something  approaching 
awe.  Pi'obably  the  most  prominent  busi- 
nesswoman in  Britain,  the  elegant  Gal- 
ley has  made  a  name  for  herself  as  a 
savvy  stock-picker  whose  investment 
decisions  have  been  known  to  deter- 
mine the  fate  of  entire  companies.  It's 
Galley's  cachet  that  has  helped  build 
Mercmy  Asset  Management  Group  PLC 
into  Britain's  premier  fund  manager 
(table,  page  51).  "Mercury  has  strength 
and  depth,"  says  Peter  A.  Mun-ay,  chief 
executive  of  the  British  railways  pension 
system,  who  entmsts  $7.8  billion  to  Gal- 


CALLEY  AND  ZIMIVIERMAN:  A  target  of 
$500  billion  in  four  or  five  years 

ley  and  her  colleague,  Stephen  A.  Zim- 
merman. "They  can  outperform  in  al- 
most any  ecjuity  market." 

Galley  enhanced  her  reputation  last 
year  when  she  and  Zimmerman,  also 
49,  sold  Mercury  to  Merrill  Lynch  & 
Co.  for  $5.2  billion.  At  25  times  earn- 
ings, it  was  a  fat  price  to  pay  for  a 
British  fimd-management  house — even 
one  that  was  founded  by  the  legendaiy 
Sieg-mund  Warburg.  But  Merrill  didn't 
just  buy  this  elite  manager  to  handle 
mutual  funds  and  pensions  in  Britain.  It 
sees  Mercury  as  its  ticket  into  the  lu- 
crative business  of  fund  management 
around  the  globe.  The  fast-growing  as- 
set-management markets  of  Eiu'ope  and 
Japan  alone  could  amount  to  $9  trillion 
in  a  few  years.  "This  is  an  enormous 
opportunity,"  says  Jeffrey  M.  Peek,  pres- 
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i\  l(»  reacli  new  markets,  generate  new  revenue  and  serve  your  customers  around  the  clock.  Plus,  our  open, 
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A  critical  event  for  those  tasked  with  managing 
outsourcing  relationships  or  leveraging  new  sourcing  strategies. 
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OUTSOURCING  INSTITUTE    in  associatioTi  with 


BusinessWeek 


WORLDWIDE 

SPtCIAL  SECTIONS 


On  September  17,  The 
Outsourcing  Institute 
in  association  with 
Business  Week  presents  The 
Outsourcing  Leadership  Forum. 
A  comprehensive  combination  of 
general  sessions,  roundtables  and 
panel  discussions  bringiiig  together 
executives  to  exchange  informa- 
tion, network  with  their  peers, 
and  address  the  opportunities  and 
challenges  outsourcing  presents. 

Special  Feature 

Outsourcing  has  brought  new 
management  responsibilities 
and  even  created  a  new  role 
as  a  "Chief  Resource  Officer" 
for  many  executives.  Often,  they 
are  chartered  with  leveraging 
outsourcing  as  a  critical  component 
in  organizational  transfomiation 
and  achieving  corporate  objectives. 


FORUy\A  HIGHLIGHTS: 

The  emerging  role  of  the 
"Chief  Resource  Officer" 

Focus  on  individual 
problem  solving 

Managing  the  outsourcing 
relationship  successfully 

Candid  practitioner  panel 
discussions 

Participant  driven  special 
issues  sessions 

Peer  to  peer  networking 
opportunities 


James  Brian  Quinn 
keynote  speaker 


James  Briar 
Quinn,  award 
winning 
author  of 
Innovation 
Explosion  anc 
a  leading 
authorit}'  on 
managemen 
trends, 

will  discuss  this  emerging  role 
and  the  many  optportunities 
outsourcing  presents. 

For  a  complete  program  and 
other  event  information,  pleasi 
call  800-421-6767  ext  304  or 
visit  www.outsourcing.com 

Participation  is  limited  to  senior 
executives  and  subject  to  tlie  approva 
of  Vie  Outsourcing  Institute. 
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ilternational  Business 


of  Merrill's  asset-manage- 
unit. 

•mil  has  named  Galley  and 
lerman  co-heads  of  its  glob- 
stitutional  money  manage- 
arm  in  hopes  that  they  will 
into  the  fund-manager  gu- 
nd  rainmakers  that  the  in- 
lent  bank  has  lacked.  Mer- 
Iready  has  $1.4  trillion  in 
s'  accounts.  But  it  has  given 
Britons  a  key  role  in  its 
to  bring  out  families  of  mu- 
funds  in  the  U. S.  and 
.d. 

TUT.  Galley  and  Zimmer- 
joined  Mercury  in  1971  and 

collaborated  closely  for 
.  Zimmerman  was  deputy 
man  before  the  sale,  han- 
business  strategy,  and  Gal- 
is  vice-chairman,  presided 
the  inner  workings  of  the 
and  kept  client=;  happy.  Immedi- 

after  the  sale,  there  was  some 
itting  that  Galley  and  Zimmemian, 
samed  an  estimated  $16.5  miUion 
)23  million  from  the  deal,  respec- 
had  been  interested  mainly  in 
ig  out.  However,  the  pair  have  at- 
d  their  new  challenge  with  enthu- 


BIG  PLANS  FOR  INTERNATIONAL 
FUND  MANAGEMENT 


►  Launch  global  and  European  mutual  funds  for 
wealthy  investors  this  fall;  develop  additional  funds 
for  sale  outside  Merrill 

►  Beef  up  U.S.  pension-fund  management  business 


EUROPE 


►  Create  mutual-fund  family  for  Merrill's  private 
banks  and  other  channels 

►  Go  after  Continent's  grov^/ing  defined-contribution 
pension  market 


JAPAN 


►  Recently  launched  17  new  mutual  funds 

►  Added  $3  billion  in  pension  funds  under  management 

DATA:  BUSINESS  WEEK,  MERRILL  LYNCH  &  CO, 


siasm.  They  say  they  want  to  double 
the  sum  that  Merrill  Lynch  Mercury 
Asset  Management — their  firm's  new 
name — has  under  its  umbrella,  to  rough- 
ly $500  billion  in  foui-  or  five  yeai-s.  That 
would  put  Merrill  in  the  elite  club  of 
asset  managers,  including  Fidelity  In- 
vestments and  Switzerland's  UBS,  that 


are  expected  to  dominate  inter- 
national fund  management  in 
years  to  come. 

To  put  the  strategy  in  place, 
Galley  and  Zimmerman  have 
been  shuttling  between  London 
and  New  York  for  skull  sessions 
with  Merrill's  hometown  brass. 
The  missions  have  already 
spawned  several  projects.  In  the 
U.  S.,  Mercuiy  is  creating  a  glob- 
al and  a  Ewopean  equity  mutual 
fund  that  Merrill  can  offer  to 
wealthy  investors  this  fall.  Mer- 
rill is  hoping  that  the  mutual 
funds  will  pull  in  about  $1  bil- 
lion. Galley  and  Zimmerman 
have  also  taken  charge  of  Mer- 
rill's $50  billion  U.  S.  pension 
business  in  hopes  of  broadening 
its  cuiTent  base  of  bonds  and  in- 
ternational equities. 

But  Merrill's  big  targets  are 
Eiu'ope  and  Japan.  After  years  of  being 
nearly  off-limits  to  foreign  money  man- 
agers, Japan  is  finally  opening  its  doors 
to  foreigners  to  help  oversee  the  coun- 
try's $10  trillion  in  household  savings. 
ZimmeiTnan  figiu-es  that  foreigners  could 
be  managing  $1  trillion  by  2002.  Mer- 
cury came  to  Merrill  with  a  strong 


fl  better  exchange  rate 
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www.movado.com 


National  Business  Aviation 
Association,  Inc. 

www.nbaa.org/nonmember/ 

library/ realworld/welcome. htm 
Nortel 

www.nortel.com 
Northwest  Airlines 
www.nwa.com 
Novartis 

www.novartis.com 
Novell 

www.novell.com 
Okidata 

www.okidata.com 
OPEL 

www.opel.com 

The  Panasonic  Personal 

Computer  Company 

www.panasonic.com/toughbook 
PeopleSoft 
www.peoplesoft.com 
Praxair 

www.praxair.com 

The  Principal  Financial 

Group 

www.principal.com 

QAD  Inc. 

www.QAD.com 

QUALCOMM 

www.qualconim.com/cdma 

Republic  National  Bank 

www.rnb.com 

Ricoh  Corporation 

www.rieoh.com 

Roberts  Express,  Inc. 

www.roberts.com 

Royal  &  SunAlliance 

www.royalsunalliance.com 

SAP 

www.sap.com 
SAS  Institute 
www.sas.com/ 
Savin 

www.sales@savin.com 
Charles  Schwab 

www.schwab.com 


Seagate 

www.seagate.com 
Siemens  Corporation 
www.siemens.com 
Siemens  Microelectronics 
www.smi.siemens.com 
Sprint 

www.sprint.com 
Sun  Microsystems 
www.sun.com 
Symbios  Logic 
www.symbios.com/bw.htm 
TIBCO 
www.tibco.com 
Toshiba  America 
Information  Systems 
www.coniputers.toshiba.coi 
Toyota  in  America 
www.toyota.com/usa 
Toyota  Motor  Corporate 
Services 

www.to)'ota.com/usa 
Toyota  Motors 
www.toyota.com 
T.  Rowe  Price 
www.troweprice.com 
United  Technologies 
www.utccom 
UPS 

www.ups.com 
US  Airways 
www.usairways.com 
USPS 

www.usps.com 
UUNET  Technologies 
www.uu.net 
Visio 

www.visio.com 
Vivendi 

www.vivendi.com 
Vizio 

www.vizio.com 
Xerox 

www.xerox.com 
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hold  managing  pensions  for  25  of 
top  50  Japanese  companies.  But  the 
Mercury  has  added  some  $3  bil- 
this  year,  bringing  its  total  to  $11 
Dn.  Mercury  also  collaborated  on  a 
h  project  with  Memll's  retail  mutu- 
ind  aiTn  earlier  this  year  to  create 
unds  for  the  Japanese  market.  In- 
ed  in  global  equities 
bonds,  the  funds  will 
5old  through  the  33 
as  that  Menill  picked 
n  February  from  the 
ekage  of  failed  Ya- 
;hi  Securities  Co. 
GET:  EUROPE.  Merrill 


WHERE  MERCURY 
MANAGES  MONEY 


lurope.  Its  $9  trillion 
icmy  is  even  bigger 
that  of  the  U.  S.  But 


BRITAIN 

$141.6 

EUROPE/MIDEAST 

15.4 

AMERICAS 

57.6 

lAPAN 

11.0 

ASIA/AUSTRALIA 

8.8 

TOTAL 

234.4 

similar  to  America's  401(k)s.  They're 
also  beefing  up  their  mutual-fund  mar- 
keting teams  in  anticipation  that  Ger- 
man and  French  investors  will  make  a 
shift  from  domestic  investments  to  Eu- 
ropean funds  once  a  single  cun-ency  ar- 
rives next  year. 

Despite  Merrill's — and  Galley  and 
Zimmerman's — lofty  am- 
bitions, becoming  a  global 
winner  is  far  from  guar- 
anteed. More  than  half  of 
Mercury's  assets  remain 
in  Britain,  a  matui'e  mar- 
ket where  competition  is 


BILUONS 


;ion  and  mutual-fund 
istries  are  still  in 
f  infancy.  The  leading  British  pen- 
-fund  manager,  with  $125  billion  in 
orate  retirement  assets,  Mercuiy  is 
ing  up  for  an  assault  on  the  Conti- 
Drawing  on  Merrill's  knowhow, 
ey  and  ZimmeiTnan  are  zeroing  in 
Surope's  moves  to  get  workers  into 
led-contribution  pension  accounts 


DATA:  MERRILI  LYNCH  MERCURY 
ASSET  MANAGEMENT 


hasn't  much  room  to 
gi-ow.  And  Mercury  has 
trailed  in  selling  fimds  to 
individual  investors,  one 
of  its  chosen  global 
growth  strategies.  Do- 
mestically, it's  the  top 
pension-fund  manager,  but  it  is  only  fifth 
in  retail  funds. 

Mercury  has  also  suffered  some  cor- 
porate client  defections  after  a  less-than- 
steUai"  record  in  some  funds  lately.  Over 
the  past  12  months,  its  $8.4  biUion  Mer- 
cury MFS  pooled  fund  ranked  49th 
among  66  peers,  returning  16.9%,  vs.  a 


median  of  19.8%,  according  to  Combined 
Actuarial  Peifomnance  Sei-vices  Ltd.,  a 
pension  consultant. 

Galley  and  Zimmennan  say  that  Mer- 
cmys  returns  have  I'ecovered.  But  some 
companies  are  beginning  to  transfer 
their  pension  funds  fi"om  Mercury  and 
other  active  fund  managers  into  cheap- 
er index  fimds  or  accounts  nm  by  bet- 
ter-performing American  competitors, 
such  as  Capital  International,  J.  P.  Mor- 
gan, and  Fidelity  International.  Still,  if 
Mercury's  global  strategy  is  successful, 
its  travails  in  the  British  market  will 
seem  msignificant  only  a  few  yeai's  from 
now.  And  Mercury's  stock-picking  skills 
may  come  back  into  favor  in  a  tougher 
market.  Meanwhile,  where  is  Mercury 
investing  its  money?  It's  underweighted 
in  U.S.  and  Asian  stock  markets  and 
ovei-weighted  in  Em'opean  equities  and 
bonds  in  Western  industrialized  coun- 
tries. Galley  adds  that  with  their  man- 
agement responsibilities  gi'owing,  she 
and  Zimmerman  miss  the  hands-on  feel- 
ing of  running  other  people's  money. 
But  they  have  an  even  bigger  job  now: 
tiuTiing  Men-ill  into  a  global  brand  name 
in  fimd  management. 

By  Stanley  Reed  hi  London,  with 
Brian  Bremner  i7i  Tokyo 
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Isn't  it 
time  to 
look  after 
your  own 
future? 

You'd  do  anything 
for  your  children.  You'd 
do  anything  for  your 
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you  ask— are  you  doing 
enough  for  your  own 
retirement? 

An  American  Express 
financial  advisor  can 
offer  the  expertise  and 
insight  you  need  to 
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We  offer  retirement 
planning,  investment 
strategies,  tax  planning 
everything  you  need  to 
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ERMANY:  THE  WILTING 
F  THE  GREENS? 


ressed  in  a  chic  black  silk  suit  and  T-shirt,  Joschka  Fis- 
cher emerges  from  his  campaign  bus  in  the  northern 
Grerman  town  of  Erkelenz  to  stump  for  national  elections 
3pt  27.  In  blisteinng  summer  heat,  the  50-year-old  leader- 
jrmany's  Alliance  90/The  Greens  hammers  at  themes 
would  once  have  gagged  the  foiTner  environmental  rad- 
more  jobs,  lower  corporate  taxes,  smaller  government, 
e  Greens  have  come  a  long  way  from  then-  tree-hugging 

But  just  as  the  pragmatic  Fischer  seemed  poised  to  help 
Chancellor  Helmut  Kohl's  16-year  reign 
)rming  a  ruling  coalition  with  the  Social 
Dcratic  Party,  ideologues  within  his  party 

a  series  of  gaffes  that  is  pushing  power 
nd  the  Greens'  gi-asp.  Since  the  spring, 

support  has  slid  to  just  6%  of  voters, 
a  peak  of  14%  last  summer,  and  even  be- 
heii*  7.3%  score  in  1994  elections. 
TAKES."  The  fimdamentalist  wing  of  the 
,  the  Fundis,  scared  off  new  supporters  by 
ring  some  of  Germany's  sacred  cows.  Tliey 
1  for  a  62  mph  speed  limit  on  the  country's 
bahnen,  tax  hikes  that  would  triple  gaso- 
)ump  prices,  to  more  than  $12  per  gallon 
10  years,  and  a  limit  on  vacations  involv- 
ir  travel  to  one  eveiy  five  years  per  per- 
We've  made  mistakes,  of  coui'se— the  mis- 
1  of  newcomers,"  admits  Fischer 
twever,  the  rookie  fumbles  aren't  hkely 
!  forgiven  quickly.  The  SPD  and  the  Greens  together 
ipoU  47%,  doMm  from  last  summer's  52%-  peak  and  only 
iwly  ahead  of  a  44%  share  for  Kohl's  Christian  Demo- 
■  Union  and  its  Free  Democratic  Paity  allies.  As  a  result, 
•rospect  of  a  Red-Green  coalition  between  the  spd  and 
as  is  receding.  "A  Red-Green  coahtion  is  still  possible, 
t's  not  guaranteed,"  says  spd  official  Matthias  Machnig. 
e  opposition  hasn't  lost  all  hope  of  winning  an  overall 
ity.  With  the  election  less  than  two  months  away,  40%  of 


FISCHER 


voters  are  still  undecided.  If  Fischer  can  regain  lost  gi'ound, 
he  could  still  play  kingmaker  for  Gerhard  Schrodei;  the  spd's 
candidate  for  Chancellor.  "Kingmaker?  The  Greens  are  more 
like  a  king  killer,"  sniffs  Hans-Joachim  Veen,  head  of  political 
research  at  the  CDU's  Kom-ad  Adenauer  Foundation  think 
tank  in  Bonn.  Analysts  like  Oliver  Krieg,  political  researcher 
at  the  Emnid  Institute  polling  outfit  in  Bielefeld,  say  the 
Greens  won't  be  able  to  regain  their  momentum  anytime 
soon.  If  the  SPD  can't  itself  scoop  up  enough  votes,  the  self-de- 
stiuction  of  the  Greens  could  force  it  into  a 
gi-and  coalition  with  Kohl's  CDU. 

Fischer,  who  comes  from  the  realistic — or 
Realo — side  of  the  party,  has  worked  hard  to 
steer  the  Greens  into  the  political  mainstream. 
Officially,  the  party  supports  the  euro,  Eu- 
rope's single  currency.  It  continues  to  back 
Gemiany's  participation  in  Bosnian  peacekeep- 
1  ing  missions.  It  also  wants  to  cut  corporate 
I  tax  rates  to  35%  fi'om  45%  and  relax  rigid  la- 
I  bor  laws.  "We  want  to  develop  a  good  climate 
for  investment,"  says  Fischer. 

But  the  Fundis'  summer  follies  make  it  hard 
for  the  Greens  to  appear  anything  but  a  divid- 
ed, one-issue  party.  Two-thu"ds  of  voters  polled 
by  Emnid  in  mid-July  think  the  Greens  are 
unfit  to  be  in  federal  government.  Moreover, 
the  Allensbach  Institute  found  that  52%  of 
voters  polled  in  1997  thought  there  were 
enough  environmental  laws  already,  compared  with  24%  in 
1984.  "The  Greens  ai"e  out  of  fasliion,"  says  co-dii-ector  Renate 
Kocher.  "Other  points  are  more  important  now." 

Fischer  once  said  there's  no  sense  being  in  politics  if  you 
don't  want  to  win  power.  In  the  campaign's  remaining  weeks, 
he's  got  to  convince  voters  that  giving  the  Greens  power 
makes  sense. 

By  Karen  Lowry  Miller  in  Frankfurt  and  Thane  Peterson 
on  the  campaign  bus 


admits  gaffes 


GLOBAL  WRAPUP 


mn  FACES  NEW  DOUBTS 

irdanians  rushed  to  amass  dollars 
lie  end  of  July  after  King  Hus- 
i'<  announcement  that  he  was 
lit  to  start  chemotherapy  in  the 
5.  to  treat  his  lymphoma.  The 
se  of  panic  subsided  recently,  but 
iv  unresolved  questions  about  Jor- 
s  future  remain. 

f  the  King  dies,  analysts  say,  the 
litional  split  between  Jordan's 
^stinian  majority  and  the  rest  of 
]  >opulation  could  become  explosive. 
•11  Jordan's  peace  treaty  vrith  Israel 


could  be  at  risk.  There  is  also  some 
suspicion  that  Israel  might  use  a  lead- 
ership crisis  to  encourage  a  takeover 
in  Amman  by  a  Palestinian  regime — to 
ease  pressure  for  a  Palestinian  state  in 
the  West  Bank  and  Gaza. 

In  theory,  Hussein's  succession  has 
been  assured  since  1965,  when  his 
younger  brother  Crown  Prince  Hassan 
was  made  heir  to  the  throne.  "Has- 
san's place  is  secure,"  says  Mustafa 
Hamarneh,  director  of  the  Center  for 
Strategic  Studies  at  the  University  of 
Jordan.  Still,  political  salons  in  the 
capital  are  abuzz  with  rumors  that 


Hussein  may  try  to  dump  Hassan  in 
favor  of  one  of  his  own  sons. 

Either  way,  the  country  will  be 
hard-pressed  to  i-eplace  the  charisma 
and  savvy  that  Hussein  has  developed 
over  his  46-year  reign.  The  intellectual 
Hassan,  critics  say,  doesn't  have  his 
brother's  ability  to  lead  the  nation  by 
intricately  balancing  local  and  regional 
demands.  He  also  lacks,  the  strong  ties 
to  Jordan's  tribal  leaders  that  the  King 
has.  The  risk  is  that  the  country  will 
lose  the  cement  that  has  held  it  to- 
gether in  recent  turbulent  decades. 

By  Kirk  Albrecht  in  Amvian 
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BY  GENE  G.  MARCIAL 

J.P.  MORGAN  MAY  BE 
RECEIVING  CALLERS 

Despite  its  shining  image  worldwide, 
J.  P.  Morgan  (jpm)  is  no  stai-  on  Wall 
Street.  Both  last  year  and  this,  the 
shares  of  the  bank  holding  company 
have  trailed  the  Standard  &  Poor's 
500-stock  index  and  the  money-center 
bank  indexes.  "That  puts  J.  P.  Morgan 
under  the  gun — and  at  the  head  of  the 
list  of  banks  ripe  for  buyout,"  says  a 
strategist  at  a  New  York  investment 
bank.  The  stock  closed  at  118K  on  Aug. 
12,  down  from  148  on  Apr.  15. 

The   buzz:  A 
TARNISHED         much  larger  Euro- 
LUSTER  pean    bank  has 

been  in  talks  with 
Morgan  about  a 
merger  or  acquisi- 
tion. The  price  be- 
ing discussed,  says 
the  investment 
pro  who  claims  to 
be  familiar  with 
the  informal  talks, 
is  $30  billion,  or 
$175  a  share— 2i<; 
times  Morgan's  es- 
timated 1999  book 
value  of  $70  a 
share.  He  be- 
heves,  however,  that  Morgan  is  holding 
out  for  $200.  Mox'gan  has  assets  of  more 
than  $262  billion  and  a  market  cap  of 
$20.6  billion. 

Earlier  this  summer,  Chase  Manhat- 
tan was  said  to  be  eyeballing  Morgan, 
but  the  whispers  have  since  faded,  al- 
though arbitrageurs  insist  that  Chase 
shouldn't  be  counted  out  just  yet. 

Morgan  Chairman  Douglas  "Sandy" 
Wamer  III  "is  under  tremendous  pres- 
sure from  big  shareholders  to  boost  the 
stock,"  notes  an  institutional  investor 
who  holds  a  large  stake  in  Morgan, 
which  owns  Morgan  Guaranty  Trust, 
the  fomth-largest  U.  S.  bank.  As  banks 
consolidate,  "it's  difficult  not  to  imagine 
J.  P.  Morgan  as  a  buyout  or  merger  can- 
didate," says  s&p  banking  analyst 
Stephen  Biggar. 

Biggar  rates  the  stock  a  hold,  based 
on  the  fundamentals — including  wor- 
ries about  difficulties  in  Asia,  which, 
he  notes,  have  hurt  Morgan's  overall 
results.  "There  isn't  much  I  see  that 
could  put  fire  imder  the  stock — except, 
perhaps,  for  a  buyout,"  argues  the  an- 
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alyst.  He  doesn't  include  a  buyout  in 
his  rating.  "I'm  not  aware  of  any  deal," 
he  says,  "but  I  wouldn't  rule  it  out." 

Morgan  has  lots  to  offer,  says  Biggar, 
including  a  wide  range  of  businesses: 
60%  of  its  income  comes  from  advisory,  ■ 
capital-raising,  market-making,  and  as- 
set-management services.  He  figures 
Morgan  will  earn  $8.25  a  share  this  year 
and  $8.75  in  1999,  up  from  last  yeai-'s 
$7.17.  Morgan  spokesman  Joe  Evange- 
listi  declined  comment  as  a  matter  of 
policy.  At  the  April  annual  meeting, 
Warner  said  Morgan  intended  to  stay 
with  its  go-it-alone  strategy. 

UNTANGLING  THE 
WIRES AT  MICROAGE 

Shares  of  MicroAge  (mica)  have  been 
on  the  ropes,  partly  because  of  dis- 
appointing earnings.  Its  stock  has  tum- 
bled— to  14M  a  share  on  Aug.  12,  down 
from  29  last  September.  But  MicroAge 
will  perk  up,  say  several  pros.  For  one, 
earnings  should  rebound.  But  more  im- 
portant: They  expect  this  integrator 
and  distributor  of  info-tech  products 
and  services  to  unload  its  Pinacor  unit, 
which  distributes  products  to  resellers. 

On  Apr.  13,  when  MicroAge  was 
mentioned  in  this  column.  Chairman 
Jeff  McKeever  said  he  was  considering 
all  options — including  selling  the  dis- 
tribution business — to  boost  the  stock. 
Since  then,  he  has  split  MicroAge,  vrith 
expected  sales  of  $5.5  billion  to  $6  bil- 
hon  in  the  fiscal  year  ending  Oct.  31, 

1998,  into  two  units:  MicroAge  Inte- 
gration, which 

provides  and  in-  LOOKING 
stalls    systems,      A  BIT  FRAYED 
and  Pinacoi'. 

Now,  a  deal 
looks  set  for  the 
sale  of  Pinacor, 
expected  to  post 
sales  of  $4.5  bil- 
lion this  year, 
to  CHS  Electron- 
ics, for  $650 
million  in  cash 
and  stock.  That 
translates  into 
$32  a  share  in 
MicroAge  stock. 
CHS  distributes 
minicomputer  products. 

Analysts  forecast  profits  of  $1.09  in 

1999,  as  demand  for  info-tech  resui'ges, 
vs.  an  expected  24(Z  loss  in  fiscal  1998. 
MicroAge  spokeswoman  Michelle  Corel 
says  the  company  is  considering  all  op- 
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tions  for  Pinacor.  CHS  ceo  Claudio  Osc 
rio  was  unavailable  for  comment. 


A  NEW  REMEDY  FOR 
WHAT  AILS  ENZO? 

How  low  is  low  in  this  market?  Enz, 
Biochem  (enz),  whose  stock  plunge 
to  9  on  Aug.  11,  down  from  20  a  shar 
10  months  ago,  probably  can't  go  muc 
lower.  So  says  money  manager  Ra 
Hines,  president  of  MarketMetrix. 

The  stock's  drop  is  "unjustifiable,"  h 
argues,  because  Enzo  is  cash-flow  pos 
tive,  vrith  $38  miUion  in  cash  and  n 
debt,  and  is  making  money.  By  Auj 
12,  the  stock  had  edged  up  to  l(y%.  Ai 
other  reason:  Enzo,  which  makes  diaj 
nostic  products  based  on  molecular  bio 
ogy  and  genetic  engineering,  is  close  t 
signing  a  deal  with  a  European  dru 
giant  for  its  DNA  probe  kits. 

The  partner  will  provide  Enzo  wit 
the  resources  to  develop  and  market  il 
probes— designed  to  detect  disease 
such  as  AIDS  and  hepatitis.  The  strateg 
partner  could  take  an  equity  stake  i 
Enzo.  The  market  for  the  dna  prol: 
kits  is  about  $1  billion,  says  Hines. 

On  July  13,  Enzo  started  Phase 
clinical  tests  of  its  patented  genetic  the 
apeutic  product 


THE  DROP  MAY  BE 
UNJUSTIFIABLE' 


designed  to  treat 
people  infected 
vrith  Hiv-l.  If  suc- 
cessful, the  new 
therapy  could  free 
such  patients  fi^-om 
the  need  for  other 
medications,  some 
of  which  have  de- 
bilitating side  ef- 
fects, says  Senior 
Vice-President 
Dean  Engelhai'dt. 
At  the  recent 
World  AIDS  Con- 
ference in  Geneva, 
he  reported  that 
in  lab  studies,  the  active  genes  clone 
into  the  product  gave  92%  to  99%  pr 
tection  for  human  immune  cells  again 
Hiv-i  infection. 

Hines  sees  Enzo's  earnings  rampii 
up  next  year,  when  he  projects  profits 
60^  to  800  for  fiscal  1999,  ending  July  < 
up  from  an  estimated  25(2  in  1998. 
earned  6(2  a  share  in  1997. 
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For  more  coverage  of  the  markets, 
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Don't  expect  volatility  to 
go  away,  but  as  the  '90s 
come  to  a  close,  all  the 
elements  are  in  place  for 
an  era  of  long-term  growth 

Economies,  like  living  organisms,  always 
evolve  in  response  to  challenges  and  opportu- 
nities. The  changes  can  be  dramatic. 

Only  10  years  ago,  Japan  was  triumphant 
and  the  U.  S.  was  stmggiing  with  slow 
growth  and  a  hobbled  banking  system. 

But  today's  statistics  tell  a  very  different 
story.  By  virtually  every  measure,  the  1990s 
have  turned  out  to  be  a  decade  of  unexpected 
prosperity  for  the  U.  S. — what  business 
WEEK  and  others  have  called  the  New  Econo- 
my. The  numbers  are  impressive:  a  70%  in- 


crease in  real  profits  since  1990,  inflation  ll 
low  2%,  4.5%  unemployment,  plus  rising  i 
wages,  even  for  the  lowest-paid  workers. 

What's  next?  For  two  months,  a  team  c 
BUSINESS  WEEK  reporters  and  editors  has 
examined  eveiy  aspect  of  the  economy,  fi 
technology  to  pohtics  to  higher  education 

Our  findings:  The  '90s  are  no  fluke.  Be^ 
Asia's  woes,  all  the  ingredients  are  in  pla; 
for  a  surge  of  innovation  that  could  rival  i 
in  history.  Over  the  next  decade  or  so,  thi^ 
New  Economy — so  far  propelled  mainly  1^* 
information  technology — may  turn  out  tojit 
only  the  initial  stage  of  a  much  broader  fj^i 
ering  of  technological,  business,  and  finanl 
creativity.  ti 

Call  it  the  21st  Century  Economy — an 
economy  that,  driven  by  technological 
progress,  can  grow  at  a  3%  pace  for  yeai  if 
come.  The  innovation  pipeline  is  fuller  th 
it  has  been  in  decades.  With  the  advent 
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ternet,  the  information  revolution 
to  be  spreading  and  accelerating  rather 
lowing  down.  Biotechnology  is  on  the 
of  having  a  major  economic  impact. 
1  labs  across  the  country,  scientists  are 
g  toward  the  frontiers  of  nanotechnolo- 
th  the  goal  of  creating  new  devices  that 
ansform  entire  industries, 
-t's  more,  the  U.  S.  economy  seems  to 
lergoing  a  wholesale  rejuvenation.  Busi- 
,  financial  service  firms,  and  universities 
! inventing  themselves.  Even  politicians 


and  policymakers  are  starting  to  gi"asp  the 
new  technological  and  economic  realities. 

To  be  sure,  the  path  from  the  New  Econo- 
my to  the  21st  Century  Economy  will  likely 
be  a  bumpy  one.  Each  innovative  surge  cre- 
ates economic  and  social  ills,  from  recessions 
to  stock-market  crashes  to  widespread  job 
losses — and  this  one  won't  be  different.  But 
that's  the  price  a  nation  must  pay  to  achieve 
the  benefits  of  dynamic  change. 

For  customized  reprints  of  this  Special  Report  call 
609  426-5494  (minimum  order  1,000). 
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INNOVATION 


YOU  AIN'T 


In  our  society,  "mature"  is  a  euphemism  for  getting 
old.  Consultants  deride  a  matui'e  mai'ket  as  one  without 
much  potential.  And  a  matui-e  economy,  as  economists  _ 
use  the  term,  can  no  longer  sustain  the  liigh  growth 
rates  of  younger,  spiyer  economies.  Indeed,  as  growth 
slowed  in  the  1970s  and  1980s,  mature  was  exactly 
the  term  that  many  economists  applied  to  the  U.  S. 

Boy,  were  they  wrong.  There's  nothing  old  about  the  U.  S. 
economy  today.  Instead,  there's  been  an  explosion  of  creativity 
and  entrepreneurial  vigor  that  puts  U.  S.  competitor  to  shame. 
Seven  years  into  the 
expansion,  growth  is 
running  at  a  3.5%  rate 
over  the  last  year,  and 
despite  a  small  dip  in 
the  second  quarter,  pro- 
ductivity is  rising  at  a 
strong  1.9%  rate. 

There  is  gi'owing  ev- 
idence that  the  U.  S. 
economy  is  in  the  early 
stages  of  a  powerful 
new  wave  of  innova- 
tion. The  leading  edge 
is  the  infoiTnation  revo- 
lution, which  penneates 
every  sector  of  the 
economy.  Over  the  last 
year,  for  example,  high 
tech  has  taken  half  a 
percentage  point  off  in- 
flation and  added  al- 
most a  full  point  to 
growth. 

But  there  is  much 
more  to  come.  From 
the  Internet  to  biotech 
to  cutting-edge  tech- 
nologies that  are  just 
now  nearing  commer- 
cialization, the  U.  S.  is 
riding  a  gi'oundswell  of 
innovation  that  could 
carry  it  well  into  the 
next  century  (pages  80, 
86,  88).  "We've  never 
had  a  period  in  which 
innovation  has  so  per- 
meated oui'  lives  as  in 
the  1990s,"  notes  Joel 
Mokyi;  an  economic  his- 
torian at  Noilhwestem 
University  who  studies 
innovation.  "We  have 
acquired  knowledge  in 
at  least  three  or  four 
areas  that  will  be  tixily  revolutionaiy."  Adds  Arnold  B.  Baker, 
head  economist  at  Sandia  National  Laboratories:  "Tliere's  going 
to  be  a  fundamental  change  in  the  global  economy  unlike  any- 
thing we've  had  since  cavemen  began  bartering." 
WAGE  SURGE.  Welcome  to  the  21st  Century  Economy.  His- 
torically, periods  of  major  innovation  have  brought  pro- 
found increases  in  living  standards.  The  last  one,  which 
started  with  railroads  in  the  1890s  and  lasted  through  the 
advent  of  television  and  jet  travel  in  the  1950s  and  1960s, 
saw  a  quadrupling  of  real  per  capita  incomes,  propelled  by 
rising  productivity. 


The  21st  Centuiy  Economy  could  see  similai-  income  gains,  iiL 
the  latest  innovative  wave  can  boost  long-teiTn  gi-owth  to  3% 
rather  than  the  2.3%  that  most  forecasters  predict.  Even  ovei 
a  period  as  short  as  the  next  ten  years,  faster  growth  dra 
matically  changes  the  economic  and  financial  landscape.  Rathei 
than  remaining  almost  flat  thi-ough  2008,  real  wages  woul( 
actually  rise  by  9%,,  according  to  projections  prepared  foi 
BUSINESS  WEEK  by  Standai'd  &  Poor's  dri. 

Corporations  and  investors  would  prosper  as  well  in  this  see 
naiio.  In  the  21st  Centuiy  Economy,  corporate  earnings,  ad 


NOTHING  YET 


I  " 

We're  just  at  the  start  of  a  powerful  surge  in  technology 
that  will  boost  economic  gains  into  the  next  century 


justed  for  inflation,  would  rise  by  54%  over  the  next  ten  year 
compai'ed  with  25%  in  the  slow-gi-owth  case.  Combined  with  •'-]( 
year-  interest  rates  below  4%,  that's  spectacular  news  for  th 
stock  market. 

The  innovation  boom,  and  the  faster  gi'owth  rate  it  coul 
ignite,  could  make  it  much  easier  to  address  some  of  tli 
vexing  social  and  environmental  problems  of  the  21st  cei 
tury.  For  example,  a  3%<  annual  gi'owth  rate  will  more  tha 
cover  the  needs  of  baby  boomers'  retirement,  since  it  wt 
lead  to  a  25%-  bigger  economy  in  2030.  And  expensive  solt 
tions  to  global  warming,  such  as  cutting  carbon  emission:. 
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will  become  easier  to  bear  if  the  economy  is  gi'owing  faster. 

Are  such  gains  really  possible?  Certainly,  the  U.  S.  economy 
has  done  far  better  in  recent  years  than  most  economists  ex- 
pected, coming  close  to  its  spectacular  performance  of  the 
1960s.  The  single  best  measm-e  of  this  is  the  productivity  of 
nonfinancial  coi"porations,  which  includes  75%  of  the  business 
sectoi',  fi'om  Microsoft  Corp.  to  General  Motors  Coip.,  while 
omitting  small  businesses  and  financial  companies.  Since  1990, 
the  productivity  of  nonfinancial  coiporations  has  nsen  at  a 
strong  2.1%  rate,  far  above  the  1.5%-  seen  from  1973  to  1990, 
and  approaching  the  2.4%-  of  the  1960s  and  eai-ly  1970s.  Manu- 
facturing has  done  even  better:  Since  1990,  factory  productiv- 
ity has  been  soaring  at  3.6%-  annually,  the  fastest 
rate  in  the  post- World  War  II  era. 

In  the  long  run,  the  success  of  the  21st  Century 
Economy  will  depend  on  whether  technological 
progress  will  continue  to  diive  gi'owth,  as  it  has  so 
far  in  this  decade.  That  would  be  a  big  change 
from  the  1970s  and  1980s.  In  those  decades  of  eco- 
nomic stagnation,  technology  contributed  almost 
notliing  to  gi'owth,  aceoi'ding  to  calculations  by  the 
Bui'eau  of  Labor  Statistics.  The  computer  revolution 
had  yet  to  take  off,  and  eai'lier  innovations  such  as 
jet  travel  were  no  longer  new. 

But  in  the  1990s,  the  innovations  have  been 
coming  thick  and  fast.  This  has  changed  the  calcu- 
lus of  policymakers,  enabling  Fed  Chau'man  Alan 
Greenspan  to  hold  down  interest  rates  even  in  the 
face  of  low  unemployment  (page  70).  "Signs  of  ma- 
jor technological  improvements  are  all  around  us," 
he  observed  in  his  July  21  testimony  to  Congi'ess. 
"The  benefits  ai'e  evident  not  only  in  high-tech  in- 
dustries but  also  in  production  processes  that  have 
long  been  part  of  oiu'  industrial  economy." 
PAYBACK  TIME.  In  pait,  the  sudden  re-emei'gence  ol' 
technological  progress  is  the  culmination  of  yeai-s  lA' 
reseai'ch  in  dispai'ate  fields  that  ai-e  fijially  reaching 
critical  mass.  The  Internet,  which  only  became  a 
commercial  proposition  in  the  mid-1990s,  is  the  di- 
rect descendant  of  ARPANet,  wliich  was  based  on  re- 
search ftmded  by  the  Defense  Dept.  in  the  1960s. 
The  fii'st  successful  gene-sjjlicing  experiment  was 
done  in  1973,  but  biotechnology  is  only  now  set  to 
explode.  Moreover,  different  parts  of  the  innovation 
wave  ar"e  starting  to  feed  and  r-einfor-ce  one  anoth- 
er, as  fast  computer's  gr-eatly  acceler-ate  the  ability 
of  scientists  to  under'stand  and  manipulate  genes. 
Conver'sely,  biological  techniques  now  seem  the 
best  foundations  for-  developing  tomorrow's  new- 
generation  computer's. 

The  innovation  wave  is  also  being  given  mor-e 
foi'ce  by  the  globalization  of  the  economy.  Bright 
ideas  developed  in  Isr-ael  or  India  quickly  find 
world  mar'kets.  Technologically  savvy  immigr'ants 
propel  liigh-tech  comptmies  in  Silicon  VaUey  and  elsewhere.  And 
the  ever-expanding  mar'kets  offer  the  lui'e  of  mammoth  pr'ofits 
for  a  successflil  product  that  can  be  sold  worldwide.  The  result: 
It  becomes  far-  mor-e  attractive  to  speed  up  r&d  in  hopes  of  get- 
ting a  competitive  edge. 

To  be  sui'e,  the  emergence  of  the  21st  Century  Economy 
does  not  put  an  end  to  r-ecessions,  financial  crises,  or  the  other- 
ills  that  afflict  market  economies.  Quite  the  contrary:  Times  of 
intense  teclinological  change  are  often  volatile,  as  corporations 
and  worker's  try  to  adjust  to  new  technologies.  Indeerl,  some  of 
the  deepest  downtiuTis  in  American  history  have  come  during 
periods  of  r-apid  pi-oductivity  gr-owth  such  as  the  fir-st  half  of  the 
1900s.  And,  as  the  Asian  crisis  shows,  the  global  economy  ex- 


poses countries  to  rislis  that  they  did  not  face  before  (page  IK 
Many  economists  are  skeptical  of  claims  that  the  sustainabi 
growth  rate  has  permanently  increased.  For  one  thing,  they  a 
gue  that  the  low  inflation  of  recent  year's  may  simply  be  the  i 
suit  of  a  few  lucky  events,  including  falling  oil  prices,  rathi 
than  any  per-manent  str-uctur'al  change.  Most  important,  th(,. 
say,  gover-mnent  economic  statistics  do  not  yet  present  a  clea 
cut  case  that  technological  pr-ogress  has  accelerated.  Tl' 
biggest  productivity  gains  have  come  only  since  1995,  whi(' 
means  that  a  few  bad  year's  could  still  easily  wipe  them  out!. 

Skeptics  believe  that  today's  hot  leclmologies — the  Intemtt 
biotech,  and  so  forth — are  inconse((uential,  in  economic  terrr' 


SMALL  WORLD  IBM  researchers  examine  an  array  of  copper  microchips. 
Some  of  the  biggest  gains  will  occur  in  some  of  the  tiniest  technologies 


compar'ed  with  past  br'eakthr'oughs.  Fundamental  innovatio 
such  as  electricity  and  the  inter7ial  combustion  engine,  argu 
Robert  J.  Gordon  of  Northwester-n  University,  one  of  the  m( 
articulate  critics  of  the  New  Economy,  "made  possible  a  ha 
centiuy  of  rapid  growth  in  productivity  that  far'  exceeds  whi 
occiu-r-ed  befor'e,  what  has  occur'T'ed  since,  or  what  is  likely 
occur'  in  the  for-eseeable  fntur'e."  And  Paul  Kr-ugman,  a  Mai^' 
achusetts  Institute  of  Teclinology  economist  who  has  coirs 
tently  attacked  the  New  Economy,  recently  wr'ote:  "The  tru?*' 
is  that  we  live  in  an  age  not  of  extraordinary  progress  but  H 
technological  disappointment." 

Other  economists  echo  Krugman  and  CJor'don's  sentiment, 
lot  of  the  easy  wins  have  already  been  had,"  says  Martin 
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y,  a  productivity  expert  at  the  McKinsey  Global  Institute 
a  former  member  of  Clinton's  Council  of  Economic  Advis- 
"It's  harder  to  push  out  the  frontier."  Adds  Robert  M. 

iw,  Nobel  laureate  fi'om  mit:  "You  can't  expect  the  gi-eat  old 

3  to  come  back." 

Tie  experience  of  the  1970s  and  1980s  gives  some  weight  to 
lack  of  faith  in  technology.  The  productivity  slowdown 
caused  in  large  pail  by  the  failure  of  some  innovations  to 

up  to  their  early  promise.  Nuclear  energy  was  supposed  to 
'  he  big  breakthrough  of  the  postwar  era — a  source  of  cheap 

limitless  power  If  the  so-called  Atomic  Age  had  worked  out 

xpected,  the  oil  price  rise  of  the  1970s  would  have  been  far 


r  WILL  DRIVE  THE  21ST  CENTURY  ECONOMY.. 

iformation  revolution  will  continue  to  boost  productivity  across  the 
I.  Over  the  next  10  years,  such  information-dependent  industries  as 
media,  and  wholesale  and  retail  trade  will  change  the  most. 

je  of  major  technology  breakthroughs,  including  biotechnology  and 
ill  begin  to  create  entire  new  industries  over  the  next  10  years. 

jsing  globalization  will  simultaneously  provide  much  larger  mar- 
tough  foreign  competitors.  The  result:  Companies  will  have  even 
:entive  to  innovate  while  cutting  costs. 

I  HOW  IT  WILL  DEFINE  THE  COMING  DECADES 

:onomy  will  grow  substantially  faster  than  most  economists 
•perhaps  3%  or  more  per  year. 

ionary  surges  and  large  budget  deficits  will  become  less  likely. 

te  all  the  scare  talk,  the  next  generation  will  enjoy  a  rising  stan- 
iving,  even  while  baby  boomers  are  able  to  retire  comfortably. 

:ries  that  follow  policies  that  encourage  innovation,  free  trade,  and 
ancial  systems  will  enjoy  a  competitive  edge. 

esses  that  master  the  new  technologies  will  be  able  to  count  on 
rofits  and  bigger  market  share. 

THE  DOWNSHIE 

dislocations  and  uncertainty  for  workers  and  businesses  will  be 
le  as  new  technologies  are  adopted. 

ology  shocks  will  increase  economic  and  financial  volatility,  both 
.S.  and  globally. 


damaging.  Indeed,  the  utility  industry  was  one  of  the 
';est  contributors  to  the  productivity  slowdown  of  the  1970s. 
Icanwhile,  the  space  program — ^identified  by  President  John 
\('iinedy  in  1961  as  America's  top  scientific  priority — ab- 
H(l  a  stunning  25%  of  the  nation's  civilian  r&d  dollai-s  in  the 
is.  But  even  though  it  reached  its  goal  of  putting  a  man  on 

moon,  the  program  has  not  yet  generated  the  economic 

lits  to  justify  the  huge  investments — though  the  increasing 
'  1 1  lance  of  communications  satellites  may  change  that, 
"lu'se  flamboyant  flameouts  may  be  leading  the  skeptics  to 
t'l-estimate  the  power  of  today's  technological  changes — 
the  Great  Depression  created  a  generation  of  economists 

investor-s  who  woiried  that  another  crash  was  just  ai'oimd 
comer  But  today's  innovations  have  a  better  chance  of  suc- 
ling  because  they  ai"e  being  developed  by  the  private  sector 
es]>onse  to  the  profit  motive,  which  automatically  gives  an 


incentive  to  seek  out  technologies  that  are  economically  viable. 
Nuclear  power  and  the  space  program,  by  contr-ast,  were  crea- 
tures of  government  and  of  heavily  regulated  industries,  which 
had  no  such  incentive. 

In  infoiTnation  technology,  profits  motivate  both  buyers  and 
sellers.  Businesses  are  devoting  more  of  their  investment 
spending  to  computers  and  infoirnation  technology,  something 
that  would  make  sense  only  if  managei-s  thought  they  were  get- 
ting a  real  payoff.  Over  the  last  four  years,  business  spending 
on  computers  has  risen  by  86%,  far  outpacing  the  40%  rise  for 
all  other  types  of  investment.  Certainly  the  productivity  impact 
of  computers  is  starting  to  show  up  in  the  numbers.  For  ex- 
ample, a  new  analysis  from  two  Conference  Board 
economists,  Robert  H.  McGuckin  and  Kevin  Stiroh, 
ai'gues  that  manufacturing  industries  that  use  com- 
puters heavily  have  shown  a  brisk  acceleration  in 
productivity  gi-owth,  fi'om  an  annual  rate  of  3.2%  in 
the  1980s  to  5.7%  in  the  1990s. 

Even  so,  much  of  the  benefit  of  the  infoiTnation 
revolution  is  not  being  captiu'ed  in  the  productivi- 
ty data.  Beyond  manufacturing,  the  computer  and 
communications  explosion  is  totally  transfoirning 
industries  that  move  and  process  information,  such 
as  finance,  media,  entertainment,  communications, 
and  business  services.  Together,  these  industries 
make  up  about  25%-  of  the  economy — yet  they  are 
also  veiy  poorly  measured  by  government  statisti- 
cians. After  all,  how  can  you  count  the  gains  from 
having  24-hoiu'  access  to  your  money  at  ATMs,  or 
from  being  easily  able  to  make  calls  fi-om  youi* 
cellular  phone? 

TINY  WONDERS.  New  technologies  coming  to  mar- 
ket will  have  equally  pervasive  and  radical  effects 
on  other  pails  of  the  economy.  Biotech,  now  be- 
ginning to  take  off,  will  have  a  strong  influence 
on  health  care,  agiicultiu-e,  and  the  output  of  non- 
dui'ables,  such  as  chemicals  and  petroleum  prod- 
ucts— and  these  tilings  account  for  a  fiulher  15%'  of 
the  economy.  And  wliile  many  of  today's  biotech 
products  ai'e  exijensive,  the  liistoiy  of  technological 
innovation  suggests  that  theii'  prices  will  rapidly  fall 
as  production  ramps  up.  Especially  in  health  care, 
pharmaceutical  companies  will  be  under  heavy 
pressiu'e  to  find  treatments  that  cut  costs. 

Just  ahead  ai"e  a  set  of  innovations  that  could 
transfoirn  the  economics  of  a  wide  range  of  indus- 
tries. Microelectromechanical  systems  (mems) — a 
commercial  toddler — will  enable  tiny  sensors,  mo- 
tors, and  piunps  to  be  built  right  into  microproces- 
sors, which  could  have  a  big  impact  on  transporta- 
tion, food  processing,  and  home  appliances.  And 
scientists  ai'e  learning  how  to  build  up  new  materials  atom  by 
atom,  wliich  could  transfoiTn  the  entu'e  manufacturing  sector, 
among  others.  What  is  exciting,  says  Peter  M.  Will  of  the  In- 
formation Sciences  Institute  at  the  University  of  Southern 
California,  is  the  "potential  to  fimdamentally  change  matter,  to 
create  tilings  and  materials  that  can  never  exist  othei-wise." 

Of  course,  it's  hard  to  predict  which  innovations  will  succeed 
and  which  won't.  Teclinologies  that  look  good  in  the  laboratoiy 
or  on  the  drawing  boaixl  can  fizzle  out  due  to  unforeseen  com- 
plications, as  did  nucleai"  power. 

But  histoiy  says  that  the  odds  are  good.  Out  of  the  last  10 
decades,  eight  have  been  periods  of  strong  innovation.  In  the 
end,  the  slow-gi-owth  1970s  and  1980s  will  look  like  the  excep- 
tions, not  the  iiile.  On  the  edge  of  the  21st  centuiy,  the  U.  S. 
economy  is  anything  but  mature. 

By  Michael  J.  Mandel  in  New  Yark 
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The  21st  Century  Economy  THE    BIG  PICTURE 


PERSPECTIVE 


YES,  VIRGINIA,  THERE 
WILL  RE  RECESSIONS 


The  U.  S.  economy  has  been  gr'ow- 
ing  for  more  than  seven  years. 
Even  the  widespread  turmoil  in 
Asia  seems  so  far  to  have  done  noth- 
ing more  than  slow  it  down  a  bit.  Does 
the  dawning  of  the  21st  Century  Econ- 
omy mean  that  we  have  seen  oui*  last 
recession? 

The  clear  answer  is  no — you  might 
as  well  ask  whether  a  car  can  be  built 
that  never  has  an  accident.  Despite  its 
current  strength,  the  U.  S.  still  could 
easily  be  sent  into  a  downturn  by  any 
one  of  a  number  of  different  shocks.  A 
collapse  of  the  Japanese  economy,  say, 
could  devastate  U.  S.  financial  markets 
and  send  the  economy  into  a  tailspin. 
Another  steep  plunge  in  the  stock 
market,  on  top  of  the  nearly  900-point 
drop  in  the  Dow  since  July,  could  have 
an  equally  large  negative  impact  by 
causing  consumers  to  stop  spending. 
Or  the  economy  could  be  taken  down 
by  some  unexpected  event,  just  as  the 
oil  price  shocks  of  the  1970s  and  the 
gulf  war  triggered  recessions. 

But  even  a  deep  recession  or  a  stock 
market  crash  would  not  be  a  sign  that 
the  pi'oductivity  gains  of  the  1990s  are 
a  myth,  or  that  the  21st  Centuiy  Econ- 
omy is  illusoi-y.  Quite  the  contrary — 
histoiy  suggests  that  eras  of  rapid 
technological  progress  and  productivity 
increases  ai'e  often  accompanied  by 
economic  volatihty,  not  stability. 

Consider,  for  example,  the  first  half 
of  the  20th  century,  perhaps  the  most 
impressive  period  of  technological 
progi-ess  yet  seen.  Duiing  this  50-year 
sti-etch,  a  series  of  breakthi'ough  inno- 
vations— from  autos  to  telephones — 
dramatically  transformed  the  way 
people  lived.  And  with  the  productivi- 
ty of  labor  rising  at  an  average  rate 
exceeding  2%  per  year,  hving  stan- 
dards soared  for  almost  everyone.  Av- 
erage real  income  per  capita  in  1950 
was  more  than  double  that  of  1900, 
and  life  expectancies  rose  from  47 
years  to  68  years,  an  incredible 
difference. 

PLANT  GROWTH.  But  that  same  50-year 
str-etch  included  the  Great  Depi-ession 
and  11  smaller  recessions.  In  particular, 
the  Depression  came  right  after  the 
boom  of  the  1920s,  a  decade  when  man- 


ufacturing output  per  hour  exploded  by 
63%.  During  the  1920s,  the  economy 
grew  at  a  6%  annual  rate,  driven  by 
the  new  technologies  of  the  day:  autos 
and  radio.  The  number  of  autos  on  the 
road  tripled  duiing  the  decade,  and  by 
1930  more  than  40%  of  households 


1990s.  Today,  a  single  sector,  high  tech,| 
accounts  for  about  25%  to  30%  of 
gi'owth — much  the  way  a  single  sector,  | 
autos,  di'ove  gi'owth  in  the  1920s.  And 
it  was  softness  in  auto  sales,  starting 
in  the  summer  of  1929,  that  helped 
trigger  the  stock  market  crash,  just  as 
today's  stock  market  plummets  when- 
ever tech  sales  sag. 

But  other  lessons  from  the  1920s 
and  1930s  offer  some  assurance.  Most 
economists  agree  that  the  initial  down- 
turn in  1929  was  greatly  worsened  by 
bad  policy  decisions — notably  an  in- 
crease in  protectionism,  combined  with 
a  tight-money  policy  at  the  Federal 
Reserve  Board.  Most  central  bankers 


HUDSON  LINE  Cars  fueled  the  '20s 
economy— until  overcapacity  set  in 


had  radio  sets,  up  from  viitually  none  at 
the  beginning  of  the  decade. 

High  productivity  growth  did  not 
protect  the  countiy  from  the  Great 
Depression.  To  the  contrary:  There  is 
evidence  that  the  productive  capacity 
of  the  economy  outran  the  ability  of 
consumers  to  absorb  the  goods  poui*- 
ing  out  of  the  factories.  This  was  par- 
ticularly true  in  the  auto  industry, 
where  producers  such  as  General  Mo- 
tors Corp.  and  Ford  Motor  Co.  com- 
peted for  dominance  by  constantly 
building  new  factories  in  a  bid  for 
market  share.  "By  the  end  of  the 
1920s,  there  was  huge  overcapacity  in 
autos,"  notes  Rick  Szostak,  an  econom- 
ic historian  at  the  University  of  Alber- 
ta. "Once  the  auto  market  was  satu- 
rated, there  weren't  other  products  to 
pick  up  the  slack." 

In  some  ways,  there  are  uncomfort- 
able parallels  between  the  1920s  and 


now  understand  that  the  right  immedi 
ate  response  to  a  financial  crisis  in  an 
othei-wise  sound  economy  is  to  pump 
money  into  the  financial  system  rather 
than  take  it  out. 

The  second  lesson  is  that  a  powerfiu  > 
technology  boom  need  not  be  stopped  ' 
even  by  a  deep  dovmturn.  From  1929  jl 
to  1937 — through  the  worst  of  the  De- 
pression and  a  weak  recovery— labor 
productivity  actually  rose  1.1%  a  year,  i 
By  comparison,  the  recessions  of  the 
1970s  and  1980s — during  an  era  of  slo\ 
technological  progi'ess — produced  dev- 
astating dechnes  in  productivity. 

Indeed,  the  next  downturn  will  pro- 
vide a  stern  test  for  the  21st  Century 
Economy.  If  productivity  falls  shai-ply 
during  the  next  recession,  that  vrill 
suggest  that  the  recent  gains  were 
only  a  temporary  spike,  and  that  the 
skeptics  were  correct.  But  if  pr-oducti\ 
ity  continues  to  rise,  that  will  be  a 
clear-  sign  that  the  21st  Century  Econ 
omy  is  a  good  bet. 

By  Michael  J.  Mandel  in  New  York 
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Before  taking  a  business  trip  to  Japan,  remember  to  take  an  AT&T  Direct"  Service  wallet  guide.  It's  a  list 
of  access  numbers  you  need  to  call  home  fast  and  clear  from  around  the  world,  using 
an  AT&T  Calling  Card  or  credit  card.  Plus  it  gets  you  an  operator  who'll  always  make  you  feel  right  at  home. 

Dial  I  888  259-3505  for  your  free  guide,  or  visit  our  Web  site 
at  www.att.com/traveler 
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surging  trade  will  pave 
the  way  for  growth 
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PEACE  DISAPPEARS 

Any  one  of  a  number  of  events 
nuclear  dispute  on  the  Indian : 
continent,  say,  or  a  breakdown 
the  Mideast  peace  process'— co 


hat  are  the  implications  of  3%  annual 
growth,  rising  productivity,  and  strong  in- 
vestment continuing  over  the  next  10 
years?  At  the  request  of  BUSINESS  WEEK, 
Standard  &  Poor's  DRI  compared  this 
21st  Century  Economy  scenario  with  its 
baseline  forecast,  which  calls  for  only 
2.3%  average  growth. 
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a     special    advertising     series     sponsored  byCONSECO 


The  following  article  appears  on  S&P  Personal  Wealth, 
www.personalwealth.com,  the  interactive  investment 
advisory  service  for  the  individual  investor: 

HOW  MANY  MUTUAL  FUNDS  DO  YOU  NEED? 

With  more  than  6,000  mutual  funds  to  choose 
from  today,  some  people  have  started  collecting  funds 
as  if  they  were  art.  While  the  variety  of  choices 
is  impressive,  there's  a  downside  to  holding  too 
many  similar  funds:  it  may  potentially  lower  returns 
on  your  portfolio. 


rising.  A  mix  of  assets  will  help  position  your  portfo- 
lio to  benefit  during  market  upswings  while  suffering 
less  during  downturns. 

If  you  have  sufficient  capital,  you  can  also 
diversify  among  investment  styles  to  help  reduce 
risk.  Active  and  passive  investing  are  the  two  most 
basic  investment  styles.  While  active  investors 
believe  that  managed  funds  have  the  ability  to 
outperform  the  market,  passive  investors  have 
faith  in  the  long-term  success  of  the  market  indexes. 
Many  investors  prefer  to  combine  investment  styles 
in  order  to  potentially  gain  through  different 


highlights     from     S&P     Personal  Wealth 


The  number  of  funds  that  is  right  for  your  portfo- 
lio depends  on  your  investment  goals  and  the  amount 
of  your  investment  capital.  If  you  have  both  short- 
and  long-term  goals,  you  will  likely  want  different 
types  of  mutual  funds  for  each  time  frame.  The  more 
capital  you  have  to  invest,  the  greater  your  ability  to 
afford  diversification  among  different  asset  classes 
and  investment  styles. 

Asset  allocation  is  the  way  in  which  you  weight 
investments  in  your  portfolio.  There  are  three  main 
asset  classes:  stocks,  bonds,  and  money  markets.  Each 
has  its  own  characteristics  in  terms  of  their  value 
fluctuation,  level  of  market  risk,  and  ability  to  out- 
pace inflation.  Which  asset  classes  you  decide  to 
invest  in  depends  on  how  your  investment  time  frame 
and  goals  match  up  with  the  risks  and  return  poten- 
tial of  the  various  asset  classes. 

Diversification  -  investing  in  different  types  of 
funds  or  securities  in  order  to  reduce  risk  -  is  an 
important  part  of  asset  allocation.  Diversifying  among 
different  asset  classes  increases  the  chance  that  as 
one  investment  is  falling  in  value,  another  may  be 


S&P 


PERSONAL  WEALTH 

www.personalwealth.com 


market  cycles  that  favor  different  approaches. 

Most  financial  planners  suggest  a  minimum  of 
three  mutual  funds  if  you  have  at  least  $2,500  to 
invest.  These  first  funds  would  likely  include  a  stock 
fund,  a  bond  fund,  and  a  money  market  fund.  How 
much  you  invest  in  each  fund  will  depend  on  your 
investment  goals  and  time  horizon. 

With  higher  amounts  to  invest,  you  might  consid- 
er adding  a  mix  of  different  stock  and  bond  funds. 
A  long-term  investor  seeking  growth  who  already 
holds  a  domestic  large-cap  stock  fund,  for  example, 
could  add  a  small-cap  stock  fund  and  an  international 
stock  fund  without  duplicating  holdings.  Following 
such  a  strategy  of  holding  different  types  of  funds, 
an  investor  with  $25,000  to  invest  can  achieve  a 
well-diversified  portfolio  with  just  six  funds. 

However,  if  you  hold  several  funds  that  all  use 
similar  investment  strategies  in  your  portfolio,  you 
essentially  hold  the  market.  You  could  achieve  the 
same  result  much  more  cost-effectively  by  simply 
buying  an  index  fund. 


Look  for  Intelligence  Briefings  in  Business  Week  next 
month.  Additional  market  insight  is  available  on  S&P 
Personal  Wealth  at  www.personalwealth.com. 
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VISIONARY 


GREENSPAN'S  TAKE  ON 
TODAY'S  ECONOMY 

PRODUCTIVITY  Corporate  America's 
heavy  investment  in  computers  and  oth- 
er labor-saving  technologies  is  boosting 
productivity  growth  well  above  the 
trend  of  recent  decades. 

GLOBALIZATION  The  growth  of  the 
global  economy,  coupled  with  technolog- 
ical advances,  enables  companies  to  shift 
production  easily  around  the  world.  That 
means  fewer  inflationary  bottlenecks 
from  capacity  shortages. 

THE  ANXIOUS  WORKER  Globalization 
and  corporate  downsizings  mean  that 
employees  put  a  premium  on  job  securi- 
ty. They're  also  more  willing  to  tie  pay  to 
performance— reducing  the  risk  of  wage 
inflation. 

DATA:  BUSINESS  WEEK 


ALAN  GREENSPAN: 
AN  UNLIKELY  GURU 


The  Fed  chairman  sees  a  high-tech  economy  as  a  natural 
inflation  fighter.  It  spurs  faster— and  longer— growth 


Last  summer,  Federal  Reserve 
Chairman  Alan  Greenspan 
stunned  Wall  Street  by  raising  a 
provocative  issue:  Is  the  high- 
tech boom  a  "once  or  twice  in  a  centuiy 
phenomenon"  that's  altering  the  old 
i-ules  for  how  the  economy  operates? 

Coming  ft-om  a  central  banker  who 
epitomizes  sober  economic  analysis,  this 
question  was  remarkable.  While 
Greenspan  admits  it  may  be  another 
decade  before  the  Fed  fully  imderstands 
the  economic  changes  now  afoot,  he  is 
increasingly  convinced  that  huge  busi- 
ness investments  in  new  technologies 
allow  the  economy  to  grow  faster — and 
longer — vAth  less  risk  of  inflation. 

While  the  Fed  chief  eschews  such 
buzzwords  as  "New  Economy,"  he 
doesn't  understate  the  significance  of 
the  changes.  The  current  expansion,  he 
said  in  June,  is  "as  impressive  as  any  I 
have  witnessed  in  my  neai'  half- 
■  entury  of  daily  observation  of 
the  American  economy." 

Greenspan's  conversion  fi"om 
inflation  hawk  to  leading  propo- 
nent of  the  new  economic  ndes 
is  having  enormous  impact  on 
monetary  policy.  In  the  past, 
the  Fed  would  have  already 
slammed  on  the  brakes  to  pre- 
vent an  inflationaiy  spu-al.  Over 
the  past  three  years,  by  con- 
trast, it  has  raised  rates  just  '  

once.  And  with  Asia's  economies  still  in 
free  fall,  Greenspan  may  decide  that 
the  Fed's  correct  course  now  is  to  pro- 
vide liquidity  to  the  rest  of  the  world. 
X-FACTOR.  Even  if  Asia  were  to  stabilize 
tomorrow,  he  may  conclude  that  the 
economy's  higher  gi'owth  potential  al- 
lows him  to  wait  for  more  evidence  of 
inflation  before  raising  rates.  Although 
Greenspan  won't  say  precisely  how  fast 
productivity  is  rising,  he  believes  it's 
somewhere  above  the  1%  rate  that  the 
U.  S.  has  averaged  since  the  1970s  but 
below  the  2%  rate  of  recent  quarters. 

It's  not  just  capital  spending  that's 
behind   the   productivity   gains,  in 


Greenspan's  view.  He  also  sees  a  par:  ! 
lei  revolution  in  the  workforce — an 
factor  that  may  explain  why  wag 
haven't  risen  faster.  Greenspan  belicM- 
today's  workers,  seared  by  waves 
dovTOsizings,  suffer  chronic  job-obsol 
cence  fears.  So  they're  more  flexibi 
willing  to  learn  new  skills,  and  les^ 
prone  to  job-hop  for  a  few  more  bucks 
Corporate  managers,  meanwhile,  arc 
smarter  in  how  they  invest  in  new  m;i 
chineiy — boosting  the  "efficiency  of  cap 
ital,"  as  Greenspan  puts  it — even  whili 
using  new  management  practices  to  iv 
design  their  businesses.  "Total  qualitv 
management,      customer  satisfar 
tion . . .  we've  got  a  whole  generation  -  > 
executives  who  are  thinking  differently, 
says  Fed  Vice-Chair  Alice  M.  Rivlin 
who  agrees  with  Greenspan  on  thii 
point. 

Still,  Greenspan  hasn't  let  his  guan 


Today's  workers,  fearing 
job  obsolescence,  are 
more  flexible  and  willing 
to  learn  new  skills, 
according  to  the  Fed  chief 


down  on  inflation.  While  technology' 
potential  may  be  limitless,  the  labo 
supply  isn't.  At  cmrent  gi-ovW;h  rates,  h 
knows  the  economy  will  eventually  rui 
out  of  workers — and  drive  wages  up 
Indeed,  Greenspan  may  agi'ee  to  nudgi 
rates  up  this  fall  if  the  economy  shake 
its  summer  slump. 

But  even  a  rate  hike  won't  take  awa. 
fi-om  Greenspan's  amazing  balancing  ad 
his  ability  to  adapt  to  the  pervasive  or 
going  changes  in  the  economy  wWle  sti 
standing  strong  against  inflation.  In  th 
end,  his  greatest  legacy  will  be  a  higf 
growth,  low-inflation  economy. 

By  Dean  Foust  in  Washingta 
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WAGES 


RISING 


TIDE 


It's  no  longer  just  the  elite 
who  are  gaining  from  the 
innovation  boom.  Wages  are 
growing  across  the  board — 
and  that's  no  surprise 


No  ymvelty  in  tlie  United  States  strmk  me  more  vividly  during 
my  stay  tliere  tlmn  the  equality  of  conditions. 

—Alexis  de  Tocqueville,  1835 

The  opening  sentence  ffom  Democracy  in  America  is 
a  striking  testament  to  how  central  the  idea  of 
equality  has  been  thi'oughout  American  lustoiy.  De- 
spite the  nation's  veiy  real  divisions  along  the  lines 
of  money,  race,  power,  and  education,  America  has 
been  more  egalitaiian  and  open  to  talent  than  any  other-  coun- 
try in  history. 

Yet  economic  inequality  began  rising  dramatically  a 
quartei-centuiy  ago.  The  average  worker's  paycheck  couldn't 
keep  up  with  inflation,  and  living  standai'ds  stagnated  foi'  the 
bottom  three-quarters  of  Americans.  At  first,  the  popular 
culprits  behind  these  woes  included  the  war  against 
inflation — which  cramped  economic  growth — as  well  as 
the  decline  of  unions  and  the  supply-side  tax  cuts  of  the  - 


early  1980s,  which  cut  taxes — especially  for  the  wealthy 
But  as  inequality  continued  to  rise  well  into  the  expansioi 
of  the  1990s,  a  growing  number  of  economists  and  intellec 
tuals  of  both  the  left  and  the  right  pinned  the  blame  on  tb 
two  most  powerful  economic  forces  of  our  age,  global  com 
petition  and  breathtaking  technological  change.  High-tecl 
gear  transformed  the  workplace  by  taking  over  many  rou 
tine,  low-skill  chores  and  leaving  employees  to  perform  th 
more  complicated,  high-skill  tasks.  The  income  gains  large 
ly  went  to  the  well-educated  elite,  expert  at  handling  ab 
stract  concepts  or  doing  business  overseas.  In  1979,  media: 
compensation  for  male  college  graduates  was  42%  highe 
than  foi'  male  high  school  gi'aduates.  Nearly  two  decades  lat 
er,  workers  with  a  college  sheepskin  pocketed  89%  mor 
than  their  less-educated  peers.  Little  wonder  more  an( 
more  people  worry  that  America  is  evolving  into  a  two-tie| 
society  permanently  divided  between  a  technologica 
plutocracy  that  will  enjoy  most  of  the  economy's  bounty 


SIGNS  OF  VITALnT 


As  Wages  Head  Higher.  The  Wage  Gap  Is  Narrowing  And  Education  Levels  Rise 


CHANGE  IN  REAL  WAGES  AND 
SALARIES  OVER  A  YEAR  EARLIER 


PERCENT  CHANGE  IN  REAL 
QUARTERLY  WEEKLY  EARNINGS 


•  WORKERS  EARNING  MORE 

THAN  90%  OF  ALL  WORKERS 
I  MEDIAN  WORKER 

i  WORKERS  EARNING  LESS 
THAN  80%  OF  ALL  WORKERS 


HIGH  SCHOOL  GRADUATES 
ENROLLED  IN  COLLEGE  OR 
UNIVERSITY  THE  FOLLOWING  FALL 


Ql  \  L. 

'95 
▲  PERCENT 


J 


'97 


'98 


'89-'96 


▲  PERCENT 

DATA:  BUREAU  OF  LABOR  STATISTICS.  ECONOMIC  POLICY  INSTITUTE,  EDUCATION  DEPT 


'96-'98* 

'SEASONALLY  ADJUSTED  DATA  FOR 
THE  FIRST  SIX  MONTHS  OF  1998 


0'  ^  

'81  '83 

▲  PERCENT 


'85     '87     '89     '91     '93     '95  '97 


72  BUSINESS  WEEK  /  AUGUST  31.  1998 


The  21st  Century  Economy  THE    HUMAN  FACTOR 


SI 


and  everyone  else,  who  will  struggle  to  make 
ends  meet. 

But  the  21st  Centuiy  Economy  likely  will  avoid 
such  a  grim  future.  Indeed,  the  benefits  of  the  imn > 
vation  boom  ar"e  just  beginning  to  boost  all  worke)- 
incomes.  Real  wages  for  the  median  worker  rose  at 
a  2.6%  annual  rate  fi'om  199(5  thi-ough  the  fii-st  hall'  i  il 
1998,  revereing  the  decline  of  0.8%  a  yeai-  from  19.s:  i 
to  1996,  according  to  the  Economic  Policy  Institute. 
The  gains  were  gi-eatest  among  lower-paid  employ- 
ees. With  the  economy  continuing  to  expand  and 
unemployment  at  its  lowest  point  in  30  years,  com- 
panies ai'e  snapping  up  minorities,  women,  seniors, 
and  anyone  else  willing  to  work  for  a  day's  pay. 
Wages  for  workers  in  the  20th  percentile — those 
earning  less  than  80%  of  all  worker's — increased  at  a 
3.6%'  annual  rate  during  this  period.  Meanwhile, 
workers  in  the  90th  percentOe — those  making  more 
than  90%  of  all  workei"s — saw  theii*  wages  gi'ow  at  a 
2.3%'  pace.  What's  more,  the  rapid  economic  gi'owth 
promised  by  unleashed  innovation  will  keep  unem- 
ployment unusually  low  after  adjusting  for  the  in- 
evitable effects  of  the  business  cycle.  "Eveiything  I 
have  seen  suggests  that  inequality  shrinks  with  a  low 
unemployment  rate,"  says  James  K.  Galbraith,  an 
economist  at  the  University  of  Texas  at  Austin. 
ANACHRONISM.  Tlie  downside?  A  souped-up  economy 
means  intense  job  insecurity  from  the  warehouse 
floor  to  the  white-coUai'  office.  It's  clear'  ab'eady  that 
poor'ly  educated  wor-ker-s  will  continue  to  lose  gr'ound. 
Less  appreciated  is  how  today's  tech-savvy,  well- 
compensated  worker  could  become  an  expensive 
anachronism  as  tomorrow's  technological  advances 
offer  new  opporliuiities  for  slashing  costs  and  im- 
proving economies  of  scale.  A  wor'ld  filled  with  smart 
computer's,  all  linked  via  the  Internet,  could  easily 
undermine  whole  sectors  of  today's  vibrant  ser-vice 
and  infor-mation  industries.  In  the  next  centur-y, 
lawyer's,  accountants,  and  broker's  could  be  the  sec- 
r'etaries,  bank  teller's,  and  mainframe  oper-ator-s  of  the 
1980s.  Wor'r'ies  T.  Brock  Hinzmarm,  chief  technology 
navigator  at  consultant  SRi  Inter-national:  "What  if 
you  off-load  ser-vices  from  people  altogether?  I'm 
not  talking  just  about  simple  technology  like  speech 
recognition — what  if  it  includes  cr'eativity?" 

The  current  association  between  economic  in- 
equality and  technological  breakthroughs  is  far  from 
unique.  Whenever  major  irmovations  take  hold,  in- 
come gains  typically  go  to  better-educated  wor'ker's, 
who  can  quickly  master  the  new  techniques  and 
technologies.  But  histor'y  suggests  that  the  payoff 
spr'eads  as  more  people  move  up  the  lear-ning  ciu-ve 
and  as  additional  innovations  make  the  new  tech- 
nology easier  to  use. 

Look  at  what  hap|)ened  at  the  tiu'n  of  the  centu- 
r-y. Innovations  transforined  the  economy  as  indus- 
try exploited  scientific  r'esear-ch  and  moder-n  management  as 
never-  before.  Entr'epr'eneurs  built  their'  companies  into  behe- 
moths, thanks  to  the  new  techniques  of  mass  production,  the 
spread  of  electr-ic  power;  and  the  r-ise  of  the  internal  combus- 
tion engine.  Income  inecjuality  wor-sened  as  manager's  bid  up 
the  wages  of  scarce  educated  workers  to  staff  the  offices  of 
their-  national  and  multinational  enter-j^r-ises.  Yet  by  the  1920s, 
the  wage  premiimi  for  secondar-y  education  had  declined  con- 
siderably, according  to  research  by  Claudia  Goldin  and 
Lawrence  F.  Katz,  economists  at  Harvard  Univer'sity.  Educa- 
tion levels  rose  shari^ly  as  high  school  graduation  rates  jumped 


from  arormd  13%  in  1913  to  almost  50%  by  1940.  Technologi 
cal  advances  such  as  typewriter's  and  mimeograph  machinef 
made  many  office  jobs  easier  Mor'e  impor-tant:  All  groups  t 
eventually  saw  their  wages  r-ise  and  living  standards  improv(  y 
as  productivity  rose  at  a  fast  clip. 

The  same  thing  seems  to  be  happening  today.  A  study  bj 
Katz,  David  H.  Auter'  of  Har-vard,  and  Alan  B.  Krueger 
Princeton  Univer'sity  attr-ibutes  30%)  to  50%  of  the  increase  ii 
demand  for  skilled  workers  over  the  past  25  year-s  to  th< 
computer  But  the  talents  of  the  Amer-ican  workfor-ce  ar-e  in  i 
cr-easing  even  as  high-tech  companies  create  new  product! 
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llial  lion  t  require 
specialized  knowledge 
lo  operate.  Fai-  from 
being  left  behind, 
most  working-  and 
middle-class  Ameri- 
cans— especially  fi'om 
the  younger  genera- 
tions— are  learning 
what  it  will  take  to 
prosper  in  the  years 
ahead.  "People  have  a  sense  of  what  skills 
employei-s  ai"e  looking  for,  and  they  ai'e  re- 
sponding by  going  to  school  and  getting 
training,"  says  Harvard's  Goldin.  Adds 
Richai-d  Howard,  dii'ector  of  the  Wu-eless 
Reseai-ch  Laboratoiy  at  Lucent  Technolo- 
gies' Bell  Labs:  "Technologj*  goes  through 
this  cycle.  You  stail  with  something  simple, 
it  goes  thi-ough  complexity,  and  then  it  goes 
back  to  being  relatively  simple." 

Clearly,  the  evolution  of  technology  is 
transfoiTning  work  at  an  astonishing  rate. 
And  labor  is  responding  to  business'  near 
insatiable  demand  for  educated  workers. 
Last  year,  a  record  679^  of  high  school 
gi-aduates  went  on  to  college  the  following 
fall,  compai-ed  with  49^c  in  1979.  The  pro- 
portion of  people  between  25  and  29  years 
old  who  have  a  bachelor's  degi'ee  increased 
fi-om  2L3%  in  1981  to  a  record  27.8%  in 
1997.  Em'oUment  at  community  colleges  is 
strong,  as  is  em-ollment  at  private  schools 
that  upgi-ade  workers'  skills. 

Indeed,  the  idea  that  only  PhDs  in  com- 
puter science  and  their  like  will  benefit 
fi'om  the  teclinological  revolution  is  cleaiiy 
WTongheaded.  Emily  R.  Geballe.  40,  w'as  a 
rock  musician  in  Los  Angeles.  She  w^as  in 
the  music  scene  for  yeai-s,  placing  bass  gui- 
tai-  and  working  at  retail  jobs  to  make  ends 
meet.  Tii-ed  of  stinggUng  to  make  a  living, 
she  took  a  two-year  coui'se  in  computer 


VOICES  Claudia  Goldin 


TITLE  Economics  professor,  Harvard  University.  52. 
CONTRIBUTIONS  Goldin  has  provided  a  historical  basis  for 
understanding  the  impact  of  technology  on  income  distribution. 
Living  standards  have  improved  over  the  past  century,  she 
argues,  but  the  gains  haven't  always  been  shared  equally. 
IN  HER  WORDS  "[There  is]  a  constant  race  between  tech- 
nology and  education.  At  times  education  is  ahead,  and 
sometimes  the  technology  curve  is  ahead." 


Far  from  being  left  behind,  the 
working  and  middle  classes  are 
reacting  to  the  high-tech  boom 
by  getting  training  so  they  can 
prosper  in  the  years  ahead 


^■amming  at  a  commimity  college  in  the  eaiiy  1990s.  Geballe 
lives  in  Seattle  and  troubleshoots  customer  technical  prob- 
5  for  WRQ  Inc.,  a  Seattle-based  softw'are  and  Internet  com- 
V  with  700  employees  worldwide.  She  owtis  a  home  and 
I  a  vacation  in  Eui'ope  last  yeai*.  "Life  is  good,"  she  says, 
'ompanies  also  are  devoting  more  resoiu'ces  to  worker 
ling.  Greg  Suixlyk,  29,  is  taking  advantage  of  his  compan/s 
ingness  to  pay  for  his  continuing  education.  In  his  eai'ly 
Greg  worked  as  a  part-time  supenisor  at  United  Pai'cel 
rice  and  helped  his  mother  ran  a  bai-  she  owned  in  Cicero, 
Thi-ee  yeai-s  ago,  he  stalled  attending  DeViy  Institute  of 


Technology'  while  working  part-time  in  a  warehouse.  Now, 
he's  a  progi-amming  network/PC  support  specialist  for  an  in- 
dustrial supply  company  in  Ebnlim-st,  111.  In  the  fall,  he  intends 
to  get  certified  as  a  Microsoft  systems  engineer,  a  process  that 
will  take  tlu'ee  months:  His  company  will  pay  the  $5.49.5  cost. 
"With  certification  and  two  years  experience,  you  can  get 
.$65,000  to  $70,000,"  he  says.  "If  I  hadn't  found  computei-s,  I'd 
still  be  at  ups.  Instead,  I'm  financially  better  off  and  have 
much  more  job  satisfaction." 

EQUALIZER.  In  one  ai'ea,  technolog\'  already  has  become  a 
powerftil  force  for  greater  equality:  Women  ai-e  doing  better 
than  ever.  For  instance,  it's  a  lot  easier  for  men  and  women  to 
compete  on  an  equal  footing  wiien  they're  working  with  high- 
tech equipment  such  as  computers  than  wiien  they're  toiling 
on  an  auto  assembly  line.  Moreover,  a  majority  of  associate, 
bachelor's,  and  master's  degi'ees  ai-e  now  earned  by  women. 
The  ratio  of  women's  median  pay  to  men's,  wiiich  hovered 
around  60%  in  the  late  1950s,  had  reached  more  than  75%  in 
1997.  Tlie  g'ap  narrows  even  more  after  adjusting  for  education 
and  occupation,  according  to  the  Council  of  Economic  Advisers. 

Throughout  American  history,  successive  generations 
have  been  able  to  climb  higher  up  the  economic  ladder 
than  its  parents.  Robust  productivity  gi-owi;h  is  the  funda- 
mental building  block  allowing  each  generation  to  get  ahead. 
And  that  is  wiiat  made  the  stagnant  productivity  in  the 
1970s  and  1980s  so  painful  for  so  many  people.  Simply  put, 
economic  growth  was  too  weak  to  create  enough  opportu- 
nities for  people  to  fai'e  better  than  their  pai'ents.  But  with 
the  economy  on  a  fast  track,  that's  no  longer  true.  Living 
standards  already  are  improving.  More  than  25%  of  all 
workers  now  own  stocks  and  bonds  though  a  retti-ement  sav- 
ings plan  such  as  a  401{k).  Better  yet,  a  record  66%  of 
households  own  the  homes  they  live  in,  and 
many  of  the  goods  inside  the  house  come 
cheaper.  For  example,  since  1994,  prices  for 
household  appliances  have  fallen  3.5%  and 
home  electronic  equipment  is  down  4.1%. 

StiU,  in  an  economy  chiven  by  innovation,  it's 
clear  that  restructuring,  reengineering,  and 
downsizing — pick  your  favorite  buzzword — will 
be  a  peimanent  part  of  management's  tool  kit 
in  the  21st  century.  Employees  will  have  to 
keep  leaining  new  skills  with  each  new  up- 
heaval. "The  types  of  risks  that  used  to  be 
confined  to  the  blue-collai-  workforce  ai'e  be- 


ginning to  spread  theu  tentacles  into  the  necktie  class,"  says 
Bradford  de  Long,  an  economist  at  the  L^niversity  of  Califor- 
nia at  Berkeley. 

In  spite  of  such  insecmity,  most  Americans  will  shai'e  in  the 
prosperity  unleashed  by  today's  technological  advances. 
Tremendous  economic  gi'owth  will  lift  the  incomes  of  all 
American  families.  And  a  future  de  Tocqueville  touiing  this  na- 
tion sm'ely  would  be  strack  at  the  enoiTnous  opportimities  for 
the  average  citizen  in  the  21st  rentmy  economy. 

By  Cliristoplier  Fatrell  in  St.  Paul.  Minn.,  witli  Ann  Therese 
Palmer  in  Chicago  and  Sean  u  Broivder  in  Seattle 
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IMMIGRANTS 


A  RICH  STEW 

IN  THE  MELTING  POT 


At  the  stait  of  the  20th  centmy,  im- 
migrant labor  and  innovation 
helped  turn  the  U.  S.  into  a  pow- 
erful manufacturing  nation.  Today,  for- 
eign-bora engineers  jam  the  comdoi-s  of 
SiUcon  Valley,  abetting  the  nation's  in- 
foiTnation-technology  boom.  And  as  the 
21st  century  dawns,  yet  another  wave 
of  immigrants  will  once  again  help  trans- 
form the  economy. 

During  the  next  decade,  barring  a 
change  in  government  policy,  nearly  a 
million  immigi-ants  ai-e  expected  to  arrive 
in  the  U.  S.  every  yeai'.  Most,  both  legal 
and  illegal,  vrill  continue  to  come  from 
Latin  America  and  Southeast  Asia,  but 
every  foreign  land  vrill  be  represented. 
So  vdll  evei-y  level  of  skill,  education, 
and  talent:  New  an-ivals  will  make  up 
hotel  beds,  start  their  own  shops,  and 
pursue  pathbreaking  medical  research. 
CREATIVE  TYPES.  And  they'll  play  a  crit- 
ical role  in  providing  the  workers  needed 
to  keep  the  economy  healthy.  As  baby 
boomers  age  and  domestic  birthrates 
stagnate,  only  foreign-born  workers  will 
keep  the  labor  pool  growing.  By  2006, 
in  fact,  immigi-ants  vrill  account  for  half  of 
all  new  U.  S.  workers;  over  the  next  30 
years,  their  share  will  rise  to  60%. 

Economic  dynamism,  in  other  words, 
vrill  depend  on  a  continuing  stream  of 
foreign-born  workers.  A  limited  labor 
supply  "is  going  to  affect  growth,"  says 
Cai'ol  D'Amico,  senior  research  fellow  at 
the  Hudson  Institute;  "if  you  fast-for- 


NEW  WORKERS  The  U.S.  economy 
will  depend  on  immigrant  labor 


ward  10  years,  it  vrill  be  a  real  issue." 
Even  at  cmrent  levels  of  iminigTation, 
according  to  the  Labor  Dept.,  the  num- 
ber of  people  available  to  work  will  in- 
crease by  a  mere  0.8%  per  yeai*  between 
1996  and  2006— half  the  rate  of  the  pre- 
vious decade.  Without  immigi-ants,  ac- 
cording to  a  new  study  headed  by  the 
Urban  Institute's  Jeffrey  S.  Passel,  the 
U.  S.  workforce  would  actually  begin  to 
shiink  by  2015. 

It's  not  all  about  sheer  numbers,  of 
course;  To  lift  productivity  and  spur 
growth,  immigi-ants  must  provide  cre- 
ativity, entreprenemial  energy,  or  sim- 
ple initiative  that  America  couldn't  find 
othei-wise.  "If  all  you  did  was  bring  in 
people  who  ai"e  exactly 
the  same  as  those  we 
have  here,  there  would 
be  no  economic  bene- 
fit," says  Rand  Coi-p. 
economist  James  P. 
Smith.  "You'd  just 
have  more  people." 

That's  what  makes 
immigrants  such  as 
Nick  Gutu  so  impor- 
tant. Gutu,  who  defect- 
ed from  Romania  in 
1969,  started  as  an  as- 
sembly line  worker  for 
Ford  Motor  Co.  and 


IMMIGRATION  DRIVES 
WORKFORCE  GROWTH 
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DATA:  LABOR  DEPT.,  URBAN  INSTIIUTE 


later  straggled  to  make  ends  meet  as  a 
busboy,  bartender,  and  cab  driver.  A 
decatle  after  he  arrived  in  the  U.  S.,  Gutu 
started  a  constraction  company  in  Chica- 
go. Now,  he  also  owns  a  real  estate  finn 
,and  a  window  manufacturer.  He  employs 
65  people — many  immigrants  themselves. 
"You  can  be  anything,  depending  on  theji 
amount  of  courage  you  have,"  he  says.  |i 
Just  as  cracial,  the  array  of  education ' 
and  skills  immigrants  bi-ing  could  fit  neat>  ■ 
ly  with  the  supply  of  jobs  over  the  next ' 
decade.  According  to  Linda  Levine  atj 
the  Congressional  Research  Semce,  a; 
branch  of  the  Library  of  Congress,  60%  i 
of  the  jobs  created  through  2005  will  re-^ 
quire  some  post-secondary  education.  But, 
she  adds,  low-skiU  jobs  will  still  represent 
about  half  of  total  employment.  , 
QUICK  STUDIES.  Compare  that  job  market  i 
to  the  ]3rospective  immigrant  labor  force,  i 
Of  recent  airivals,  only  63%  have  fin- 
ished high  school.  No  surprise  that,  while 
immigi-ants  make  up  only  12%  of  today's 
workforce,  they  bus  half  the  restaurant 
tables  in  the  U.S.  Yet  immigi-ants  also 
are  50%  more  likely  than  Americans  to 
have  a  graduate  degree.  And  a  stagger- 
ing 23%  of  U.  S.  residents  holding  PhDs 
in  science  and  engineei-ing  ai-e  foreign- 
born,  according  to  the  National  Science 
Foundation.  Thus,  one-thii-d  of  aU  male 
physics  teachei-s  ai'e  immigrants  as  are  a 
quarter  of  all  female  doctors,  says  Port-ji 
land  State  University  demographer  Bar-' 
ly  Edmondston. 

Indeed,  foreign-born  workers  have, 
shown  an  extraordinaiy  ability  to  assim-i 
ilate  and  floui-ish.  Certainly,  some  less! 
skilled  workei-s  will  remain  at  the  bottom  I 
economic  i-ung  all  theii*  Kves.  Yet  others] 
will  cat  ch  up  quickly.  Within  a  decade  of  l 
their  arrival,  the  well-educated  go  fromj 
making  barely  half  that  of  native-bom! 
Americans  in  comparable  work  to  nearlyii 
90%,  according  to  a  recent  study  by'J 
Mark  C.  Regets  of  the  National  Science*' 
Foundation  and  Hairiet  Duleep  of  the 
LIrban  Institute. 

That,  of  com-se,  will  raise  immigrants 
living  standai'ds,  deliv- 
ering foreign-borr 
workers  and  their  fam- 
ilies into  America'^ 
middle  and  uppei 
classes.  More  imipor 
tant,  it  vrill  help  drive 
innovation  and  entre 
preneurship,  key  en 
gines  of  the  21st  Cen 
tury  Economy.  An( 
the  resulting  growtl 
will  keep  attracting 
more  Nick  Gutus. 

By  Howard  Gleck 
mail  in  Washington 
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INFORMA- 
hriON  SHALL 

CIRCULATE 

AS  FREELY 

AS  OFFICE 

GOSSIP 

St"  Information  can  pass  from  person  to  person  without  a  tiiccup.  So  winy  not  from  computer  to  computer?  Little  wonder  we've 

ays  spread  ttie  word  about  a  more  fluent  approach  to  computing:  Network  computing.  With  our  Java '  technologies,  we're  0|  //f/i 

ibling  the  desktop  to  communicate  with  the  palmtop  to  communicate  with  the  pager  to  communicate  with  the  TV.  So  everyone  U^lA^t  v 

1  share  information  better  within  the  company  and  beyond.  Talk  amongst  yourselves.  THE  NETWORK  IS  THE  COMPUTER'."  microsystems 

,iin  Micfosysiems.  Inc  All  nghis  leseivefl  Sun,  Sun  Micfosysiems.  (he  Sun  Logo,  Java  and  The  Nelwoik  Is  Ihe  Compuler  m  Iiademaiks  or  regisitied  liadematks  ol  Sun  Microsyslems,  inc  in  Ihe  United  Siales  and  oihei  counines  www.sun.com 


One  company  has  emerged  as  a  power 
leader  in  the  unregulated  energy  market- 
place. It's  DTE  Energy  -  a  leader  that  off  ers 
today's  business  world  an  extraordinary 
level  of  energy  management. 

At  DTE  Energy,  we  have  all  the  resources  in 
place  to  help  business  and  industry  achieve 
fully  customized  energy  solutions.  Working 
together  with  all  of  our  affiliates,  we  can 
relieve  you  of  capital  risks,  financing  costs, 
development  costs,  technical  headaches  and 
maintenance  worries.  We  can  even  provide 
on-site,  capital-intense  energy  management 
and  on-going  energy  risk  management. 

And  with  the  strength  and  experience  of 
Detroit  Edison  at  our  core,  we  can  do  even 
more  to  help  you  realize  true  turnkey 
energy  management  solutions. 

In  the  era  of  non-regulated  energy',  the 
formula  for  smgle-source  energy  solutions 
is  simply  e=DTE.  DTE  Energy. 


DTE  Energy 


www.dteenergy.com 
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Silently  and  efficiently,  the  new  team  member  toils 
away  in  a  chemistry  lab  at  the  University  of  Cal- 
ifornia at  Santa  Barbara.  With  perfect  precision, 
she  lays  down  an  ultrathin  layer  of  an  organic 
substrate.  Onto  this,  she  deposits  interlocking  cal- 
cite  crystals,  atom  by  atom.  The  two  layers  bond 
into  a  delicate  crystal  lattice.  Under  a  microscope,  it  calls  to 
mind  the  flawless  thin-film  layers  on  a  silicon  chip. 

But  there  is  no  clean  room,  vacuum  chamber,  or  chip  gear 
in  this  lab,  where  professors  Galen  D.  Stucky  and  Daniel  E. 
Morse  brainstorm  new  materials.  For  that  matter,  the  "team 
member"  is  no  ordinary  staff  researcher.  She's  a  mollusk — an 
abalone.  And  like  so  many  of  nature's  creations,  she  has  ac- 
quired, through  millions  of  years  of  evolution,  an  exquisite 
form  of  molecular  machinery  to  create  her  shell — machineiy 


tessence  won't  be  smaller,  cheaper,  faster  electronics — though 
we  will  have  all  that  in  abundance.  The  transition  scientists 
speak  of  involves  nothing  less  than  the  hijacking  of  nature  s 
own  creative  machinery. 

In  medicine,  this  spells  the  ability  to  repair  or  i-eplace' 
the  body's  failing  organs.  In  manufacturing,  it  means  coercing] 
molecules  to  assemble  into  useful  devices — the  same  way 
that  crystals  and  living  creatures  assemble  themselves.  The! 
coming  wave  of  miniaturization  and  molecular  electronics 
sometimes  called  "nanoteclinology" — is  taking  shape  at  the  in- 
tersection of  chemistry,  physics,  biology,  and  electrical  engi- 
neering. And  if  it  crests  as  many  scientists  predict,  it  wil 
bring  a  wholesale  industrial  transforTnation,  mor-e  dramatii 
than  the  late-20th  century  flowering  of  micr-oelectronics 

No  one  dismisses  the  enormity  of  the  challenges.  Atoms,  a1 


THE  NEXT  WAVE 


One  day,  scientists  will  be  able  to  create  materials  atom  by  atom. 
The  upshot:  Doing  everything  nature  can  do,  and  more 


that  leaves  today's  best  fabrication  tools  in  the  dust. 

At  Santa  Bar-bar-a  and  hundreds  of  other  research  cen- 
ters, scientists  and  engineer-s  are  getting  r-eady  for  the  next 
great  technological  r-evolution — the  leap  into  the  world  of 
the  very  small.  Natiu'e  has  an  unrivaled  genius  for  designing 
and  pr'oducing  tough,  ver'satile  materials — fr'om  seashells  to 
spider-'s  silk — in  self-replicating  "factories,"  and  at  an  atomic 
scale.  Scientists  want  to  clone  this  ingenuity,  to  for-ge  new  in- 
dustries of  the  21st  centmy.  "Atom  by  atom — that's  how  na- 
tui'e  designs  and  builds  things,"  muses  Cheny  MiuTay,  Phys- 
ical Research  Lab  dir-ector  at  Lucent  Technologies'  Bell  Labs. 
"If  you  could  influence  design  at  such  a  scale,  you  could 
make  any  material  you  ever  wanted." 

BYE  BYE  PC  BUGS?  That  ultimate  goal  is  still  mostly  a  glim- 
mer'. But  the  high-tech  landscape  is  on  the  brink  of  change. 
The  development  pipelines  at  many  high-tech  companies  al- 
r-eady  showcase  a  whole  new  br-eed  of  miniaturized  mar'vels 
with  capabilities  well  beyond  today's  cliips.  Over  the  next  half- 
decade,  these  so-called  "microelectr'omechanical 
systems"  (MEMS) — which  combine  sensor-s,  motor's, 
and  digital  smarts  on  a  single  sliver  of  sUicon — are 
likely  to  supplant  more  expensive  components  in 
computer  har'dware,  automobile  engines,  factory 
assembly  lines,  and  dozens  of  other-  processes  and 
pr-oducts.  The  oper-ating  softwar-e  for  these  de- 
vices, now  in  the  process  of  being  written,  is  ex- 
pected to  suffer  neither  the  bugs  noi-  the  bloat  of 
today's  PC  programs. 

Going  somewhat  further  out — pr'obably  15  to  20 
years— high-tech  visionaries  foresee  a  transition 
that's  far  more  radical  and  disruptive.  Its  quin- 


room  temperature,  inhabit  a  turbulent  world  ruled  by  force 
we  don't  fully  understand.  Today's  best  theories,  scientifl 
instruments,  and  computer  simulations  proxide  orrly  imperfec 
access  to  this  domain. 

Why,  then,  do  so  many  scientists  believe  in  a  Moleculaj 
Revolution?  Because  some  of  the  necessary  capabilities  are  a 
ready  within  r-each.  As  scientists  at  Bell  Labs  figure  it,  th 
widths  of  the  cir-cuit  lines  that  make  up  electronic  elements  o 
chips  will  shrink  80%,  to  just  50  nanometers,  by  2010.  That' 
50  bilUonths  of  a  meter- — the  distance  of  about  300  atoms  tetl 
ered  in  a  row — and  r-oughly  the  thickness  of  the  protein  laj 
ers  in  the  abalone's  shell. 

In  other  words,  engineers  are  alr-eady  plunging  deep  int 
natur-e's  hidden  pr-eserve.  And  in  life  sciences,  they've  gon 
even  further  Biotechnologists  can  tailor  antibodies  that  figl 
cancer.  And  they  can  slip  new  genes  into  plants  or  animals,  t 
pr-oduce  plastics  or-  drugs  (page  86).  Nano-engineers  believ 
they  can  build  on  this  base,  and  write  new  recipes  or  script 


GEHING  SMALL  in  the  next  HALF-DECADE 

SILICON  CHIPS  WITH  MICROSCOPIC  SENSORS,  MOTORS,  AN[ 
OTHER  MOVING  PARTS  ARE  LIKELYTO  SHOW  UP  IN 
COMPUTER  HARDWARE,  CAR  ENGINES,  ASSEMBLY  LINES, 
AND  DOZENS  OF  OTHER  PROCESSES  AND  PRODUCTS. 
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that  will  instiTict  umnly  atoms  to  fonn  desii'ed  materials.  The 
first  successes — though  not  quite  at  the  atomic  level — are 
already  visible.  Bell  Labs  boasts  of  chips  that  literally  pick 
themselves  up  off  a  substrate.  And  at  the  University  of 
Rochester,  researchers  coax  polymeric  molecules  to  fomn  hol- 
low cylinders  and  solid  rings.  Once  perfected,  such  devices 
alone  stand  to  bring  enomious  savings  to  many  industries. 
Says  Venkatesh  Narayanamurfi,  dean  of  the  engineering  col- 
lege at  uc-Santa  Barbara:  "The  Internet  is  nothing  com- 
jjared  to  what's  coming." 

QUAKE  WARNINGS.  The  shifting  economics  are  ab'eady  evident 
with  the  an-ival  of  mems.  Eai'ly  mass-produced  apj^lications  in- 
clude tiny  automobile  accelerometers,  which  trigger  aii-  bags 
in  a  crash,  and  a  host  of  other  industi-ial  sensors.  But  as 
sketched  out  by  Sandia  National  Laboratoi-y's  mems  research 
chief,  Paul  J.  McWliorter,  the  next  wave  will  be  far  mor-e  ch'a- 
matic.  Deployed  in  networks,  mems  will  sense  one  another  and 
configiu'e  themselves  to  perfonn  infonnation-processing  tasks. 
In  the  not-so-distant  fiitiu-e,  mems  will  steer  oiu-  planes,  mon- 
itor our  health,  and  wam  us  of  earthquakes,  faulty  aircraft 
parts,  or  cracks  in  bridges. 

Since  most  mems  chips  have  less  circuitry  than  memory 
chips  or  microprocessors,  they  can  be  fabricated  inexpen- 
sively on  older  chipmaking  lines.  That  signals  the  fii'st  stage 
of  a  whole  new  paradigm  for  technology  evolution,  says  Bell 
Labs'  Murray.  In  the  past,  breakthrough  devices  carried  a 
premium  when  they  hit  the  market,  and  they  were  deployed 
sparingly.  But  with  mems,  Murray  says,  from  the  beginning, 
"you  can  manufactui-e  in  liigh  volimie  at  low  cost.  Tliis  has  the 
potential  to  break  down  the  old  economic  order." 

Telecom,  she  says,  will  be  an  important  testing  gi'ound.  At 
Lucent,  Siemens,  and  Tellabs,  engineers  want  to  shiink  whole 
hunks  of  the  next-generation  telephone  and  data  networks 
onto  mems,  possibly  beginning  in  as  little  as  two  years.  The 
ai'ena  they  have  tai'geted  is  a  new  mode  of  high-speed  optical 
transmission  called  wave  division  multiplexing,  in  wliich  a  sin- 
gle beam  of  light  is  split  into  multiple  colors,  or  channels,  and 
zipped  through  fiber  Lucent's  Bell  Labs  already  has  shown 
how  today's  pricey  prototyises  could  be  i-eplaced  by  tiny  mi- 
croscopic mirrors  sculpted  onto  mems.  Combine  that  with 
satellite  technology,  and  long-distance  communications  costs 
drop  to  zero.  "This  changes  how  meetings  are  conducted, 
how  hanking  is  done,  how  information  is  transported,  every- 
thing," MuiTay  says. 

Wireless  mems  offer  similar  promises.  At  the  University  of 
California  at  Los  Angeles,  a  team  of  50  researchers  is  work- 
ing on  sinL'ie-ehi]D  MEMS  radios  that  could  replace  the  $500 


VOICES!  Richard  Smalley 


TITLE  Professorof  chemistry  and  physics.  Rice  University.  55. 
CONTRIBUTIONS  After  sharing  the  1996  Nobel  Prize  for 
discovering  carbon  60  molecules,  or  "buckyballs,"  he's  working 
with  elongated  forms  called  carbon  nanotubes.  These  could  be 
the  basis  for  chips  with  circuits  the  size  of  single  molecules. 
IN  HIS  WORDS  "Nature  creates  enzymes  that  are  precise  down 
to  the  last  atom.  But  she  doesn't  make  buckytubes.  Maybe  we  are 
nature's  way  of  making  these." 


cards  used  in  today's  wireless  data  networks.  In  about  five 
yeai's,  says  William  .1.  Kaiser,  chairman  of  UCLA's  electrical  en- 
gineering department,  all  FCs  j,nd  palmtop  computers  will 
come  with  radio  mems.  "And  they'll  be  embedded  in  the  ceil- 
ing in  yoiu'  olBce  cafeteria,  yom-  hotel  room,  yoiu-  aiiplane,"  he 
predicts,  "all  of  them  seamlessly  linked  to  the  Intemet." 

Ai'ound  the  same  time,  says  California  Institute  of  Tech- 
nology physics  professor  Michael  L.  Roukes,  vast  numbers  of 
wireless  MEMS  could  be  deployed  as  seismic  and  metal  stress 


sensors,  in  patient-monitoring  systems  in  hospitals,  and  a 
communications  systems  on  satellites.  "This  is  absolutely  nu 
science  fiction,"  Roukes  insists.  "It's  here  and  now."  L 
In  computing,  disk  storage  capacity  could  be  increased  i 
hundred-fold  by  a  MEMS-based  instnunent  called  an  atomi|p,. 
force  microscope  (AEM).  Such  "pi-obe"  microscopes,  invented  a|)i 
IBM  and  Stanford  University,  produce  images  of  atoms  bm 
dragging  a  supei-fine  needle  over  a  surface  (above).  But  thea 
new  probes  also  enable  data  storage  oL 
a  near-atomic  scale,  since  they  caL 
nudge  atoms  from  one  position  to  arL 
other.  It's  a  painstaking  process,  toda;l| 
But  reseai'chers  can  speed  it  up  by  clufi 
tering  hundreds  of  microscope  tips  o^j, 
the  same  silicon  device. 

Health  care  is  another  beckonin 
frontier  for  MEMS — and  its  economic 
closely  mirror  those  of  the  computer  ii 
dustry.  Lawrence  Livermore  Nation: 


Laboratory  has  developed  a  mems  alternative  to  today's  mu 
tithousand-dollar  dna  sequencers.  Its  parts  can  be  produce 
for  less  than  .$100.  And  the  same  notebook-size  box  can  alf 
include  a  miniature  blood  analyzer.  Blood  analyzer  cMps  coul 
continuously  monitor  an  out  patient's  blood  and  radio  th| 
doctor  at  the  fii'st  sign  of  a  crisis. 

Stiu'dier,  more  aerodynamic  airjilanes  are  another  big  got , 
By  studding  the  back  and  wings  of  a  plane  with  thousands  i|u 
MEMS-size  flaps,  engineers  can  alter  the  lift  and  drag  1 
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tcly  control  the  plane.  In  theory,  planes  with  mems  would- 
']y  so  much  on  weai-prone  rudders,  wing  flaps,  or  tail  el- 
ii  s.  The  concept  has  been  proven  in  wind  tunnels.  And 
nilitary's  Defense  Advanced  Research  Projects  Agency 
which  is  seeding  MEMS  research  to  the  tune  of  $47 
)ii  a  year,  is  now  test-flying  one-seventh-scale  planes. 
ANT  DREAMS.  DARPA  is  interested  in  military  applica- 
,  such  as  radio  mems  that  can  assemble  themselves  into 
iirks  in  a  battle  or  crisis  situation.  "You  drop  them  off 
>Mck  of  a  tinck,  they  find  each  other,  and  establish  com- 
ication  links,"  says  Albert  R  Pisano,  director  of  darpa's 
-  ()rogram.  In  addition,  DARPA  is  spending  millions  on  so- 
il microbot  planes  that  would  be  outfitted  with  MEMS 
>rs  to  detect  biochemical  weapons  or  relay  images  of 
ly  positions. 

it  in  business  environments  as  well,  such  devices  can 

liuge  efficiency  gains.  Office  networks  wouldn't  need 
■  configured  manually — they  could 
nble  themselves  right  out  of  the 
I  aptop  computers  and  cell  phones 

built-in  radio  mems  and  GPS  cir- 

will  always  know  exactly  where 

are,  and  how  to  connect  to  the 
I'st  Internet  backbone.  MEMS  also 
lie  assembled  into  more  complex 
lie  organisms.  Kiistofer  S.J.  Pis- 
III  electrical  engineer  at  UCLA,  and 
\'anderbilt  University  mechanical 


engineers  ai'e  among  those 
who  are  developing  insect- 
like robots,  which  one  day 
will  be  able  to  handle  as- 
sembly jobs  in  electronics 
factories,  for  example,  or 
hunt  for  survivors  in  col- 
lapsed buildings. 

To  be  sure,  the  vision 
of  nanotechnology  pur- 
ists— teaching  smart  de- 
vices to  assemble  them- 
selves from  the  gr-ound  up, 
atom  by  atom — is  still  a 
distant  dream.  As  Cal- 
tech's  Roukes  puts  it, 
"The  only  tine  nanotech- 
nologist  today  is  Mother 
Nature."  But  slowly,  hu- 
mans ai'e  learning  to  mim- 
ic her  handiwork.  For  ex- 
ample, by  vaporizing 
carbon  in  vacuum  cham- 
bers, Rice  University 
physicist  Richai'd  E.  Smal- 
ley  and  his  colleagues  cre- 
ate atomically  perfect  car- 
bon nanotubes  that  don't 
exist  in  nature. 
NO  RETURN.  The  tubes  ai-e 
chemically  stable,  about 
100  times  tougher  than 
steel,  and  scientists  have 
just  begun  to  explore  their 
possible  applications  in  in- 
dustry. This  summer,  a 
Dutch  research  team 
turned  one  of  Smalley's 
nanotubes  into  the  world's 
fii'st  single-molecule  transistor  functioning  at  room  tempera- 
tui'e.  Just  4  to  5  atoms  in  diameter,  the  circuit  shattered  a 
size  bairier  that  ordinary  silicon  devices  can't  hope  to  cross, 
and  it  offered  the  fii'st  physical  proof  that  atom-scale  elec- 
tronics are  feasible.  IBM  has  also  demonstrated  carbon  nan- 
otube  transistors. 

How  far  off  is  a  commercial  device?  Smalley  admits  that 
going  from  one  experimental  carbon  transistor  to  one  trillion 
of  them  on  a  chip  is  a  staggering  challenge.  "We  have  good 
days  and  bad  days,"  he  says. 

That  plirase  perfectly  expresses  the  Zeitgeist  of  nanotech- 
nology at  the  turn  of  the  millennium.  But  few  scientists 
seem  inclined  to  turn  back.  The  results  will  be  a  big  siu-prise 
to  economists  who  believe  that  industiy  ah'eady  has  reaped  all 
the  easy  benefits  of  the  Information  Revolution.  The  revolu- 
tion has  barely  begam. 

By  Neil  Gross  and  Otis  Port  iti.  New  York 


Scientists  are  learning  how  to  manipulate  individual 
atoms— a  brand  of  alchemy  that,  if  fully  realized,  could 
dramatically  reshape  the  economy.  One  early  develop- 
ment: THE  ATOMIC  FORCE  MICROSCOPE,  invented  at  IBM 
and  Stanford,  with  a  tip  that  tapers  to  the  width  of  a  few 
dozen  atoms  (pictured  above  at  2,500  times  its  actual 
size).  When  heated,  it  can  burn  up  to  100  billion  tiny 
pits  into  a  square  inch  of  plastic— yielding  storage  disks 
with  150  times  the  capacity  of  today's  CD-ROMs. 

But  atom-level  technologies  have  applications  that  go 
far  beyond  data  storage.  Scientists  at  Rice  University, 
Harvard,  and  elsewhere  have  attached  SUPERSTRONG 
CARBON  NANOTUBES  (computer  image,  left)  to  micro- 
scope tips  to  probe  and  manipulate  features  on  cells. 
Eventually,  engineers  may  prompt  nanotubes  to  assem- 
ble themselves  into  fantastically  small  electronic  de- 
vices, far  faster  and  smarter  than  today's  chips. 


VOICES  Cherry  Murray 


TITLE  Director,  Physical  Research  Lab,  Lucent  Technologies'  Bell 
Labs.  46 

CONTRIBUTIONS  This  year,  her  lab  has  unleashed  a  flood  of 
innovations,  from  exotic  lasers  to  tiny  telecom  devices  known  as 
optical  MEMS.  The  latter  could  go  commercial  in  two  years. 
IN  HER  WORDS  "MEMS  could  have  a  huge  impact  on  optical 
networking.  And  they'll  come  in  at  the  low  end,  not  the  high  end. 
That's  the  disruptive  part." 
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The  21st  Century  Economy  THE    INNOVATIVE  EDGE 


RESEARCH 


ITE  m  NOW  STARTING 
THE  CENTURY  OF  RIOLOGY' 


Already,  genetic  engineering  is  transforming  medicine 
and  agriculture— and  that's  just  scratching  the  surface 


Late  last  year,  scientists  at  Mass- 
achusetts Institute  of  Technology 
laid  bare  an  intricate  twist  of 
the  AIDS  virus  using  the  latest 
advances  in  a  powerful  technique  known 
as  X-ray  crystallography.  Hiv,  they 
found,  attacks  our  cells  like  a  miniature 
Captain  Ahab,  using  a  molecular  har- 
poon to  breach  their  defenses. 

New  reseai'ch  technologies  are  vastly 
accelerating  the  pace  of  discovery  in  bi- 
ology, driving  foi"ward  not  only  medi- 
cine but  also  industry,  environmental 
cleanup,  and  agincultui'e.  Scientists  are 
unlocking  biochemical  pathways  in  can- 
cer, clogged  arteries,  and  Alzheimer's 
disease.  Not  only  are  they  understand- 
ing life,  they're  manipulating  it.  They 
are  slipping  new  genes  into  people  to 
treat  disease  and  genetically  engineeiing 
plants  and  animals  to  boost  yields  or 
transfoiTn  them  into  bio-factories  of  plas- 
tics and  drugs. 

Add  it  all  up,  and  just  as  infomiation 
technology  undergirds  today's  booming 


FIELD  OF  DREAMS  Growing 
genetically  engineered  corn  in  Kansas 


economy,  biology  may  drive  tomorrov/s. 
In  fact,  biology  could  transform  infor- 
mation technology  through  such  devel- 
opments as  DNA-based  computers  and 
software  that  repairs  flaws  as  nature 
does.  "We  are  now  starting  the 
centiuy  of  biology',''  says  J.  Crag 
Venter,  president  of  the  Insti- 
tute for  Genomic  Research  and 
pioneering  gene  finder 

The  potential  payoff  is  huge. 
Com  yields  could  double,  for  in- 
stance. And  science  could  even- 
tually find  ways  to  stave  off 
heart  disease  and  cancel",  which 
account  for  $282  billion  of  the 
nation's  $1  tiillion  annual  health- 
care bill.  "We  have  a  chance  to 


tions  of  healthy  humans  who  refuse  to 
die,"  speculates  Dr  WOliam  B.  Schwailz, 
an  economist  and  professor  of  medicine 
at  the  University  of  Southern  Califor- 
nia, in  his  new  book.  Life  Without  Dis- 
ease: Tfie  Pursu  it  of  Medical  Utopia. 

Biological  science  and  technology  are| 
forging  ahead  even  as  the  economic  de-! 
bate  simmers.  The  coming  wave  of  in-l 
novation  could  vripe  out  many  age-old|f 
scom'ges,  scientists  predict.  Ali-eady,  re-'^ 
search  centers  such  as  Venter's  havel 
read  the  entire  dna  codes  for  the  bugs 
that  cause  cholera  and  tuberculosis 
opening  the  door  to  better  treatments 
and  vaccines.  "It  gives  me  tremendou^' 
hope  that  we  can  finally  win  the  battkl- 
against  bacteria,"  says  Venter.  j- 

The  discoveiy  of  thousands  of  humarl' 
genes  and  biochemical  pathways  has' 
"transformed  the  phamnaceutical  indusi 


Just  as  chips,  computers, 
and  communications 
propel  today's  booming 
economy,  biology  may  be 
the  driver  of  tomorrow's 


achieve  incredible  economic  benefits," 
says  Henri  A.  Termeer,  president  and 
CKO  of  biotech  company  Genzyme  Coip., 
at  a  recent  Senate  hearing. 
BUG  BUZZ.  Not  eveiyone  agi'ees  that  the 
new  era  of  biology  will  be  an  economic 
boon.  Pessimists  focus  on  the  cost  of 
medical  technologies  and  the  bui'den  of 
the  aging.  "We  could  have  an  entirely 
new  set  of  problems  caused  by  genera- 


try,"  says  George  Poste,  chief  scientifii 
officer  at  SmithKline  Beecham  Corp 
"Companies  have  gone  fi'om  having  s( 
few  targets  [for  drugs],  which  wer< 
guarded  like  Fort  Knox,  to  being  awasl 
in  targets."  Even  greater  gains  vn\ 
come  when  scientists  better  understanc 
humans'  genetic  differences.  "The  se 
quences  of  people  are  99.9%  the  same- 
and  the  0.1%  that's  different  will  revo 


)nize  medicine,"  says  geneticist  Dr. 
id  R.  Cox  of  Stanford  University, 
sing  so-called  dna  chips  being  de- 
ped  by  companies  such  as  AffymetrLx 

scientists  will  catalog  thousands  of 

genetic  variations  for  any  Individ - 
creating  a  sort  of  "genetic  bai-  code." 
ig  that  information,  "we  will  be  able 
se  dings  like  lasers  rather  than  shot- 
■?,"  says  Dr.  Leon  Rosenberg,  a 
ceton  University  molecular  biologist 

former  research  chief  at  Bristol- 
rs  Squibb  Co.  "We  will  know  whom 
•eat,  whom  not  to  treat,  and  we  won't 
t  everyone  the  same  way." 
^ithin  decades,  the  genetic  bar  code 
take  on  deeper  meaning.  Once  sci- 
;ts  puzzle  out  more  of  the  biological 
iways  leading  to,  say,  cancer  or 
ke,  these  bar  codes  will  become 
tal  balls.  In  our  twisting  strands  of 
,  it  will  be  possible  to  spot  what 
ases  could  appear  in  our  futui'e  and 
chances  of  getting  them.  Of  course, 

also  raises  explosive  societal  ques- 

-  about  who  should  have  this  infor- 
iiii — insurers,  for  instance — but  at 

lliere  wiW  be  the  option  of  making 
tyle  changes  or  using  preventive 
tnients  to  lessen  the  odds. 

HEAVEN.  Indeed,  the  world  is 
for  the  biggest  change  in  medi- 
since  Hippocrates.  People  have  al- 

-  gone  to  doctors  when  they're  sick, 
what  if  medicine  could  prevent 
y thing  from  heart  disease  and  can- 

II  tuberculosis  and  aids  ft'om  strik- 
n  the  first  place?  The  need  for  ex- 
i\  e  sui'geries  and  drug  treatments 

III  plummet.  "Prevention  leads  to 
)nly  a  longer,  healthier  life,  but  also 
h  cheaper  medicine,"  ai'gues  former 
'.e(in  General  C.  Everett  Koop. 

or  is  medicine  the  end  of  the  ex- 
nent.  Increasingly,  the  nation's  am- 
waves  of  grain  ai"e  laden  with  added 
;s.  As  many  as  70  million  acres  of 
i-spliced  com  and  soybeans  are  be- 
planted  this  year,  vs.  zero  a  few 
•s  ago.  Richard  L.  McConnell,  se- 
vice-president  for  research  and  de- 
pment  at  Pioneer  Hi-Bred  Interna- 
U  Inc.,  figures  that  adding  genes  to 
corn  withstand  bad  weather  and 
s  could  double  cuirent  yields.  Ac- 
ing  to  Pioneer's  economic  models, 
advances  mean  the  price  of  com 
the  next  quarter-centuiy  will  prob- 
be  about  what  it  is  today — despite 
7c  increase  in  the  world's  population, 
ioneer  and  others  are  also  tinker- 
mth  genes  that  increase  crops'  nu- 
Dnal  value.  One  gene  Pioneer  has 
id  to  corn  increases  the  amount  of 
iphorus  available  to  the  pigs  that 
t.  Farmers  don't  have  to  add  costly 
phorus  supplements  to  the  feed — 


VOICES 

Dr.  Judah  Folkman 

TITLE  Director,  Surgical  Research  Laboratories,  Children's 
Hospital  of  Boston.  65.  CONTRIBUTIONS  Folkman  worked  nearly 
30  years  to  prove  that  blocking  growth  of  tumor-nourishing  blood 
vessels  could  fight  cancer.  Recently,  he  found  natural  inhibitors 
that  wipe  out  tumors  in  mice— sparking  a  race  for  new  treatments. 
IN  HIS  WORDS  "As  long  as  there  is  an  unconquered  disease,  we 
have  an  obligation  to  pursue  research . . .  [For  now],  if  you  have 
cancer  and  you  are  a  mouse,  we  can  take  good  care  of  you." 

and  hogs'  waste  is  less  laden  with  nu- 
trients that  can  wreak  ecological  havoc. 

The  new  biology  promises  to  change 
manufacturing,  as  well.  Novo  Nordisk, 
for  instance,  makes  enzymes  that  reduce 
the  need  for  environmentally  harmful 
chlorine  in  papermaking.  Another  en- 
zyme can  replace  several  pounds  of 
stones  used  to  "stone  wash"  blue  jeans. 
Fewer  stones  means  less  damage  to  the 


THE  BIOTECH  HARVEST 

Advances  in  genetics  and  other  areas  of 
biology  are  bringing  an  unprecedented 
wave  of  innovation.  Here's  a  glimpse  at 
what's  already  under  development: 


AGRICULTURE 


•  Salmon  and  trout  engineered  to  grow 
twice  as  fast  as  normal 

•  Soybeans,  cotton,  corn,  and  other 
crops  engineered  to  resist  pests 

•  Corn  gene-altered  for  higher 
nutritional  value 

•  Cows,  sheep,  and  goats  that  make 
drugs  in  their  milk 


MEDICINE 


•  Bacteria  genetically  engineered  to  lap 
up  underground  spills  of  toxic  chemicals 

•  Genes  that  prod  cancer  cells  to 
self-destruct 

•  Cancer  "vaccines"  that  boost  the 
immune  system's  ability  to  find  and 
attack  tumors 

•  Natural  hormones  that  stimulate 
growth  of  new  blood  vessels,  bypassing 
clogged  ones 

•  Growth  factors  via  gene  therapy  or  cell 
implants  that  may  prevent  nerve  degen- 
eration from  brain  disease  or  injury 


INDUSTRY 


•  Plants  that  produce  biodegradable 
plastics 

•  Computers  that  harness  the  informa- 
tion storage  capacity  of  DNA 

DATA:  BUSINESSWEEK 


clothes,  less  wear  on  machines,  and  less 
pumice  dust  in  the  laundiy.  In  tomor- 
row's world,  "a  significant  and  increasing 
chunk  of  the  world  economy  will  be  dom- 
inated by  the  life  sciences,"  predicts  Har- 
vai'd  University-affiliated  economist  Juan 
Enriciuez  Cabot. 

Visionaries  predict  the  new  biology 
will  make  people  healthier  and  longer- 
lived.  The  debate  is  over  whether  the 
cost  of  health  care  to  society  will  fall  as 
people  live  longer.  Skeptics  say  that 
many  new  dmgs  and  procedures  will  be 
immensely  expensive.  "The  economy  sim- 
ply cannot  absorb  all,  or  even  more  than 
50%,  of  the  things  now  in  the  pipeline," 
ai-gues  Dr.  Alan  L.  Hillman,  du-ector  of 
the  Center  for  Health  Policy  at  the 
Wliarton  School.  "The  new  technology 
will  be  both  a  blessing  and  a  curse,"  says 
use's  Schwartz.  "Over  the  ne.xt  10  to  20 
years,  we  will  just  see  costs  going  up." 

Indeed,  a  combination  of  rising  life 
expectancies  and  demogi-apliics  is  raising 
the  specter  of  a  21st  century  crisis.  The 
health-cai'e  bill  for  Alzheimer's  disease  is 
already  $100  billion  per  year.  And  as 
today's  boomers  reach  the  ages  of  great- 
est risk  for  the  disease,  the  tab  could 
soar,  says  Zaven  Kliachaturian,  fomier 
head  of  Alzheimer's  reseai'ch  at  the  Na- 
tional Institute  on  Aging.  "A  major  pub- 
lic-health crisis  may  be  coming." 

Despite  their  wamings,  Kliachaturian 
and  others  are  optimistic  that  tliis  crisis 
can  be  avoided.  There  are  indications 
that  estrogen  or  anti-inflammatoiy  chugs 
might  delay  the  onset  of  Alzheimer's  for 
a  year  or  two.  After  finding  genes  that 
cause  early  Alzheimer's,  researchers  are 
beginning  to  understand  the  underlying 
biology — the  cnicial  fii'st  step  to  discov- 
eiing  better  ways  to  block  the  disease. 

With  such  advances  in  the  works,  it's 
clear  that  biology  is  in  the  midst  of  an 
imprecedented  wave  of  innovation.  And 
the  ultimate  applications  of  today's  re- 
search are  as  unpredictable  as  those  of 
the  past.  Who  would  have  guessed  that 
Pentagon-fimded  research  on  communi- 
cation networks  in  the  1960s  would  ul- 
timately have  spawned  car  shopping  on 
the  World  Wide  Web?  Likewise,  today's 
explorations  of  the  genome  will  change 
the  world  in  ways  we  can't  imagine. 

By  John  Carey  in  Washington 
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RISKS     AND  REWARDS 

NO  SLACKING 
IN  SILICON  VALLEY 


How  the  crudble  of  the  New  Economy  churns 
out  one  astounding  product  after  another 


Jeff  Thermond  could  have  happily 
stayed  at  3Com  Corp.  for  the  rest 
of  liis  career.  After  8'A  years  help- 
ing build  the  computer  network- 
ing company  into  a  giant,  he  was  a  top 
manager  with  a  fortune  in  stock  op- 
tions. But  last  summer,  Thermond  felt 
the  Silicon  Valley  itch — and  jumped  sliip 
to  become  chief  executive  of  EpigTam 
Inc.  The  Sunnyvale  (Calif.)  startup  is 
about  to  unveil  technology  he  hopes  will 
become  essential  in  eveiy  home — a  way 
to  Unk  together  pes,  consumer  electron- 
ics, and  apphances  for  the  smart  house. 
"We  can  create  a  mai'ket  that  didn't  ex- 


ist before,"  effuses  Thermond.  "We're 
going  for  a  home  run." 

Take  a  look  at  an  amazing  phenome- 
non. After  one  of  the  most  astounding 
outpouiings  of  ideas  and  products  in  his- 
toiy,  Silicon  Valley's  legendaiy  innovation 
machine  is  still  in  overchive.  If  anytliing, 
the  Valley's  stature  as  the  world's  liigh- 
tech  capital  is  gi-owing.  Last  year,  3,575 
new  businesses  were  laimched,  and  ven- 
tui'e  capitalists  pom*ed  a  record  $3.7  bil- 
lion into  startups — 60%  more  than  the 
year  before,  according  to  PriceWater- 
houseCoopers.  And  1998  is  shaping  up  as 
another  banner  year:  Venture  capital- 


THERMOND  At  startup  Epigram,  he  aims 
"create  a  market  that  didn't  exist  before' 


ists  diunped  $1.87  billion  into  Valley  cor 
panies  in  the  first  quarter,  up  slight 
from  the  same  period  a  year  ago,  sa^lj 
researcher  VentureOne  Corp.  in 
Francisco.  "Silicon  Valley  is  the  singii 
most  important  center  for  innovatioMj 
says  Mitchell  L.  Moss,  a  professor 
New  York  University.  "Money  follov 
ideas,  and  money  flows  to  money." 
MAGIC  MIX.  Signs  are  strong  that  tl 
region  will  continue  to  chiu-n  out  m 
ideas  and  new  companies  for  some  tiir 
The  reason?  The  Valley  still  possess 
the  combination  of  ingi-edients  that  nuj 
tm'ed  Intel,  Apple  Computer,  and  Cis 
Systems.  The  key  is  the  sheer  densi 
of  more  than  7,000  tech  compani 
crammed  into  a  50-mile  comdor.  Th 
gives  startups  access  to  a  deep  tale 
pool  of  smart,  experienced  engineei 
progi'ammers,  and  managers,  as  well 
the  infrastnacture — fi'om  legal  to  tec 
nical  to  marketing — that  can  transfoij 
an  entrepreneur's  idea  into  a  compai 
overniglit.  Add  to  that  the  unmatch 
availability  of  venture-capital  and  fur 
ing  from  larger  corporations,  and  a  c 
mate  that  rewards  risk-taking  and  fc 
erates  failm-es,  and  you  have  the  reel 
for  a  technological  hothouse. 

Tr"ue,  Silicon  Valley  runs  the  risk 
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The  global  village  is  a  reality. 
Business  is  no  longer  just 
done  interstate.  It's  done 
internationally.  And  you 
need  a  staffing  partner  who 
is  already  there.  That's  where 
Management  Recruiters 
International  Global  Human 
Resource  Network  comes  in. 
With  over  4,000  recruiters 


in  more  than  40  countries, 
MRI's  search  professionals 
live  in  and  are  familiar  with 
the  local  market.  So  they 
know  the  local  currencies, 
customs,  pay  scales  and 
benefit  packages.  And  most 
importantly,  the  process 
for  hiring  "nationals  "  where 
you  do  business. 


From  Europe  and  Asia 
to  South  Africa  and  South 
America,  MRI  can  help 
you  find  talented  people 
wherever  you  do  business. 

For  more  information, 
call  800-875-4000 
or  visit  our  website  at 
www.mrinet.com 


Sales  Consultants 

Management 
Recruiters 

CompuSearch 

OfficeMatesS 


M^l  Intelligent  Staffing  Solutions." 

www.mrinet.com 
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tripping  over  its  own  success.  Explo- 
sive growth  has  left  the  region  with  a 
shortage  of  engineers,  a  lack  of  afford- 
able housing,  and  sky-high  business 
costs  that  make  it  ever  more  expensive 
to  start  a  company  there. 

Despite  these  pi'oblems,  the  Valley  is 
moving  into  the  21st  century  at  top 
speed.  In  the  past,  innovation  focused 
on  producing  more  powerful  hardware 
and  whizzy  packaged  software.  Now, 
the  hot  investment  fields  are  ones  that 
aim  to  reshape  entire  industries:  elec- 
tronic commerce,  digital  consumer  elec- 
tronics, and  communications.  "The 
game  now  is  structural  changes  in  the 
economy  itself,"  says  John  Seely 
Brown,  director  of  the  Xerox  Palo  Alto 
Research  Center 

And  Silicon  Valley  is  playing  the  new 
game  well.  Take  E-commerce,  where 
the  pace  has  accelerated  to  warp  speed. 
Hundreds  of  startups  such  as  E-Loan 
and  Autoweb.com  are  devising  ways  to 
cut  out  middlemen  and  speed  product 
cycles  by  connecting  buyers  and  sellers 
directly  over  the  Internet. 
E-MAILROOM.  Not  all  of  these  wiW  suc- 
ceed— but  the  sheer  niunber  of  startups 
is  an  essential  part  of  the  Silicon  Valley 
creative  process.  In  E-commerce,  where 
no  one  yet  knows  the  best  ways  of  do- 
ing things,  the  advantage  of  Silicon  Val- 
ley is  that  it  gives  bright  ideas  a  chance 
to  prove  themselves. 

Nothing  shows  this  better  than  Palo 
Alto's  Kana  Communications  Inc., 
launched  in  1996  by  Mai'k  Gainey,  then 
28  years  old.  Gainey  had  the  idea  of 
making  software  that  categorizes  and 
sorts  E-mail.  Potential  buyers:  compa- 
nies that  took  the  plunge  into  the  Net 
but  couldn't  cope  with  the  avalanche  of 
customer  E-mail  generated  by  their  new 
Web  sites.  Kana's  software  would  en- 
able companies  to  eliminate  expensive 
brick-and-mortar  call  centers  one  day 
and,  by  having  instant  E-feedback  fi'om 
customers,  quickly  modify  or  customize 
products. 

Gainey,  who  previously  worked  at 
venture-capital  ftnn  TA  Associates,  was 
able  to  raise  more  than  $5  million  to 
get  started.  Today,  the  startup  has  cus- 
tomers such  as  Netscape  Communica- 
tions, online  auctioneer  eBay,  and  cable 
company  Cox  Communications.  "The 
global  2000  are  waking  up  to  the  lever- 
age they  can  get  from  electronic  busi- 
ness," says  Gainey.  "And  we're  provid- 
ing the  plumbing." 

But  good  ideas  and  cash  alone  are 
not  enough  to  keep  innovation  going. 
Where  Silicon  Valley  also  shines  is  in 
the  availability  of  talent  that's  seasoned 
and  willing  to  take  risks.  At  Epigi'am, 
for  example,  the  five-person  manage- 


VOICES 


Michael  Moritz 


TITLE  Partner,  Sequoia  Capital.  43. 

CONTRIBUTIONS  The  venture  capitalist  has  scored  big  on 
electronic  commerce,  notably  with  Yahoo!  Inc.,  the  hot  Internet 
search  engine  company.  Sequoia's  $2  million  investment  is  now 
worth  $1.3  billion.  His  latest  play:  online  retailer  eToys  Inc. 
IN  HIS  WORDS  "If  anybody's  between  you  and  your  customer; 
you  had  better  be  shaking  in  your  boots.  Figure  out  how  to  profitj 
from  the  Net,  or  it  will  drain  the  juice  out  of  your  marrow." 


ment  team  came  to  the  startup  with  a 
total  of  110  years  of  experience  at  such 
high-tech  companies  as  3Com,  Sun, 
Roclcwell,  BBN  Communications,  and  Cis- 
co. Backers  ai'e  betting  that  such  hands 
will  help  the  company  get  a  big  chunk 
of  the  home  networking  market,  ex- 
pected to  reach  $1  billion  in  sales  by 
2002,  according  to  Foirester  Research. 
Venture  capitalists  have  funneled  $13 
million  into  the  company,  which  will  sliip 
its  technology  early  next  year 

Startups  such  as  Epigram  have  to 
find  their  way  in  a  business  dominated 
by  giants.  Indeed,  one  danger  to  Silicon 
Valley's  innovative  vigor  is  the  growth 
of  megacompanies  such  as  Microsoft, 
Intel,  and  Cisco.  In  other  industries, 
the  emergence  of  such  behemoths  has 
ty]3ically  signaled  the  matiuing  of  the  in- 
dustiy  and  the  slowdown  of  innovation. 

That  has  not  turned  out  to  be  true  in 

THE  VALLEY  IS 
STILL  HOT... 

►  Venture  capitalists  poured  a  record  $3.7 
billion  into  Silicon  Valley  startups  in 
1997-up  60%  from  1996. 

►  More  than  53,000  jobs  were  created  in 
1997.  Wages  grew  at  nearly  twice  the 
national  average. 

►  34  companies  went  public,  raising  $1.1 
billion  and  earning  a  market  valuation  of 
$7.4  billion. 

...BUT  THERE  ARE  SOME 
WARNING  FLAGS 

►  While  some  startups  still  aim  to  cre- 
ate new  industries,  many  others  are  dig- 
ging for  smaller  niches  in  the  "Wintel" 
mainstream. 

►  Only  15  Valley  companies  issued 
IPOs  in  the  first  half  of  1998.  That's 
against  34  for  all  of  1997— and  74  in  all 
of  1996. 

►  Success  has  a  price.  Freeway  delays 
have  doubled  since  1994,  and  housing 
costs  are  the  nation's  highest. 

DATA:  PRICfWATERHOUSECOOPERS,  CALIFORNIA  EMPLOYMENT 
DEVELOPMENT  DEPT.,  VENTUREONE  CORP .  BROADVIEW, 
BUSINESS  WEEK 


Silicon  Valley — at  least  not  yet.  Insteao 
the  giants  have  been  a  ftirther  source  (j 
funds  backing  innovation.  They  ha\^ 
been  poui"ing  money  into  the  Valley  fci 
several  years,  investing  in  or  snappin, 
up  more  than  200  companies.  Intel  alon 
has  taken  equity  stakes  in  125  fledglin 
companies,  while  Microsoft  has  pourei 
money  into  more  than  50  deals.  | 
WIDER  BETS.  Association  with  the  g| 
ants  gives  stailups  access  to  huge  nj 
sources  and  marketing  clout.  For  bij 
companies,  spreading  R&D  money  b(| 
yond  then'  walls  is  a  way  of  stimulatini: 
innovation — and  upping  theu'  chances  (ji 
not  missing  the  next  thing.  Intel,  fc 
example,  has  invested  in  companies 
ing  eveiything  fi'om  improving  chip 
sign  and  manufactuiing  to  building  Ii 
temet  communities.  "It's  oui'  equivalei 
of  a  Bell  Labs,"  says  Michelangelo  i 
Volpi,  manager  of  Cisco's  investmei 
portfolio.  "Instead  of  betting  on  one  tecl 
nology,  we  can  place  our  bets  on  10." 

More  and  more,  corporate  investo] 
are  taking  the  next  step  and  actual! 
buying  up  startups  with  promisir 
technology.  "We  don't  invest  in  cor 
panies  with  the  idea  of  selling,"  says  < 
Richard  Kramlich,  managing  partn( 
of  venture  capitalist  New  Enterprii 
Associates  in  Menlo  Park,  Calif.  "Bi 
we've  had  10  companies  acquired  th 
past  year" 

Motorola  Inc.,  for  example,  recent 
paid  an  estimated  $400  million  for  Stat 
fish  Software  Inc.  of  Scotts  Valle 
Calif.,  which  was  started  in  1994  \ 
Philippe  Kahn,  founder  of  former  sol' 
ware  giant  Borland  International  Ir 
For  Motorola,  it  was  an  opportunity 
acquire  Starfish's  Ti-ueSync  technoloj 
which  reconciles  data  between  han 
held  computers,  PCs,  and  mobile  phonf 
For  Kahn,  who  together  with  his  wi 
owned  75%  of  Starfish,  it  meant  bo 
vindication  and  riches.  "It's  almost  ei 
bari'assing,"  says  the  46-year-old  Kah 
"It's  more  money  than  we'll  need  f] 
the  rest  of  our  lives." 

Often,  such  a  purchase  can  give 
new  technology  a  jump-start.  Tal 
WebTV  Networks  Inc.,  a  Mountain  Vif 
(Calif.)  company  that  was  developing 
digital  set-top  box  for  viewing  the  W"' 
via  TV.  In  August,  1997,  Microsoft  Coi 


90  BUSINESS  WEEK  /  AUGUST  31,  1998 


Crowd 


Pleasef 


"Sprint's  Fridays  Free 
helps  us  reach  more  customers 
and  keep  them  happy." 


-Bob  and  Kitty  Boyd 

Boothhav'  Region  Ciixx-nhoiiscs 
Boothbjv  Hjihin,  MF 


Sign  up  with  Sprint  today  and  receive  15  million  leads,  Free. 


It's  just  a  part  of  Sprint's  Small  Business  Performance 
Pledge,  our  commitment  to  help  your  business.  Bob  and 
Kitty  found  the  key  to  their  success  with  Sprint  's  Irkkiys 
/'>iee*  JiLst  one  of  our  wide  range  of  products  ;uid  services 
that  can  make  telecommunications  a  powerful  part  of 
your  business  strategy.  We've  also  put  together  expert 
advice  into  unique  tool  kits  that  can  help  you  with  key 
business  diallenges  like  improving  customer  satisfaction. 


What's  more,  if  you  sign  up  with  Sprint  today,  we'll  give 
>()u/hc.  Magazine's  CD-ROM,  Prospect  Pro,  free.^ 
With  a  database  of  over 
15  million  business  to 
business  prospects,  plus  the 
software  to  target  customers, 
these  CD-ROMs  are  ideal  for 
the  small  business  looking  to  grow  its  customer  base. 
So  put  our  Small  Business  Performance  Pledge 
to  work  for  you. 

Call  today. 

1-800  •477- 1406 


Sprint 


We  help  your  business  do  more  business 


www  sprint  com/pledge/ 

■or  $50  monthly  commilment  level,  minimum  ot  $50  required  on  days  other  than  Fridays  Customers  who  do  not  meet  the  minimum  requirement  will  be  billed  the  difference  to  equal  the  minimum  Maximum  ol  $200  in  free  local  toll 
ind  long  distance  calling  on  Fridays  per  month,  per  customer  For  $200,  $500,  $750  and  $2,000  monthly  commilment  levels  maximum  ol  $1 ,000  tree  usage  For  $4,000  monthly  commitmeni  level  maximum  of  $2,000  free  usage. 
Offer  good  for  up  to  110  consecutive  Fridays  total  Excludes  SprintFAX"  and  Sprint  Conference  Line  services  Certain  reslricfions  apply  Domestic  calls  and  commercial  use  only  Limited-time  offer  Not  valid  with  any  other  offer 
Promotion  subject  to  change,  fLimited  time  olfer  Certain  restrictions  apply  Not  valid  with  any  other  oiler  Promotion  subject  to  change,  ©1998  Spint  Communications  Company  LP 
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STAFF  MEETING  A  gizmo  from  TiVo  will 
recommend  TV  programs  to  suit  the  viewer 


bought  the  company  for  $425  million 
and  qiiicldy  brought  in  reseaix-h  and  de- 
velopment funds — in  addition  to  Mi- 
crosoft's considerable  marketing  might. 
Sales  of  the  WebTV  box  jumped  ft'om 
50,000  at  the  time  of  purchase  to  400,000 
today.  "They  got  a  gTeat  exit  and  a  bet- 
ter shot  at  realizing  their  dream  under 
Microsoft's  umbrella,"  says  Andy  Dun- 
can, CEO  of  E-commerce  startup  EC  Co. 

But  it's  not  just  the  big  outfits  that 
are  funding  new  firms:  The  Valley's 
abundance  of  wealthy  entrepreneurs 
continues  to  be  an  essential  ingredient 
to  the  innovation  cycle.  Even  after  an 
entrepreneur  is  flush  with  cash,  few 
stray  far  before  returning  to  the  high- 
tech hunt — to  start  another  company 
or  invest  in  other  hopefuls.  "They  get 
the  new  house,  the  new  wife,  the  boat, 
and  they  don't  really  like  to  play  golf. 
So  what  then?"  asks  Hans  C.  Severens, 
a  former  investment  banker  who  now 
backs  tech  startups.  "They  have  busi- 
ness in  then-  blood.  They  have  money  in 
their  pockets.  It's  about  reinvesting." 
BAND  OF  ANGELS.  That  part  of  the 
equation  could  become  more  critical  in 
the  years  ahead.  The  sheer  abundance 
of  startup  capital  is  beginning  to  have 
one  ironic  consequence:  Venture  funds 
are  bulging  to  the  point  where  many 
investors  no  longer  want  to  be  both- 
ered with  small-fiy  oppoitunities.  The 
average  size  of  deals  has  climbed  27%, 
to  $5.3  million,  in  the  past  two  yeai's,  ac- 
cording to  Price WaterhouseCoopers. 

In  ty]3ical  fashion,  the  Valley  is  plug- 
ging the  hole.  To  seed  deals  too  small 


for  ventm-e  capitalists,  private  investors 
are  jumping  into  the  fray,  including  one 
gi'oup  of  120  industry  execs  led  by  Sev- 
erens, known  as  the  Band  of  Angels. 
Since  it  was  formed  in  January,  1995, 
the  Band  has  helj^ed  launch  62  staitups, 
pouring  an  average  of  $1.1  million  a 
month  into  the  market.  This  reinvest- 
ment is  helping  the  Valley  refuel  it- 
self— and  is  apt  to  continue  doing  that 
as  even  more  wealth  is  spun  off.  One 
enterprise  that  benefited  from  such 
funding  was  EC  Co.  Dimcan  started  wth 
some  of  his  own  money,  then  brought  in 
a  half-dozen  angels.  Funding  fi'om  four 
corporations,  including  Intel,  followed. 


Traffic  delays  on  Silicon 
Valley  freeways  have 
doubled  since  1994.  And 
the  housing  costs  are  the 
highest  in  the  country 


Only  then  did  venture  capitalists  add 
their  contributions. 

Could  anything  slow  the  rate  of  inno- 
vation in  Silicon  Valley?  As  dynamic  as  it 
is,  the  Valley  isn't  immune  to  lai'ger  eco- 
nomic forces.  Tlie  Asian  economic  crisis  is 
making  a  dent:  Layoffs  have  ah-eady  oc- 
cuired  at  Intel,  Sun  Microsystems,  and 
Applied  Materials.  La.st  yeai'  also  saw  a 
sharp  drop  in  the  number  of  initial  pub- 
lic offerings  for  local  companies:  There 
were  just  34  ipos,  vs.  a  record  74  in 
1996,  according  to  Ventui'eOne.  Just  15 


went  public  in  the  fii-st  half  < 
1998.  Part  of  the  slowdown  n 
fleets  a  return  to  more  tempen 
conditions  after  the  Interne 
stock  frenzy  of  1996. 

Another  drag  is  the  Valley 
physical  limits.  It's  bursting  ; 
the  seams:  Commercial  real  e 
tate  vacancies  hit  a  10-year  lo 
in  1997,  and  traffic  delays  c, 
the  region's  clogged  freeway 
have  doubled  since  1994.  Th 
cost  of  housing,  too,  is  the  higf 
est  in  the  country,  making  i 
harder  to  recruit  top  talen 
That's  prompting  some  comp 
iiies  to  expand  elsewhere  in  Ci 
ifornia  or  into  other  states. 
RESILIENCE.  But  the  nerve  ce 
ter  of  the  tech  world  is  st 
firmly  planted  in  the  Valle 
Even  when  companies  set  i 
shop  elsewhere,  says  Bed 
Morgan,  chief  executive  of  tl 
public/private  partnership  Joi: 
Venture:  Silicon  Valley  Netwoi'k,  "r 
search  and  development  incubators  w 
still  be  here."  sap,  L.  M.  Ericsson,  ai 
AT&T,  for  example,  have  all  establish( 
R&D  centers  in  the  Valley  in  rece 
years.  Even  Microsoft,  long  rooted 
Seattle,  plans  to  build  a  32-acre  car 
pus  in  Mountain  View. 

It's  that  constant  supply  of  fi-esh  t; 
ent  that  will  continue  to  keep  Silic( 
Valley  on  the  cutting  edge.  Despite  p 
riodic  downtm'ns,  the  region  has  shov 
a  remarkable  ability  to  catch  the  late 
technical  wave.  Is  it  home  networkir 
automating  customer  service,  or  co 
necting  buyere  and  sellere  over  the  Ne 
Or  maybe  it's  as  simple 
transfoiTning  the  lowly  TV  in 
a  tech-savvy  device.  Tha 
what  48-year-old  Mike  Rams; 
a  former  marketer  at  Silic' 
Graphics  Inc.,  thinks.  In  Su 
nyvale,  he  launched  TiVo  Ii. 
to  create  a  smart  set-top  b 
that  recommends  shows  - 
viewers  based  on  their  prefi 
ences  and  records  progi'ams  I 
later  viewing  as  easily  as  cli( 
ing  a  remote.  "We're  deali . 
with  a  whole  new  category,"  Rams 
says.  "We're  on  the  edge." 

It's  the  Valley's  siren  song.  Eve 
day,  seasoned  managers  and  fret- 
sciTibbed  mbas  alike  throw  caution  ) 
the  wind  and  try  their  luck  at  buildir 
the  next  Yahoo  I  Inc.  or  Sun  Micr-os; 
terns  Inc.  As  long  as  they  do,  the  lal 
of  startup  dreams,  br-eaktlu'ough  tec 
nologies,  and  fast  fortunes  will  keep  - 
innovative  vei^e. 

By  Andy  Reinlui 
in  San  Mateo,  Cu 
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c  YHOlDinS  WE  ARE  ENGAGED  IN  A  GREAT  MUTUAL  ENTERPRISE  IT  IS  GREAT  BECAUSE  IT  SEEKS  TO  TREVENT  t Rl PPEING  INIURIls  AND  DtATH  KV  REMOVING  THE  CAUSES  ol  HOME  HIGHWAY  AND  WORK  ACC  I DENTS  IT 


Just  weeks  after  hreaking  his  arm.,  Hector  Ort 
was  lack  on  the  joh  an  J  on  the  company  team. 

sperately  neede 


[j4^ere  his  ahility  to  re 


Liberty  Mutual's  managed  care  is  as  fast  as  Hectors  fast  break.  After  his  accident,  Hector's 
employer  called  our  24-hour  claims  service  hotline.  We  found  the  right  doctor  to  treat  him,  at 
the  right  price.  A  rehabilitation  nurse  coordinated  a  return-to-work  plan.  And  through  our  on-site 
rehabilitation  program,  a  therapist  worked  to  help  Hector  properly  do  his  )ob  and  avoid  reinjury, 
so  today  Hector  is  back  on  che  job  (and  on  the  boards)  leading  a  safer,  more  secure  lite. 
5^     There',!  more  information  iirV'  like  to  .ihare.  So  p/en.'e  eall  John  Ryan 

MUTUAL 

at  (617)57-^-58-12  or  fijit  oar  weh.iite  at  http://u'Wii:ltherl\/mutiial.eom 


%e  free  Join  of  liherVl 
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EDUCATION 


AN  OLD  UNIVERSITY  HITS 
THE  HIGH-TECH  ROAD 


Chicago's  quest  for  relevance  in  the  Information  Age 
is  forcing  it  to  reexamine  its  traditional  mission 


In  1892,  industrialist  John  D.  Rocke- 
feller undei-wrote  the  constniction 
of  a  Gothic  outpost  in  the  Midwest 
to  pursue  higher  knowledge  in  the 
manner  of  leading  Eui'opean  univei"sities. 
The  University  of  Chicago  soon  justified 
its  benefactor's  vision,  becoming  an  in- 
tellectual cauldron  producing  pioneei-ing 
reseai'ch  in  sociology,  education,  free-mar- 
ket economics,  and  nuclear  physics. 

But  the  Information  Age  has  mostly 
passed  Chicago  by.  The  Massachusetts 
Institute  of  Technology  and  Stanfoitl  Uni- 
versity— the  turbines  behind 
Route  128  and  Silicon  Valley — 
have  become  the  nation's  pre- 
eminent technology-research 
universities.  Knee-deep  in 
patents,  both  enjoy  hundreds 
of  contracts  with  companies  to 
develop  commercial  products. 
Chicago,  by  contrast,  never  ha^; 
had  an  engineering  school,  and 
it  only  recently  reinvigorated  a 
purely  theoretical  computer 
science  depaitment.  Moi'e  tell- 
ing, it  has  seen  its  rank  in  sci- 
ence funding  sUp  from  among 
the  top  10  universities  nation- 
ally to  about  20th  over  twn 
decades. 

HIRING  STARS.  So  Rockefeller's 
institution  is  evolving,  hoping 
to  pai"ticipate  in  the  economy 
of  the  new  centiu-y.  Building 
on  its  research  muscle  in  Ufe 
sciences,  the  university  is  tr*'- 
ing  to  capitalize  on  sweeping 
medical  and  bioteclinology  de- 
velopments. It's  hiring  estab- 
hshed  stars  from  rival  imivei  - 
sities  and  industry  labs  and 
seeking  out  opportunities  to 
commercialize  its  discoveries. 
An  in-house  venture-capital  oi> 
eration  called  arch  Develop- 
ment Corp.,  set  up  to  back 
professors'  entrepreneurial  ef- 

SONNENSCHEIN  Balancing 
academic  purity  and  innovation 


forts,  has  lined  up  its  highest  number  of 
startups  and  technology-transfer  deals. 

It  is  a  quest  for  relevance — a  search 
that  drives  dozens  of  major  research 
universities  across  the  nation.  These 
schools,  most  of  them  enormous  opera- 
tions with  billion-dollar  budgets,  are  re- 
examining then-  traditional  missions,  at- 
tempting to  adapt  to  an  era  of  rapid 
technological  change  and  globalization. 
They're  tiying  to  keep  up  as  federal  re- 
search budgets  are  barely  keeping  pace 
with  inflation  and  industry  is  pulling 


back  on  investments  in  pui'e  research 
The  21st  Century  Economy  will  d 
pend  on  the  continued  vitality  ofi 
broad  network  of  such  institutions-} 
sources  not  only  of  critical  thinkers  bi| 
also  of  then-  ideas.  Research  universitii 
have  helped  drive  innovation  for  dl 
cades,  spurring  development  of  ever] 
thing  from  jet  engines  to  the  Interna 
Indeed,  more  than  half  of  industi 
patents  issued  in  1993  and  1994  credit! 
some  basic  university  research,  accorj 
ing  to  consultancy  CHi  Research  Inc. 

The  good  news:  Dozens  of  universitii 
have  the  resoui'ces  to  act  as  researJ 
machines.  A  generation  ago,  there  wej 
perhaps  10,  estimates  Richard  FloriJ 
director  of  the  Center  for  Economic  Dl 
velopment  at  Carnegie  Mellon  Univa 
sity.  To  succeed,  though,  these  schoJ 
must  identify  areas  of  research,  fosti 
collaboration,  and  invest  to  turn  wisj 
ideas  into  full-fledged  innovations.  Thl 
must  also  work  with  funders  and  polij 
cians  to  extend  the  "campus"  to  bu| 
mini-Sihcon  Valleys,  Florida  argues. 

It's  a  delicate  balance.  Chicago  Prel 
dent  Hugo  F.  Sonnenschein  talks  of  pn 
serving  purity — "the  emphasis  on  tf 
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RECRUITS  Thompson,  Giger,  and 
Steele  are  helping  rebuild  the  school 


question" — but  says  "producing  extraor- 
dinary education  is  extraordinarily  ex- 
pensive, and  we  can't  affoi'd  to  sit  idly 
by."  Obsei^ves  Robert  Zemsky,  director  of 
the  Institute  for  Research  on  Higher 
Education  at  the  University  of  Pennsyl- 
vania: "Chicago  always  has  been  the 
most  classic  of  universities.  They  will  be 
tested  in  the  New  Economy  to  remain 
true  to  their  mission  and  mai*ket-smait." 
BOUTIQUE  STATUS.  Chicago's  nascent 
transformation  Is  made  necessary,  in 
large  part,  by  a  squeeze  in  federal  re- 
search funding.  Government  grants, 
which  in  1997  accounted  for  60%  of  the 
$24  billion  in  academic  research,  have 
been  rising  at  just  2.3%  a  year  for  the 
past  five  years,  half  the  rate  of  the 
1980s.  And  Chicago  faces  gi"owing  com- 
petition for  both  public  and  private 
funds  from  such  big  schools  as  the  Uni- 
versities of  Illinois  and  California.  Un- 
less it  changes,  the  university  faces  the 
prospect  of  becoming  "a  boutique,  with 
naiTOW  specialties,  limited  funding  and 
limited  impact,"  admits  David  W. 
Oxtoby,  dean  of  physical  sciences. 

Chicago  is  moving  quickly  to  license 
its  technology.  Stanford  and  mit,  ag- 
gi'essive  pioneers  of  such  aiTangements, 
are  way  ahead  of  the  pack,  with  259 


VOICES 


Z).  and  257  active  licenses  and 
options  on  technology,  respec- 
tively. Chicago  has  just  36 
such  deals,  but  it's  catching 
up:  In  1996,  by  virtue  of  a 
few  big  payouts,  it  ranked 
sixth  in  royalty  income,  up 
from  29th  the  year  before  and 
ahead  of  mit. 

To  regain  its  influence  of 
old,  Chicago  hopes  to  reap 
commercial  fi-uit  from  its  re- 
invigorated  combined  division 
of  biological  sciences  and 
Pritzker  School  of  Medicine. 
Thi-ee  yeai-s  ago,  Sonnenschein 
reci-uited  Glenn  D.  Steele  Jr., 
then  a  cancer-siu-geiy  profes- 
sor at  Harvai'd  Medical  School, 
to  head  the  operation.  Since 
then,  Steele  has  replaced  50% 
of  liis  depaitment  heads,  many 
with  outside  hires — "insinuating  the 
place,"  he  says,  "with  entrepreneurial 
people"  responsible  both  for  raising  funds 
and  for  turning  out  actual  products. 

Steele  wants  Chicago  back  among  the 
top  ten  science  schools  vrithin  five  year's. 
He  talks  of  a  new  ethic,  one  that  re- 
quir-es  measuring  pr'ogress  in  commer- 
cialization and  boosting  collaboration 
vdth  the  droig  and  biotech  industries. 
"I've  told  the  faculty  they  have  an  ad- 
ditional responsibility  to  go  beyond  the 
discovery  of  new  knowledge,"  he  says. 
"No  longer  is  the  job  description  to  sit 
in  your  labor'atory  and  think,  and  expect 
me  to  provide  all  the  r-esour'ces." 

Tlie  ariival  of  Anthony  A.  Kossiakoff, 
who  started  on  July  1  as  chair  of  the 
biochemistry  and  molecular  biology  de- 
partment, reflects  the  new  emphasis  on 
entr-epreneurialism.  Kossiakoff,  an  ex- 
pert in  pr-otein  structure  and  design, 
brings  15  years  of  experience  as  a  sci- 
entist and  executive  at  Genentech  Inc. 
Now  co-chair  of  a  new  institute  that 
will  bring  together  basic  and  clinical  r-e- 
searchers  in  physics,  chemistry,  com- 
puter science,  and  biology,  his  outsider-'s 
perspective  has  a  refreshing  ring: 
"Ther'e  is  a  lot  to  be  gained  fr-om  inter- 
action with  industry,  and  students  ar-e 
looking  for  a  different  kind  of  high  that 
entr"epr"eneurialism  can  provide." 

Steele's  other  new  catches  will  join 


Louis  Gerstner 


TITLE  ChiefExecutive,IBM.56.  CONTRIBUTIONS  Under 
Gerstner,  IBM  set  up  Reinventing  Education,  a  $35  million  fund 
that  contributes  money  and  technical  expertise  to  lift  school 
quality  around  the  world.  IN  HIS  WORDS  "There  is  a  direct 
link  between  education  and  income.  People  who  have  a  better 
education  have  better  jobs  and  get  better  pay.  Countries  that 
have  better  education  systems  have  stronger  economies  and  are 
tougher  competitors  in  the  worldwide  marketplace." 


RETHINKING  THE  UNIVERSIT 

What  research  institutions  must  do  t 
keep  pace  with  the  New  Economy 

ELIMINATE  BOUNDARIES  Universities 
must  encourage  teamwork  across  age-old 
disciplines,  bringing  together  educators! 
and  students  in  computer  science,  engi- 
neering, biology,  medicine,  and  business 

COURT  INDUSTRY  Higher  education  has  I 
to  aggressively  seek  technology-transfer| 
and  licensing  deals,  while  canvassing 
companies  worldwide  for  research  fund- 
ing that  will  spur  new  discoveries. 

COMMIT  TO  SCIENCE  Basic  scientific 
research  is  the  backbone  of  innovation. 
Universities  must  seek  partnerships  whilf' 
still  fiercely  resisting  restrictions  on 
research  grants. 

SEED  ENTREPRENEURSHIP  Institutions 
can  create  local  business  hot  spots  by 
developing  ties  with  area  development  ji 
officials,  business  executives,  and  ven- 
ture  capitalists. 


other  recent  hires  such  as  Craig  E 
Thompson,  an  imrnunologist  who  arrive^ 
at  Chicago  fi'om  the  University  of  Midi 
gan  five  year's  ago.  Thompson  recot; 
nized  that  funding  pressur'es  from  th 
feds  and  third-party  health  insurei' 
would  for'ce  researchers  to  become  mor 
entr-epreneurial.  His  research  has  le 
to  two  startups,  both  backed  by  arch 
"WE  DO  SCIENCE."  Will  such  bets  pa 
off?  Chicago's  reinvention,  and  that  < 
universities  like  it,  amounts  to  a  mar-ke 
test:  Innovation  will  be  rewarded  wit 
commercial  r'evenue.  That  mercenar 
formula,  to  be  sure,  fuels  misgiving: 
Maryellen  L.  Giger,  a  20-year  Chicag 
veteran  with  a  dozen  patents  in  con 
puter  imaging  to  her  credit,  fears  thi 
rush  to  commercialize  will  deflect  scj 
entists  ft-om  their  tr-ue  mission:  "Whsg 
we  do  is  science,  what  they  do  is  bus ..' 
ness.  The  motivations  are  different."  ! 

Hers  is  a  concern  that  resonatej.' 
throughout  higher  education.  "We  ar 
more  and  mor'e  geared  to  the  reality  <  5 
modern  industry,"  says  mit  Presider« 
Charles  M.  Vest.  "But  as  that  pulls  i  ■ 
one  dir-ection,  we  are  pulled  in  anotheft 
by  the  quest  for  fundamental  r-esearclj» 
which  is  long-ter'm  and  uncertain  bi|ts 
can  r-esult  in  troie  innovation."  Perhaf|> 
univer'sities  can  find  a  productive  bat, 
ance.  At  its  best,  innovation  should  spi 
a  virtuous  circle — gener-ating  reveni 
that  can  be  applied  to  more  basic  r 
search.  That  could  produce  the  brealjj 
throughs  that  drive  economic  gr-owth.|| 
By  Ricfiard  Melcher  in  Chicai 
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OF  THE  TOP  100  BANKS  WORLDWIDE  INVEST  IN  OUR 
HNOLOGY.  WHERE  ARE  YOU  PUTTING  YOUR  MONEY? 


Sybase  has  the  information 
technology  you  need  to  bring 
together  different  infornnation 
systems  and  computing  platforms 
into  one  powerful  solution. 
So  everyone  in  the  organization 
has  the  information  they  need, 
when  and  where  they  need  it. 

Our  technology  is  used  at: 

•  70%  of  the  world's  top  banks 

•  Stock  markets  from  Tokyo 
to  New  York 

•  19  of  the  top  25  US  Life/ 
Health  Insurers 

We're  helping  them  develop 
applications  for  things  such  as: 

•  Sales  Force  Automation 

•  Global  Risk  Management 

•  Electronic  Commerce/Internet 

For  more  information  about  how 
we  could  put  together  a  solution  for 
your  business,  visit  www.sybase.com 
or  call  1-800-8-SYBASE  (Ref.  CPBU2). 


\  Sybase 


/  N  F  U  R  M  A  r  I  U  N    A  M  Y      H  t:  R  E . 
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Financial  engineers  don't  weai"  wliite  lab  coats.  They 
don't  experiment  on  rats  or  perform  gas  chro- 
matogi'aphy.  Their  raw  material — money — isn't  as 
jazzy  as  what  biologists  and  physicists  investi- 
gate. But  the  innovations  they  produce  will  con- 
tribute just  as  much  to  economic  gi-owth. 
Maybe  more,  in  fact.  Because  without  the  science  of  fi- 
nance, all  other  sciences  are  just  a  bunch  of  neat  concepts. 
Ideas  begin  to  contribute  to  human  bettemient  when  they'i'e  fi- 
nanced— by  ventui'e  capital,  stock  offeiings,  loans,  or  buyouts. 
A  smoothly  oijerating  financial  system  showere  money  on  good 
ideas.  Equally  important,  it  cuts  off  fimding  to  tired  ideas 
and  tired  companies,  so  their  assets  can  be  deployed  more  ef- 
ficiently elsewhere.  (The  lack  of  such  a  process  m  Japan  helps 
explain  why  that  nation  remains  part  of  the  old  economy.) 
The  finance  revolu- 


FINANCE 


DOING 

BDSINESS 


tion  in  the  past  25 
years  rivals  the  one 
that  gave  us  the 
microchip.  Look  at 
the  changes:  Mort- 
gage loans  ai'e  cheap- 
er because  financiers 
have  found  a  way  to 
repackage  them  so 
they  can  be  resold. 
Profits  are  more  pre- 
dictable because  com- 
panies hedge  risks. 
Employee  stock  op- 
tions align  workers' 
interests  with  share- 
holders'. Initial  pub- 
lic offerings  are  fast 
and  easy.  And  people 
have  more  invest- 
ment choices  than 
there  are  flavors  of 
ice  cream. 

This  is  only  the 
start.  The  new  fi- 
nance will  master 
money  in  the  same 
way  comj^uters  mas- 
ter data  and  biotech- 
nology has  begun  to 
master  dna.  With 
theii-  new  theoretical 
tools,  financial  engi- 
neer's ciin  break  down 
any  raw  investment 
into  its  components,  then  synthesize  from  them  something 
more  salable:  not  just  mortgage-backed  securities  but  also 
strips,  swaps,  swaptions — the  list  goes  on. 
COMMODITIZED.  The  entire  economy  benefits  when  financial 
rocket  scientists  create  products  that  simultaneously  meet  the 
needs  of  those  who  supply  capital  and  those  who  use  it. 
Sums  up  finance  pioneer  Myron  S.  Scholes,  co-winner  of  the 
1997  Nobel  prize  in  economics:  "When  you  make  the  markets 
more  efficient,  the  cost  of  capital  falls.  The  cost  of  capital 
falling  results  in  enhanced  output,  and  consumers  as  a  whole 
are  better  off." 

In  the  21st  centiuy  economy,  innovation  in  finance  will  in- 
crease in  concert  with  the  increase  in  competition.  Partly  be- 
cause of  deregulation  and  globalization,  competition  should 
get  tougher,  and  margins  thinner-.  As  pr-oducts  such  as  home 
mor-tgage  loans  become  commoditized,  financial-service  com- 


Revolutions  in  finance,  management, 
manufacturing,  and  selling  are 
changing  the  rules  of  engagement 


panies  will  be  forced  to  get  more  creative.  Soon,  says  Hen' 
Bu'dseye  Weil,  a  senior  lectm-er-  at  Massachusetts  Institute 
Technology's  Sloan  School  of  Management,  "financial  servic 
will  be  almost  indistinguishable  fr-om  any  other  software  bu 
ness,  with  continual  innovation  and  preemptive  cannibalizatioi 
Financial  technology  will  keep  feeding  off  infornnation  teci 
nology.  Weil  says  the  secr-et  to  success  will  be  a  strong  so 
ware  platform,  which  will  lower  the  cost  of  generic  servic ; 
while  maldng  it  possible  to  create  high-mai'gin  variations  , 
well.  Says  Weil:  "A  few  companies  that  get  it  right  can  sp ' 
away  from  the  rest  and  become  stronger  and  stronger."  ' 
In  the  new  world  of  finance,  size  counts.  Big  companiji 
enjoy  economies  of  scale  and  name  r'ecognition,  and  they  can  ' 
safer  because  their  bets  are  spread  across  more  regions  ail 
mar-ket  segments.  The  value  of  U.  S.  bank  mergers  in  f 

first  half  of  1998  4 
greater  than  that  I", 
the  three  previoj. 
years  combined.  Tl' 
merger's  are  occurri}: 
across  industries  N 
well.  The  proposti 
$70  billion  combirj- 
tion  of  Ti-aveleji 
Gr-oup  Inc.  and  Ci)i 
corp  into  Citigro|( 
would  bring  undp 
one  roof  commereitt 
personal,  and  inve| 
ment  banking,  as  vA 
as  stockbroking  al 
insurance.  i 
Pressures  to  cch 
solidate  will  intensp 
as  the  big  get  biggi 
In  eight  years,  finiii 
cial  services  will  ^ 
dominated  by  5  H 
10  global  companiu 
each  with  a  full  am 
of  services,  predip 
Steven  M.  Gluckst( 
of  Capital  Z  Paring 
a  newly  for'nred  N 
York  fuTO  that  will 
vest  in  fmancial  co 
panies.  In  additiii 
predicts  GlucksteJ 
there  will  be  five 
six  big  compai 
that  will  be  prim; 


advisers  and  brokers,  such  as  Chicago's  Aon  Corp.,  one 
the  world's  biggest  insiu'ance  broker's. 

At  the  other  extr'eme  will  be  specialists  that  sur'vive  by 
ing  one  thing  either  very  cheaply  or  exceptionally  w 
Gluckstern,  who  is  also  nonexecutive  chairman  of  Zur! 
Reinsui'ance  Inc.,  predicts  that  companies  caught  in  betw< 
the  extremes  will  wither:  "It  will  start  to  look  like  a  barhi 

By  offering  lower  prices  or  better  service,  specialists 
discijjline  the  financial  super-mar'kets;  the  big  guys  know  Ll. 
customers  can  walk  away  if  they  get  a  r-aw  deal.  "There  is[4 
way  we  ar'e  going  to  m-aximize  a  short-tenn  transactional  hi 
efit  at  the  risk  of  destroying  a  long-ter-m  relationship,"  s 
Chase  Manhattan  Corp.  Vice-Chairman  Joseph  G.  SponhcfJ 

Predictably,  the  biggest  winners  fi'om  financial  innovati' 
will  be  companies,  and  families,  that  have  complex  financ* 
Banks  already  show  signs  of  losing  interest  in  people  v'l 
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SHARED  RISK  When  storms 
come,  insurers  can  reduce 
their  exposure  through  index 
call  options 

want  just  plain-vanilla  checking  accounts.  Citibank,  for  in- 
stance, now  charges  $9.50  a  month  for  checldng,  plus  50^  per 
check  written.  Fees  are  waived  only  for  people  who  have  a 
minimum  balance  of  $(5,000  in  their  combined  accounts. 

But  as  incomes  and  wealth  rise,  more  people  will  find 
themselves  thmst  into  the  role  of  asset  managers.  Business- 
es, too,  will  have  to  become  more  sophisticated — if  only  to 
keep  pace  with  financially  innovative  rivals. 

That's  where  •science  comes  in.  P"'inancial  engineers  view 
every  investment  opportunity  as  a  bundle  of  separable  nsks 
and  rewards.  Their  skill  lies  in  teasing  the  bundles  apart 
and  parceling  out  components  to  the  investors  who  will  pay 
the  most.  A  simple  example  is  stripping  apart  the  payment 
stream  from  a  loan  portfolio.  Some  investors  will  opt  to  re- 
ceive the  principal-only  portion,  while  others  go  for  interest- 
only.  The  buyers  hapj^ily  pay  a  tad  more  to  get  what  they 
want,  which  translates  into  a  better  deal  for  the  boiTowers. 

Far  from  Wall  Street,  in  Minnetonka,  Minn.,  financial  en- 
gineers at  Cargill  Inc.  ai-e  transfor-ming  the  markets  for  stuff 
like  eggs  and  sugar.  The  $51  billion  commodities  trader  and 
processor  is  willing,  for  instance,  to  guarantee  the  price  of 
heat-and-serve  airline  omelettes  to  its  customers  for  up  to  a 
year.  It  erases  most  of  its  own  exposui'e  to  a  spike  in  egg 
prices  by  artfully  combining  various  financial  instruments. 


VOICES  JillConsidine 


TITLE  President  of  New  York  Clearing  House  Assn.  53. 
CONTRIBUTIONS  Considine  bolstered  the  ability  of  the 
nation's  crucial  bank  payments  system  to  weather  a  financial 
crisis.  The  electronic  network  that  transmits  $1.4  trillion  per  day 
in  payments  between  banks  now  can  survive  simultaneous 
defaults  by  its  two  largest  banks.  INKER  WORDS  "We're  now 
at  the  point  where  we're  able  to  handle  risk  much  better.  You 
couldn't  have  done  that  unless  you  had  superior  technology." 


(Exactly  how,  it  won't  disclose.)  Using  other  risk-reductio 
techniques,  Cargill  can  lock  in  a  sugar  price  for  sugar  pix 
ducers  for  up  to  five  yeai*s — vs.  less  than  two  yeai's  in  the  fi 
tiu-es  mai'ket.  "The  products  that  we're  preaching  about  Loda 
are  going  to  get  much  more  widely  and  robustly  used  fiv 
years  from  now,"  says  David  E.  Dines,  vice-president  fc 
commodity  risk  management  products. 
HURRICANE  COMING.  Another  promising  innovation  is  "liv 
cat,"  short  for  live  catastrophe  coverage.  As  a  himicane  aj 
proaches  shore,  property-casualty  insurers  can  reduce  the 
risk  exposure  by  buying  catastrophe-index  call  options  o 
the  Chicago  Board  of  Trade.  Option  prices  change  from  iin 
ment  to  moment,  right  along  with  the  wind-speed  gauges, 
the  storm  is  bad,  profits  from  the  options  help  cover  clain 
payments. 

Or  look  farther  ahead,  to  a  problem  that  periodical! 
keeps  homeowners  up  at  night:  the  possibility  of  plungin 
property  values  in  then*  neighborhoods.  If  you  need  to  sell 
the  bottom,  you  could  suffer  a  huge  loss.  Within  five  year, 
though,  you  may  be  able  to  buy  a  put  option — a  bet  th; 
prices  vrill  fall.  If  they  do,  the  profit  you  make  on  the  optic 
will  compensate  for  the  loss  in  value  of  yom'  house.  If  pricf 
rise,  on  the  other  hand,  the  put  option  will  expii-e  worthies 
But  you  won't  care,  assuming  that  your  house's  price  a| 
predates  in  line  with  its  neighbor 
(Tine,  it  might  not,  but  few  hedges  ai 
perfect.) 

Yale  University  economist  Robert 
Shiller  is  trying  to  enable  real  esta 
options  trading  by  creating  price  i: 
dexes  for  housing.  Says  Shiller:  "Som 
times  the  reaction  we  get  is.  Why  dor 
people  already  do  this?'  " 

While  the  exotic  part  of  the  new 
nance  is  customization,  the  biggest  ir 
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provements  may  come  from 
cost-cutting.  That's  surely 
the  case  so  far: 

Annual  productivity 
gains  for  commercial  banks 
averaged  just  0.6%  for 
most  of  the  1970s,  then 
rose  to  2.0%  in  the  1980s 
and  hit  3.5%  in  the  1990s, 
according  to  the  Bureau  of 
Labor  Statistics  (chart). 
For  instance,  in  1977  a  secure  Lelex  from  a  bank 
in  New  York  to  one  in  Hong  Kong  cost  $15. 
Now,  it's  about  30(2.  "We're  reaping  the  gains  of 
the  technology  that  everyone  was  talking  about 
in  the  early  '70s,"  says  Jill  M.  Considine,  presi- 
dent of  the  New  York  Clearing  House  Assn., 
which  coordinates  bank  payments. 

Firms  that  sell  services  aren't  the  only  ones 
getting  streamlined.  So  are  the  finance  depart- 
ments of  coi-porations.  Hackett  Gi"oup  of  Hudson, 

G~j|^B  Ohio,  calculates  that  the  financial  function  ac- 
counted  for  just  1.4%  of  overall  corporate  ex- 
penditures in  1997,  dowTi  one-third  from  2.2%  in 
1988.  World  Research  Advisory  Inc.  of  Reston, 
Va.,  wliich  advises  chief  financial  officers,  predicts 
that  vdthin  five  years,  many  corporations  will 
outsource  not  only  tax  and  audit  duties  but  also 
planning,  budgeting,  evaluation — even  competitor 
analysis  and  m&a. 

Some  of  the  biggest  savings  in  the  coming 
decade  are  likely  to  come  from  a  reduction  in 
■i  lea's  wasteful  reliance  on  paper  checks.  Checks,  which 
rucked  and  flown  from  bank  to  bank,  cost  two  to  three 
s  as  much  to  process  as  electronic  payments,  such  as 
i  redit  cards.  Florida  State  University  finance  professor 
id  B.  Humphrey  predicts  that  the  proportion  of  elec- 
ic  !)ayments  in  the  U.S.  will  gi-ow  from  24%>  in  1995  to 
ill  2010.  That  could  really  help  the  economy.  Says  John 
luhr,  executive  vice-president  of  the  New  York  Clearing 
se:  "Something  like  half  a  percent  to  1%  of  GDP  is  used 
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TITLE  Chairman  and  CEO,  Merrill  Lynch  &  Co.  59. 
CONTRIBUTIONS  He  has  led  Merrill  on  a  worldwide  acqui- 
sition spree,  with  major  purchases  in  Japan,  Britain,  and  Canada. 
His  intent:  to  make  Merrill  the  first  global  retail  and  institutional 
securities  firm.  IN  HIS  WORDS  "Computers  and  digital 
networks  will  continue  to  transform  the  financial-services 
industry  and  change  how  we  work  and  relate  to  one  another.  But 
they  will  not  replace  the  value  of  human  relationships." 


THE  NEW  WORLD  OF  FINANCIAL  SERVICES 

Profits  Are  Soaring...  ...As  Tech  Reliance  Grows...       ...And  Efficiency  Jumps 


RNANCIAL 
CORPORATIONS' 

PRoms 


30 


TECHNOLOGY  SPENDING  AS  A  SHARE^ 
OF  INVESTMENT  SPENDING 


ECONOMY 


87  '89  '91  '93 
LLIONS  OF  DOLLARS 


'95    '97  '98 
ANNUAL  RATE 


•90 


'92     '94  '96 


'85  '86  '88 
A  PERCENT 

DATA:  COMMERCE  DEPT.,  LABOR  DERI,  CONFERENCE  BOARD 


ipport  the  operation  of  the  payment  system.  With  few- 
ifcks,  that  could  be  cut  in  half." 

le  Internet  vrill  be  another  force  for  change.  Piper  Jaffi'ay 
a  MinneapoUs  brokerage,  figiu-es  the  average  commission 
h  ade  at  the  top  10  online  trading  finns  has  sunk  like  a 
from  $52.89  in  eariy  1996  to  $15.77  in  eariy  1998.  Fui-- 
drops  are  in  store.  As  costs  fall,  so  do  prices:  The  un- 
riting  spreads  on  common  stock  issues  dropped  to  6.08% 
\  cur  fi'om  6.47%  in  1990,  according  to  Seciuities  Data  Co. 
nil  mg  the  biggest  losere  will  be  floor  ti-adere  and  specialists. 


They're  like  John  Hemy,  who  died  tiying  to  outdo  a  steam 
(hill.  With  gigabit  comjMter  netwoi'ks  crisscrossing  the  oceans, 
it  is  possible  to  biing  together  all  the  woiid's  interest  in  a  par- 
ticulai-  stock,  bond,  ciUTency,  or  derivative  at  a  single  point  in 
cyberspace.  There,  a  supercomputer  can  match  buyers  and 
sellers  at  light  speed  and  infinitesimally  naiTow  spreads. 
FOR  A  SONG.  The  wiiting  is  on  the  wall:  Seat  prices  have  fall- 
en 50%  fi'om  theii-  highs  on  the  Chicago  Board  of  Tr-ade  and 
a  colossal  two-thirds  at  the  Chicago  Mercantile  Exchange. 
Even  the  New  York  Stock  Exchange  has  seen  a  one-third  de- 
cline in  seat  prices  from  a  record  $2  million  earlier  this  year. 

Of  coLU'se,  some  sectors  are  doing  just  fine.  Profits  of  Mer- 
rill Lynch  &  Co.,  for  instance,  have  more  than  quadinipled 
since  1988.  And  commercial  banks,  wliich  were  on  theii'  knees 
during  the  recession  in  1991,  are  having  one  of  their  best 
decades  ever  (chart).  The  Federal  Resei've  reported  recently 
that  banks'  net  interest  margin  between  lending  rates  and 
borrowing  costs  has  actually  been  widening,  fi'om  about  3.5% 
in  the  mid-1970s  to  about  4.3%  in  recent  years. 

But  even  for  them,  competition  is  mounting.  The  threat  is 
not  "disintermediation" — there  will  always  be  a  need  for 
someone  to  represent  investors'  interests,  making  sure  bor- 
rowers and  stock  issuers  make  good  use  of  the  money 
they're  entrusted  with.  The  cjuestion  is  whether  the  inter- 
mediary's role  will  be  played  by  today's  bankers  and  insur- 
ers or  someone  else.  New  intermediaries  include  rating 
agencies  such  as  Standai-d  &  Poor's  Coip.,  a  unit  of  business 
WEEK  publisher  The  McGraw-Hill  Companies  Inc.,  which 
enable  rated  borrowers  to  go  straight  io  the  capital 
markets  instead  of  appealing  to  loan  officers. 

The  only  time  disinter- 
mediation is  when  the 
owners  and  the  managers 
are  the  same  people — that 
is,  in  a  privately  held 
company.  Scholes  argues 
that  financial  technology 
will  make  it  easier  for 
companies  to  become  pri- 
vate or  remain  so.  They 
will  insure  themselves 
tlu'ough  hedging  in  the  fu- 
tures and  options  mar- 
kets. And  by  reducing 
theii'  risks,  they  will  need 
less  of  a  safety  cushion  of 
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equity.  Scholes  cites  Cargill  as  a  company  that  has  managed 
to  remain  private  through  hedging.  Said  Scholes  in  his  Nobel 
lectui'e:  "I  believe  the  coiporate  form  we  know  today  will  not 
be  long-lived." 

It  has  been  quite  a  while  since  the  days  of  green  eyeshades 
and  No.  2  pencils.  Says  Jeny  F.  GoUnick,  president  of  Tulsa's 
Williams  Energy  Services  Co.:  "I  used  to  say  this  business 
wasn't  rocket  science.  But  then  we  hired  somebody  from 
the  Jet  Propulsion  Laboratoiy."  Innovation  is  everywhere. 

By  Peter  Coy  in  New  York 
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MANAGEMENT 


THE  CORPORATION 
OF  THE  FUTURE 


Cisco  is  a  good  model.  It  reads  the  market  well,  responds 
quickly.  And  it  knows  how  to  harness  high  tech 


The  once  unthinkable  decHne  (k 
many  of  the  world's  largest  coi 
porations  has  become  all  to 
common  in  recent  years.  Strat( 
gic  blunders  and  oversights  by  manag( 
ment  have  pulled  down  such  powerfi 
and  mighty  giants  as  AT&T,  Eastma 
Kodak,  and  General  Motors. 

Yet  there  is  a  less  visible  but  eveb 
more  critical  danger:  the  inability  t 
adapt  to  the  speed  and  turbulence  (| 
technological  change.  After  massi 
high-tech  investments,  management 
only  beginning  to  make  the  organiz; 
tional  changes  needed  to  transfom  i 
formation  technology  into  the  pote 
competitive  weapon  that  it  will  need  tj 
be  in  the  21st  centuiy. 

Few  companies  have  gi'asped  the  fi 
reaching  importance  of  the  new  tecl 
nology  for  management  better  than  Ci 
CO  Systems  Inc.  The  San  Jose  (Calii 
company  has  become  the  global  leado^ 
in  netwoi'king  for  the  Internet,  with  a 
nual  revenues  of  more  than  .$8  billio 
It's  also  a  Wall  Street  darling,  with 
market  cap  approaching  $100  billion. 

Cisco  could  well  provide  one  of  tl 
liest  road  maps  to  a  new  model  of  ma 
ugement.  Partly  because  it  makes  tl 
tools  to  build  the  powerful  networl 
chat  link  businesses  to  their  custome 
and  suppliers,  Cisco  itself  has  been 
the  forefront  of  using  technology 
transform  management  practices. 
NEAR-RELIGIOUS.  But  it's  not  only  tl 
company's  innovative  use  of  technoloi 
that  wins  favorable  reviews.  It's  al 
the  company's  mind-set  and  culture,  i| 
wilhngTiess  to  team  up  with  outsiders 
acciuire  and  retain  intellectual  asse 
its  near-religious  focus  on  the  custom^ 
and  its  progi-essive  human  resoui'ce  pi 
cies.  "Cisco  is  the  quintessential  o 
side-in  company"  says  James  F.  Moo: 
chairman  of  consultants  GeoPartn 
Reseai'ch  Inc.  "They  have  mastered  h( 
to  source  talent,  products,  and  momi 
turn  from  outside  theii*  own  walls.  Tha 
a  powerful  advantage." 

This  coi'porate  adolescent — found 
in  1984  by  a  gi'oup  of  computer  sci^ 
tists  fi'om  Stanford  University — is  he; 
ed  by  a  leader,  John  T.  Chambers,  w 
cut  his  teeth  at  successful  compan 
that  stumbled.  At  both  IBM  and  Wa 
Laboratories  Inc.,  the  soft-spoken  W( 
Virginian  got  a  fii-sthand  glimpse  of  b 
arrogance  and  reluctance  to  chan 
caused  severe  pain  and  dislocation. 

Those  experiences,  including  a  in 
matic  time  when  he  siu-vived  five  lay 
in  15  months  at  Wang — before  resigni 


CHAMBERS  "Laying  off  people  was  the 
toughest  thing  I  ever  did.  I'll  move  heav 
and  earth  to  avoid  doing  that  again" 
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in  1990 — colored  his  view  of  what  a 
healthy  organization  should  be.  "It 
taught  me  how  a  company  should  be 
built  in  the  ftrst  place  and  how  to  do 
tilings  dramatically  different  the  next 
time,"  says  Chambei-s.  48,  who  joined 
Cisco  in  1991  and  became  ceo  in  1995. 
"Lajing  off  people  was  the  toughest 
thing  I  ever  did.  I'll 
move  heaven  and  eaith 
to  avoid  doing  that 
again." 

To  hear  Chambers 
tell  it,  his  people  and 
his  organization  are  "in 
the  sweet  spot" — 
where  technology'  and 
the  future  meet  to 
transform  not  only 
business  but  all  of  life. 
His  vision  is  simple: 
"We  can  change  the  way  people  live 
and  work,  play  and  leai'n."  It  is  an  ide- 
alistic phi-ase  that  falls  out  of  his  mouth 
repeatedly  and  imabashedly.  It  is  also  an 
inspiring  and  motivating  declaration  for 
each  of  Cisco's  13,000-plus  employees. 

Chambers  aims  to  be  the  Jack  Welch 
of  the  new  millennium.  Like  General 
Electric  Co.'s  ChaiiTnan  Welch,  he  has 
decided  he  wants  to  be  No.  1  or  No.  2  in 
everj-  market,  a  condition  that  already 
exists  in  14  of  the  1-5  markets  in  which 


plications  for  managing  in  the  next  cen- 
tui'y.  gm's  Satiu-n  Div.  and  Dell  Com- 
puter Coip.  have  shown  how  the  net- 
work can  eliminate  inventory,  by 
connecting  with  partners  that  deliver 
goods  only  when  they  are  needed.  In 
the  new  model  that  Chambers  is  creat- 
ing at  Cisco,  how^ever,  the  network  is 


LIVING  ON  TH  E  N  ET  this  year,  cisco  will 

SELL  $5  BILLION  IN  GOODS  OVER  THE  INTERNET. 
AND?  OUTOfIO  requests  FORTECH  help  will  BE 
FILLED  ELECTRONICALLY-AT  SATISFACTION  RATES 
ECLIPSING  THOSE  INVOLVING  HUMAN  INTERACTION. 


pen^asive,  central  to  nearly  eventhing. 

It  seamlessly  links  Cisco  to  its  cus- 
tomers, prospects,  business  partners, 
suppliei"s,  and  employees.  Tliis  year,  Cis- 
co will  sell  more  than  S5  biUion  worth  of 
goods — more  than  half  its  total — over 
the  Internet,  neaiiy  thi-ee  times  the  In- 
ternet sales  booked  by  pioneer  Dell.  So 
successful  has  Cisco  been  in  selling  com- 
plex, expensive  equipment  over  the  Net 
that  last  yeai-  Cisco  alone  accounted  for 
one-third  of  all  electronic  commerce. 


Cisco  competes.  Beyuiid  that  strategic 
goal.  Chambers  believe?  that  the  new 
rules  of  competition  demand  organiza- 
tions built  on  change,  not  stability;  or- 
ganized around  networks,  rot  a  rigid 
hierarchy;  based  on  interdej- endencies 
of  paitners,  not  self-sufficiency;  and  con- 
stiTicted  on  technological  advantage,  not 
old-fashioned  bricks  and  mortal 

The  network  structure  has  vast  im- 


MR.  NICE  GUY  Chambers,  here  at  a  Cisco 
picnic,  stresses  human  values 


Seven  out  of  10  customer  requests 
for  technical  support  ai-e  filled  electron- 
ically— at  satisfaction  rates  that  eclipse 
those  invohing  human  interaction.  Using 
the  network  for  tech  support  allows  Cis- 
co to  save  more  money  than  its  neai'est 
competitor  spends  on  research  and  de- 


velopment. "It  has  saved  me  1,000  eri 
gineers,"  gushes  Chambers.  "I  tak 
those  1,000  engineers,  and  instead  c 
putting  them  into  support,  I  put  ther 
into  building  new  products.  That  give 
you  a  gigantic  competitive  advantage.' 

The  network  also  is  the  glue  for  th 
internal  workings  of  the  company.  I 
swiftly  connects  Cisc 
with  its  web  of  part 
ners,  making  the  cor 
stellation  of  supplier; 
contract  manufactui'er; 
and  assemblers  loo 
like  one  company — Cis 
CO — to    the  outsid 
world.  Via  the  compj 
ny's  intranet,  outsid 
contractors  directl 
monitor  orders  froii 
Cisco  customers  an 
sliip  tlie  assembled  hardwai'e  to  buyei 
later  in  the  day — often  without  Cisc 
even  touching  the  box.  By  outsourcin: 
production  of  70'~f  of  its  products,  Cisc 
has  quadrapled  output  without  buildin 
new  plants  and  has  cut  the  time  it  take 
to  get  a  new  product  to  mai'ket  by  tw( 
thu'ds,  to  just  SLX  months. 
"PERSONAL  TOUCH."  The  network  also 
Cisco's  primaiT  tool  for  recruiting  talen 
with  half  of  all  applications  for  jobs  con 
ing  over  the  Net.  WTien  an  employe 
wants  information  about  a  compan 
event  or  health  benefits,  or  needs  1 
track  an  expense  report,  the  network 
the  place  to  go  at  Cisco.  The  upsho 
More  than  1.7  miUion  pages  of  inform 
tion  are  accessible  by  employees  wl 
use  the  Cisco  network  thousands 
times  every  day.  "We  ai'e,"  says  Chai 
bers,  "the  best  example  of  how  tl 
Internet  is  going  to  change  evei-jthinj 
Technology'  aids  and  abets  this  bui 
ness  model,  but  it  does  not  complete 
displace  human  interaction.  "The  ne 
work  works  better  when  you've  alrea< 
had  a  personal  touch."  insists  Chai 
bers.  That's  why  he  does  quarter 
meetings  with  employees  at  a  near! 
convention  center,  why  all  employees 
rhe  month  of  their  buth  are  in\ited 
one  of  liis  li-.rhour  "biithday  breakfast! 
and  why  he  works  harder  than  most 
encourage  open  and  direct  communic 
tion  with  all  of  Cisco's  leaders. 

Chambers  also  beheves  in  partm 
ing  with  other  businesses.  Plenty 
companies  forge  links  with  others,  b 
Cisco  lias  a  track  record  of  making  th€ 
work.  "Paitnerships  .ai'e  key  to  the  na 
world  strategies  of  the  21st  centurS 
says  Donald  J.  Listwin,  a  Cisco  senilS 
\ice-president.  "Partners  collapse  thi 
because  they  allow  you  to  take  on  moS 
things  and  biing  them  together  quickelj 
A  good  example  is  Cisco's  partmij 
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if  life  came 

er:  A+.  Family;  A+.  All-around  your  life  is  pretty  good.  After  all,  you  pride  yourself  on  always  making  educated  choices.  For  you,  there's  the 

with  a  report  card 

selling  car  in  America,*  the  Toyota  Camry.  An  available  194-hp  V6  engine.**  Anti-lock  Brake  System***  And  a  quiet,  comfortable,  rein- 

you'd  be  bringing  home 

breed  passenger  cabin.  So  by  owning  an  affordable  1998  Toyota  Camry  you  can  add  another  class  to  your  report  card  of  life.  Car:  A+. 

Straight  A's. 


CAMRY 

#1  Selling  Car  in  America 


TOYOTA 


e ver y aay 


1  800-GO-TOYOTA      w W W. t 0 y 0 1 a . C 0 m 


'Based  on  calendar  year  1997  unit  sales.  "192  hp  when  equipped  with  California  emissions.  "*ABS  optional  on  Camry  CE  4  cylinder,  standard  on  all  other  models. 
©1998  Toyota  Motor  Sales,  U.S.A.,  Inc.  Buckle  Up!  Do  it  for  those  who  love  you. 
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ship  with  Microsoft  Corp.,  which  last 
year  resulted  in  a  new  technology  to 
make  networks  more  intelligent.  The 
software  lets  networks  know  immedi- 
ately a  user's  identity  and  location  and 
to  respond  differently  to  each  one.  The 
partnership  allows  both  companies  to 
expand  this  market  together  more 
rapidly.  "From  initial  discussion  to  tech- 
nology, it  took  18  months  to  get  the 
product  out,"  says  Listwin.  "It  would 
have  taken  us  four  years  to  get  to 
where  we  are  [without  such  a  partnei'- 
ship],  and  it's  not  clear  we  had  the  com- 
petence to  get  there  alone." 

Another  theme — often  heard  but  sel- 
dom e.xercised  by  corporate  leaders — 
is  the  central  importance  of  the  cus- 
tomer. Nothing  causes  Chambers  more 
restless  nights  than  worry  over  how  to 
serve  customers  better.  That's  why  he 
spends  as  much  as  55%  of  his  time  with 
customers  and  why  he  receives  every 
night,  365  nights  a  year,  voice  mail  up- 
dates on  as  many  as  15  key  clients. 
"ARROGANT."  In  this  new  model,  strate- 
gic dii'ection  is  not  formed  by  an  insular 
gi'oup  of  top  executives,  but  by  the  com- 
pany's leading  customers.  It's  an  out- 
side-in  approach,  as  opposed  to  an  in- 
side-out. The  customer  is  the  strategy. 
"There  is  nothing  more  aiTOgant  than 
telling  a  customer:  'Here  is  what  you 
need  to  know,' "  says  Chambers.  "Most 
of  the  time,  you  are  not  going  to  be 
right."  Rather,  Cisco's  leading-edge  cus- 
tomers are  seen  as  partners  in  forming 
the  company  strategy.  Example:  After 
Boeing  Co.  and  Ford  Motor  Co.  in- 
foiTned  Chambers  that  then-  fiitiu-e  net- 
work needs  were  unhkely  to  be  satisfied 
by  Cisco,  Chambers  went  out  to  make 
his  first  acquisition  to  solve  the  problem. 
That  deal,  to  acquire  local-area-network 
switchmaker  Crescendo  Commimications 
in  1993,  put  the  company  into  a  sector 
of  the  industry  that  now  accounts  for 
$2.8  billion  in  annual  revenue. 

Even  such  tactical  moves  as  acquisi- 
tions and  mergers  are  seen  differently 
by  a  new-world  company.  Rather  than 
acquii'e  merely  to  speed  gr'owth  or  swell 
market  share,  Cisco  routinely  employs 
acquisitions  to  capture  intellectual  as- 
sets and  next-generation  products. 
"Most  ppo])le  foi'get  that  in  a  high-tech 


fSTo  ICES 


A  NEW  MANAGEMENT 
PRIMER 

Some  key  lessons  from  Cisco  Systems 
and  other  progressive  companies: 

NETWORK,  NETWORK,  NETWORK 

Technology  allows  links  with  customers, 
suppliers,  business  partners,  and 
employees.  So  take  advantage  of  the 
speed  and  productivity  it  affords. 

FOCUS  ON  THE  CUSTOMER  Let  your  core 
customers  determine  your  strategy.  They 
know  more  about  what  they  need  than 
your  top  executives  do. 

BUY  SMART  Pursue  acquisitions  not  to 
speed  growth  or  increase  market  share 
per  se,  but  to  capture  intellectual  assets 
and  next-generation  products. 

TEAM  UP  FOR  SUCCESS  Create  alliances 
with  partners  based  on  trust  and  the 
potential  for  achieving  mutual  short- 
and  long-term  wins. 

SHARE  THE  WEALTH  Use  broad-based 
stock  option  plans  to  reward  and  retain 
key  employees. 

THAT  PERSONAL  TOUCH  Technology  goes 
only  so  far.  Face-time  counts.  Corporate 
leaders  must  spend  lots  of  time  coach- 
ing, mentoring,  and  communicating  with 
employees  in  person. 


acquisition,  you  really  are  acquiring  only 
people,"  says  Chambers.  "That's  why  so 
many  of  them  fail.  At  what  we  pay,  at 
$500,000  to  $2  million  an  employee,  we 
are  not  acquuing  ciuTent  market  share. 
We  are  acquiring  futures." 

While  most  companies  immediately 
cut  costs  and  people  from  newly  ac- 
quu-ed  outfits,  Cisco  adheres  to  what  it 
calls  the  "Mario  inile" — named  after  Se- 
nior Vice-President  Mario  Mazzola,  who 
had  been  CEO  of  Crescendo  when  it 
was  bought  by  Cisco.  Before  any  em- 
ployee in  a  newly  acquired  company 
can  be  terminated,  both  Chambers  and 
the  former  CEO  must  give  their  con- 
sent. "It  tells  new  employees  that  Cis- 
co wants  them,  that  Cisco  cares  about 
them,  and  that  we're  not  just  another 


Clayton  H,  Christensen 


i  .   IE  Professor,  Harvard  business  school.  46. 
CO  -iTRIBUTIONS  Christensen  wrote  the  groundbreaking  1997 
booi-  The  Innovator's  Dilemma:  When  New  Technologies  Cause  Great 
Firm,  to  Fail.  He  argues  that  even  well-managed  companies  have 
troub  e  coping  with  "disruptive"  innovations  that  make  their  cur- 
rent tt  hnologies  obsolete.  IN  KIS  WORDS  "The  batting  aver- 
age for  dealing  with  disruptive  technologies  is  zero.  If  you  want  to 
survive,  'ou  have  to  create  a  separate  company  or  attack  yourself." 


big  company,"  says  Daniel  Scheinma 
vice-president  for  legal  and  gover 
ment  affairs.  "It  buys  the  trust  of  tl 
people  . . .  and  their  passion  is  worth 
lot  more  than  any  of  the  downside  leg 
protection." 

In  talent-hungi-y  Silicon  Valley,  Cis 
measures  the  success  of  eveiy  acqui 
tion  fii'st  by  employee  retention,  th 
by  new  product  development,  and  fin 
ly  return  on  investment.  The  compa 
has  been  phenomenally  successful 
holding  on  to  the  intellectual  assets 
buys:  Overall  turnover  among  acquir  i 
employees  is  just  6%  a  year,  two  p( : 
centage  points  lower  than  Cisco's  ov( ! 
all  employee  chum.  The  company  woi  ■ 
hard  to  embrace  employees  acquii-eii 
deals,  often  giving  top  talent  key  joli^ 
the  new  organization.  Thi'ee  of  Cisc 
main  businesses  are  led  by  former  (  [■ 
of  acquired  companies. 
GOOD  FIT.  Every  acquisition,  moreox 
must  meet  Cisco  guidehnes.  For  yea 
Chambers  watched  IBM  and  other  hit 
tech  outfits  acquire  and  then  s\ov 
smother  any  number  of  entrepreneuifc 
companies.  What  he  learned  was  tfc 
you  never  buy  a  company  whose  vali 
and  culture  are  much  different  fnn 
your  own.  Nor  do  you  buy  a  compa^ 
that  is  too  far  away  ft-om  yoiu-  cenv¥ 
base  of  operations.  The  latter  make:? 
cultiu-al  fit  less  likely  and  severely  hrrs 
the  speed  a  company  needs  to  compd 
in  the  new  economy. 

Chambere  also  beUeves  that  each  d 
must  boast  both  short-term  and  lo 
term  wins  for  customers,  shareholdt 
and  employees.  "If  there  are  no  resi 
in  three  to  six  months,  people  begin 
question  the  acquisition,"  says  Chai 
H.  Giancai-lo,  vice-president  for  global 
liances.  "If  you  have  good  short-te 
wins,  it's  a  virtuous  cycle." 

Tlu'ough  it  all,  the  emphasis  is  on 
ing  it  faster,  cheaper,  and  better- 
integi'al  pait  of  success  in  the  new  t 
omy.  At  Cisco,  wages  are  less  im]. 
tant  than  ownership.  Some  40%  of  < 
stock  options  at  the  company  are  1 
by  "individual  contributors"  who  on 
erage  boast  more  than  $150,000  in 
tion  gains.  Egalitarianism  is  critica  ' 
successful  teamwork  and  to  mor; 
"You  never  ask  your  team  to  do  so 
thing  you  wouldn't  do  yourself," 
Chambers,  who  flies  coach  and  has 
reserved  pai'king  space  at  headquail 

There  are  other  leaders,  of  eou 
besides  Chambers,  who  hope  to  en 
an  organization  that  may  veiy  well  i 
olutionize  the  fundamental  busir- 
models  of  major  global  companies.  J 
he's  surely  in  the  "sweet  spot,"  help 
to  write  the  new  rules  for  managiii. 

By  Jolin  A.  By  me  in  San  Jose,  C 
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There  are  millions  of  stories  in  your 
customer  data.  All  ready  to  be  sold. 

\<:h  prospects  are  hot?  Or  not?  Which  target  groups  need  to  be  ignited. .  .or  simply 
i;hled?  Instead  of  just  storing  your  customer  data,  why  not  get  the  whole  story  with 
s AS  Data  Mining  Solution?  It's  the  only  software  that  spans  every  facet  of  the  data 

I  ling  process,  bringing  you  ease  of  use  and  analytical  depth  in  a  single  package — one 

i   draws  directly  from  the  award-winning  SAS  Data  Warehouse. 

|xnnt  and  click.  You  don't  have  to  be  a  statistician,  or  a  database  expert,  to  convert 
large  amounts  of  data  into  true  business  knowledge. .  .and  ultimately  into  competitive 
.  aiiiage.  Identify  your  most  profitable  customers.  Gauge  the  effectiveness  of  advertising. 
Ktge  customer  relationships.  All  without  ever  leaving  your  desktop. 

I  ad  'em  and  reap 

I  lie  patterns  you'll  discover  in  your  customer  data  point  the  way  to  more  profitable, 
ii  tive  decision  making.  To  find  out  more,  including  real-world  success  stories  and  an 
I  active  demo  of  the  SAS  Data  Mining  Solution,  visit  us  at  www.sas.com/mining 


Analyze  sales, 
products,  and  finances 

Explore  customer 
demographics 

Detect  fraud 

Point-and-click 
graphical  user  interface 

Fully  Web  enabled 

Year  2000  compliant 
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The  21st  Century  Economy   HOW    IT    WILL  WORK 


ELECTRONIC  COMMERCE 


THE  NET  IS  OPEN 

FOR  BUSINESS-BIG  TIME 


E-commerce  is  'an  absolutely  unstoppable  force/  In  less  than 
a  decade,  it  could  account  for  as  much  as  6%  of  GDP 


Tim  Stojka  was 
just  a  toddler  in 
1967  when  Ben- 
jamin Braddock, 
Dustin  Hoffman's  charac- 
ter in  The  Graduate,  was 
offered  the  now-classic  ca- 
reer tip:  "Plastics!"  So  it's 
no  surprise  that  Stojka 
added  a  '90s  cybertwist. 
Thi-ee  years  ago,  he  and 
brother  Nick  took  time  off 
from  i-unning  their  dad's 
Chicago  plastics  company 
to  start  the  Plastics  Net- 
work, a  Web  site  that 
connects  buyers  and  sell- 
ers of  plastic  materials 
and  equipment. 

Now,  a  year  after  Stoj- 
ka started  conducting 
transactions  on  the  site, 
40,000  visitors  a  month 
shop  for  products  from 
150  sellers.  Commerx  Inc., 
Stojka's  holding  company 
for  PlasticsNet,  takes  a 
5%  cut  of  transactions,  fai' 
less  than  existing  distrib- 
utors, who  charge  up  to 
50%.  Tlie  result:  Sales  ai-e 
expected  to  jump  over 
300%  this  year,  to  about 
$7.5  million.  That's  just  a 
tiny  fi'action  of  the  world- 
wide plastics  market,  but 
the  Net's  potential  to  ele* 
trify  commerce  is  jolting 
his  industry.  Says  Josepl 
who  mns  a  Web  site  for  Baver  Coi-p.'s 
Polymers  Div.,  a  PlasticsNet  partner: 
"It's  becoming  an  electronic  woi  Id  much 
faster  than  anybody  in  our  ii  dustry 
thought." 

Less  than  a  decade  after  it  opened 
for  commercial  activity  in  1991,  th  ^  Net 
is  poised  to  turbocharge  E-comnjerce 


Liccese 


inl((  a  blockbusii  r  i  riiiiniiiic  force.  Mar- 
ket researcher  Forrester  Research  Inc. 
figiu'es  that  by  2002,  Internet  commerce 
among  U.  S.  businesses  alone  will  hit 
$327  billion,  equal  to  2.3%  of  gi'oss  do- 
mestic product.  By  2005,  Net  commerce 
could  jump  to  as  much  as  6%  of  gdp, 
reckons  FoiTester  CEO  George  Colony. 
Analysts  see  E-commerce  making  up 


BREAKING  THE  MOLD  Stojka's  Web  site, 
which  connects  buyers  and  sellers  of  plas|f  < 
goods,  gets  40,000  visitors  a  month 


a  huge  portion — 20%  to  60%  or  more 
of  such  industries  as  computers  a 
software,  catalogs,  energy,  and  bool 
As  a  result,  E-commerce  seems  certj  |j( 
to  provide  much  of  the  fuel  that  v  (jj. 


108  BUSINESS  WEEK  /  AUGUST  31,  1998 


r  the  21sl  ('eiiLury  Economy.  Says 
b  Chief  Executive  Joe  Firmage, 
sets  up  Web  sites  for  companies 
as  N\ic  and  Harley-Davidson: 
tronic  commerce  is  an  absolutely 
ppable  force." 

•eady,  there  are  glimpses  of  in- 
Dle  efficiencies  to  come.  Starting 
rly  1999,  Canadian  Imperial  Bank 
immerce  in  Toronto  will  start  ag- 
iting  orders  among  departments 
•eater  discounts  and  sending  them 
•onically  to  suppliers  using  an  In- 
;  procurement  program  fi-om  Aiiba 
lologies  Inc.  The  bank  expects  to 
almost  $100  million  on  its  $1.3  bil- 
a  annual  pui'chases. 
d  it's  not  just  big  companies  that 
ake  advantage  of  such  savings, 
that  the  Net  lets  even  small  man- 
U'ers  communicate  intimately  with 
le  suppliers  and  subcontractors, 
•e  eager  to  fami  out  more  tasks, 
IS  inventory  management  and  cus- 
'  service — freeing  them  to  focus 
lat  they  do  best,  such  as  product 
n  or  marketing.  "Companies  are 
r.  'Do  I  really  need  to  do  that  pait 

•  business?' "  says  Malcolm  Frank, 

•  vice-president  at  Boston  consul- 
^lambridge  Technology  Partners. 

I  SAVINGS.  One  early  sign:  Some 
food-sei-vice  operators  have  turned 
still  Corp.  in  Palo  Alto,  Calif.,  as 
virtual  order  desk.  Instill  auto- 
;  and  tracks  purchases  for  restau- 
eliminating  the  time  and  eiTors  of 
;  and  fax  orders,  ceo  Mack  Till- 
x-operations  manager  for  a  brew- 
hain,  expects  to  process  some  $1 
1  in  orders  this  year,  from  $180 
n  last  year. 

^ablished  companies  are  starting 
'  the  Web  to  reinvent  themselves, 
•ne  pioneer:  W.  W.  Grainger  Inc.,  a 
ir-old  supplier  of  maintenance,  re- 
and  operating  supplies  from  mo- 

0  light  switches.  Since  1995,  when 
.  its  entire  80,000-product  catalog 
',  its  Web  sales  have  risen  60%  to 
a  quarter,  with  an  average  trans- 

1  of  $250,  nearly  double  the  offline 
ge.  Hoping  to  capture  a  broader 

of  customers.  Group  President 
d  E.  Bielinski  is  desigTiing  a  site  to 
r  outside  suppliers  as  well, 
t  the  next  wave  of  Internet  com- 
;  will  present  as  much  of  a  threat 
;h  middlemen  as  it  offers  opportu- 
r)r  staitups.  Aftei-  all,  warns  Steve 
on,  co-director  of  Andersen  Con- 
g's global  electronic-comiTiei'ce  pro- 

"Youi-  competition  is  always  going 
just  a  click  away."  The  new  wave 
ot  just  save  money  but  create  new 
onic  marketplaces — quickly  tum- 
lasiness  models  on  theii*  heads. 


It's  hard  to  find  a  more  agile  somer- 
saulter  than  online  bookseller  Ama- 
zon.com Inc.  Even  though  it's  still  losing 
money  during  its  expansion  phase,  ana- 
lysts say  it's  successfully  busting  the 
rules  of  bookselling.  Despite  offering  3 
million  titles,  vs.  175,000  for  a  Barnes  & 
Noble  superstore,  Amazon  earned  only 
$17  million  in  inventoiy  last  quarter — 


VOICES 


kets,"  he  says.  "The  Internet  acceler- 
ates this  consolidation." 

As  the  Net  biings  interaction  costs  to 
near-zero,  experts  say  there's  little  rea- 
son not  to  have  competitive  bidding  on 
almost  any  product.  FreeMarkets  On- 
Line  Inc.  in  Pittsbui'gh  nans  an  auction 
for  suppliers  and  buyers  of  such  indus- 
trial products  as  steel  parts  and  printed 


Chris  Larsen 


TITLE  Co-founder,  E-Loan  Inc.  37. 

CONTRIBUTIONS  The  former  mortgage  broker  wants  to  use 
the  Net  to  connect  consumers  directly  to  banks— cutting  out 
brokers.  His  key  insight:  As  the  Net  eliminates  barriers  of  time 
and  geography,  it  exposes  huge  inefficiencies  in  the  economy. 
IN  HIS  WORDS  "The  power  in  the  New  Economy  is  either  with 
the  consumer  or  at  the  point  of  production.  We  take  out  all  the 
steps  in  between." 


2%  of  Barnes  &  Noble's.  And  wliile  buy- 
ers pay  Amazon  instantly  with  their 
credit  cards,  it  doesn't  pay  publishers 
for  the  books  uiitil  about  46  days  later — 
a  tidy  float  that  reverses  the  economics 
of  physical  stores. 

i^he  result:  $240,000  in  sales  per  em- 
ployee, vs.  $100,000  at  Barnes  &  Noble. 
"Amazon  isn't  about  technology;  it's 
about  changing  the  business  model,"  says 
ventui'e  capitalist  Ann  Winblad  of  Hum- 
mer Winblad  Venture  Partners  in  San 
Francisco.  Indeed,  the  Net's  unique  eco- 
nomics may  well  allow  a  host  of  upstaits 
to  commandeer  wide  stretches  of  their 
industries.  Winblad's  partner  J.  William 
Gurley  calls  them  vortex  companies: 
Once  a  site  gathers  a  mass  of  buyers 
by  offeiing  useful  product  infoiTnation,  in 
svrirl  sellers,  whose  products  cb"aw  more 
buyere  in  a  fast-moving  cycle  that  leaves 
rivals  high  and  dry. 
Presto:  One  dominant 
player  emerges. 
Sound  familiar?  Think 
Microsoft.  Suddenly, 
it's  software  econom- 
ics all  over  again,  but 
in  eveiy  industry  Tlie 
leadei-s  see  inci'easing, 
not  diminishing,  re- 
tiuiis  as  they  expand. 

It  is  these  kinds  of 
opportunities  that 
help  explain  why  one- 
time mortgage-bro- 
kerage owner'  Cluist- 
ian  A.  Lai'sen  started 
E-Loan  Inc.  in  Palo  Alto  three  year-s 
ago.  The  goal:  to  enable  homebuyers  to 
bypass  mortgage  agents,  who  he  says 
do  little  but  add  $1,500  to  the  cost  of  a 
mortgage.  Last  month,  Larsen 
processed  $70  million  worth  of  loans, 
and  E-Loan  is  gr-owing  25%  a  month. 
"We  take  out  all  the  steps  in  between 
the  buyer  and  the  mortgage-capital  mar-- 


E-CONNERCE  BEGINS 
TO  TAKE  HOLD 


U.S.  BUSINESS-TO-BUSINESS 
INTERNET  COMMERCE 
AS  A  SHARE  OF  GDP 


EST. 

DATA:  FORRESTER  RESEARCH  INC, 


circuit  boards.  It  doesn't  take  posses- 
sion of  goods  but  does  everything  else: 
identifies  supplier-s,  finds  buyers,  and 
rains  the  auction,  ceo  Glen  Meakem  ex- 
pects to  handle  $500  million  in  deals 
this  year,  up  fivefold  from  1997,  and  to 
post  gross  sales  of  $7  million. 

Just  emerging  are  exchanges  such  as 
Ener-gy  Marketplace,  a  site  started  last 
year  by  Southern  Califor-nia  Gas  Co.  to 
let  ener-gy  buyers  shop  for-  deals  among 
a  host  of  small  and  midsize  gas 
providers.  And  in  a  few  years,  auto- 
mated "bots,"  or  programs  that  sear-ch 
the  Net  for  the  best  pr-ices  on  particular- 
products,  may  even  set  off  r-ampant 
price  wars.  Says  Esther-  Dyson,  chair- 
man of  EDventur-e  Holdings:  "You'll  see 
more  real-time  pricing." 

And  maybe  even  real-time  market- 
ing and  product  design.  Amazon.com, 
for  instance,  uses 
softwar-e  that  collects 
information  about 
consumers'  pr-efer- 
ences  and  buying  his- 
tor-ies  to  offer  instant 
recommendations  on 
other  books.  Says 
Amazon.com  ceo  Jef- 
frey P.  Bezos:  "We 
want  to  be  like  a 
small-town  bookseller 
who  knows  your 
tastes."  Book  distr-ib- 
utor  Ingram  Book 
Gr-oup,  Amazon's  cliief 
supplier-,  is  even  de- 
veloping technology  to  pr-int  books  one 
by  one  as  order's  come  in — potentially 
changing  the  economics  of  publishing. 

Given  the  rapid  pace  of  change, 
nobody  really  knows  how  deep  an  im- 
pact E-commer'ce  will  make.  But 
they're  about  to  find  out. 

By  Robert  D.  Hof 
in  San  Mateo,  Calif. 
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STRATEGIES 


STREAMLINING  Solectron's  plants  make 
dozens  of  brand-name  electronics 


SOUPING  UP 

THE  SUPPLY  CHAIN 


Today's  supercontractors  are  turning 
manufacturers  into  models  of  efficiency 


Even  in  this  "just-in-time"  age, 
the  production  line  that  chums 
out  Hewlett-Packard  ink-jet 
printers  in  Newark,  Calif.,  is  im- 
pressive. In  response  to  electronic  or- 
ders from  customers  ai'Oimd  the  country, 
parts  trucked  in  moments  earlier  are 
loaded  onto  a  110-foot  assembly  hne. 
F'inished  printers  fly  off  the  other-  end — 
and  soon  ar-e  aboai'd  another-  truck  head- 
ing to  a  distributor'.  The  operation  is 
seamless  and  speedy.  But  then,  what 
would  you  expect  trom  one  of  America's 
premier  high-tech  cor-por'ations? 

You  might  think  the  factory  belongs 
to  Hewlett-Packard  Co.  Instead,  it's 
owned  by  Solecti'on  Corp.,  a  contract 
manufactiu-er.  What's  mor-e,  even  as  Mil 
pitas  (Calif.)-based  Solecti'on  pumps  out 
hp's  printer's,  its  24  production  lines  ai't- 
simultaneously  assembling  everything 
fi'om  pager's  to  television  decoding  box- 
es for  some  of  the  biggest  br'and  names 
in  electronics. 

Solectron  is  part  of  a  new  breed  of 
U.  S.  super'contr-actors  that  promise  to 


revolutionize  manufacturing  well  into 
the  next  centiuy.  They  command  dozens 
of  factories  and  supply  networks  around 
the  world.  Increasingly,  they  also  man- 
age their  customers'  entire  product 
lines,  offering  an  array  of  ser'vices  fi'om 
design  to  inventor'y  management  to  de- 
livery and  after'-sales  ser'vice.  Their  un- 
usually flexible  operations  ar'e  sui'pris- 
ingly  pr'ofitable,  pr'oducing  r'etui'ns  on 
assets  in  the  range  of  20%. 

"Outsourcing,"  a  practice  that  has 
been  around  for  decades,  doesn't  begin 
to  describe  the  phenomenon.  In  place 
of  traditional  contracting  relationships 
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between  client  and  supplier,  arran; 
ments  with  companies  such  as  Sol 
tron  represent  a  sort  of  extended  . 
terprise — a  set  of  partnerships  betw( 
product  developers  and  specialists 
components,  distribution,  r-etailing,  s 
manufactming. 

The  r'esulting  organization  can  be 
tight  as  to  behave  like  a  single,  clos 
knit  company — only  better-.  Its  str; 
gies  can  slash  time  and  costs  out  of 
supply  chain,  the  process  between 
invention  of  a  new  pr-oduct  and  the  t 
it  reaches  the  consumer'.  Customers 
they  have  achieved  cost  effrciencie: 
15%  to  25%  already.  And  that,  s 
James  E.  Mor-ehouse,  a  logistics  exp 
at  A.  T.  Kearny  Inc.,  is  only  5%  to  1 
of  U.  S.  industry's  potential  savings, 
BUSTED  BARRIERS.  The  effect  on  in 
vation  could  be  huge.  Spinning  off  n 
ufacturing  and  other'  noncore  funct; 
allows  industrial  titans  to  focus  new 
vestment  where  it  gets  the  most  bi 
on  resear'ch  and  mar'keting.  Because 
str-ategy  r-educes  the  need  for  cap 
and  in-house  oper'ations  expertise,  mc 
over,  startups  face  far'  lower'  barrij., 
in  bringing  new  technologies  to  marl 

In  1996,  for  example,  Egyi^tian-b! 
engineers  Zaki  and  Shlomo  Raqib  ci  s]. 


Hasso  Plattner 


TITLE  Co-founder  and  vice-chairman,  SAP.  54. 
CONTRIBUTIONS  His  German  software  giant  virtually  ere; 
the  market  for  enterprise  software— huge  systems  that  contn 
the  operations  of  global  corporations.  IN  HIS  WORDS  "TH 

boundaries  between  companies  will  blur  as  they  view  themsel 
as  part  of  an  ecosystem,  supply  chain,  or  value  chain.  Compan 
may  choose  to  outsource  their  entire  distribution,  warehousi 
and  logistics  to  a  partner  such  as  Federal  Express  Corp." 
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up  with  a  modem,  capable  of  advanced 
services  such  as  teleconferencing,  that 
could  be  deployed  over  any  cable  sys- 
tem without  needing  costly  upgrades 
by  cable  operators.  But  while  their  San- 
ta Clara  (Calif.)  company,  Terayon  Com- 
munications Systems  Coi-p.,  had  $45  mO- 
lion  in  venture  capital,  it  lacked 
manufacturing  facilities.  So  it  went  to 
Solectron,  and  four  months  later  Ter- 
ayon's modems  were  being  shipped  to 
cable  operators  in  the  U.  S.  and  abroad. 
In  terms  of  manufacturing  capability, 
boasts  Zaki  Raqib,  "this  puts  us  on  a 
par  with  the  Motorolas  of  the  world." 
COST  BENEFIT.  Far  fi'om  eroding  Ainer- 
ican  industry,  the  new  manufacturing 
paradigm  is  one  of  the  surprise 
strengths  of  America's  high-tech  econo- 
my. Because  independent  contractors 
can  better  meet  demands  for  quick  de- 
livery, the  U.  S.  is  actually  becoming 
more  competitive  as  a  production  base — 
even  in  mass-volume  assembly  work. 
As  Asia's  cheap  wages  are  offset  by 
higher  shipping  costs,  "the  cost  differ- 
ence between  the  U.  S.  is  now  virtually 
gone,"  says  Michael  E.  Marks,  chief  ex- 
ecutive at  Flextronics  International  usa 
Inc.,  a  majoi'  contract  manufacturer. 

Not  everyone  is  abandoning  theii'  fac- 
tories. Compaq  Computer,  Intel,  Na- 
tional Semiconductor,  and  Merck  are 
among  the  coi-jjorate  giants  that  keep 
manufacturing  in-house  to  protect  theii- 
competitive  edge.  They  fear  losing  con- 
trol over  intellectual  property  and  qual- 
ity, or  that  secrets  vdll  leak  to  competi- 
tors. Tliey  also  wony  about  losing  touch 
vdth  clients  and  industiy  trends. 

But  in  many  industries,  vertical  inte- 
gi'ation  is  giving  way  to  virtual  inte- 
gi'ation.  Genei'al  Motors  Coi-p.'s  Aug.  3 
decision  to  spin  off  its  $il  billion  Delplii 
Automotive  Systems  components  unit 
is  part  of  the  auto  industry's  shift  to- 
war"d  "modular"  pr'oduction,  wher'e  pre- 
fabricated chunks  with  scor^es  of  parts 
are  supplied  by  outsider's  and  bolted  to- 
gether at  the  last  minute.  Delplii,  for-  ex- 
ample, makes  full  instrument  panels  for 
M-class  sport-utility  vehicles  assembled 
at  Mercedes  Benz's  modular  plant  in 
Vance,  Ala.  Some  experts  believe  the 
Big  Three  also  will  eventually  sell  off 


theu"  engine  and  auto  assembly  plants. 

The  same  tr^end  is  emerging  in  phar- 
maceuticals, where  the  cost  of  bringing 
a  new  drug  to  mar'ket — as  high  as  $500 
million — and  the  high  risk  of  failur'e 
have  long  been  barriers  to  entry. 
Covance  Inc.,  one  of  the  world's  largest 
contr-act  resear-ch  organizations  for-  chug- 
makers,  has  just  opened  a  $55  miUion 
plant  in  North  Carolina's  Resear-ch  Tri- 
angle Par'k  that  ceo  Christopher  A. 
Kuebler-  likens  to  a  "sterile  version  of  a 


growing  number  of  siUcon-wafe 
foundries — highly  flexible  shops  vrillini 
to  pr-oduce  small  runs  of  a  few  thoi| 
sand  units  at  ftrst  and  ramp  up  to  masii 
production  if  demand  takes  off.  That  aii 
lows  "fabless"  Silicon  Valley  desig 
houses  like  Xilinx  Inc.,  3Dfx  Intera( 
five,  and  Broadcom  Cor-p.  to  market  ii 
novative  telecom,  graphics,  and  vide 
chips  that  power  the  myriad  multimedii 
gadgets  of  the  Digital  Age.  With  hi 
lions  of  dollars  in  new  capacity  comin 


ALABAMA  PLANT  Delphi  supplies 
instrument  panels  for  Mercedes  trucks 


microbrewery,"  capable  of  making  up  to 
five  biological  dr-ug  products  simultane- 
ously. Armong  its  fu'st  customers  is  sev- 
en-year--old  Str-essGen  Biotechnologies 
Corp.  of  Victoria,  B.  C,  which  has  Mr-ed 
Covance  to  make  its  new  vaccine  for 
treating  cervical  cancer 

The  movement  is  much  fiuther*  along 
in  electronics,  where  a  $90  bilhon  con- 
tract manufacturing  sector  is  gr-owing 
thr-ee  times  faster  than  overall  elec- 
tronics sales,  according  to  Technology 
For-ecaster's  Inc.  of  Alameda,  Calif. 
Semiconductor-  startups  can  tur-n  to  a 

'  "mm 


online,  analysts  expect  the  supply 
new  chips  to  explode. 

As  virtual  integr-ation  evolves,  futi 
ists  envision  a  time  when  product  d 
velopers,  manufacturer's,  and  distrib 
tors  will  be  so  tightly  linked  tlirouj; 
data  networks  that  inventor'y  will  . 
but  disappear'.  Companies  will  ma 
goods  based  on  the  daily  needs  of  i 
tailers.  Even  automobiles  will  be  ; 
sembled  to  a  customer's  specificatio 
within  days,  just  as  Dell  Comput 
Corp.  and  Cisco  Systems  do  now  wi 
computer's  and  networking  equipment, 
simset  industry  no  longer,  manufacturi 
will  help  drive  innovation. 

By  Pete  Engurdio  hi  Milpitas,  Ca 


FASTER,  CHEAPER,  SMARTER 


How  the  new  manufacturing  model  boosts  U.S.  competitiveness 


INNOVATION  Startups  can  get 
their  products  to  global  mar- 
kets without  having  to  build 
their  own  factories— so  barri- 
ers to  entering  many  indus- 
tries drop  away 


EFFICIENCIES  Because  con- 
tract manufacturers  manage 
much  of  the  supply  chain,  com- 
panies can  slash  inventory  and 
distribution  costs  while  radi- 
cally shrinking  time  to  market 


CAPITAL  Product  companies 
get  higher  returns  on  invest- 
ment since  they  can  focus 
spending  on  R&D  and  market- 
ing rather  than  on  capital- 
intensive  production  facilities 


COMPETITIVENESS  Time  tc 
market  is  superceding  labor 
costs  in  determining  marke 
success,  giving  the  U.S.  a  bi 
advantage  for  goods  made i 
sold  in  North  America 
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ILL  WORK 


DEVELOPMENT 


AN  OLD  MILL  TOWN'S 
NEW  PATTERN 


Like  most  river  towns,  Columbus, 
Ga.,  long  has  been  defined  by  the 
enterprises  that  have  lined  its 
wateifront.  Through  most  of  tliis  cen- 
tury, textile  mills  along  the  Chatta- 
hoochee River  were  its  lifeblood.  Today, 
with  many  of  those  mills  abandoned,  a 
new  centeqaiece  is  rising:  a  $100  mil- 
hon  headquarters  for  one  of  the  world's 
lai'gest  credit-cai-d  pi-ocessors,  Total  Sys- 
tems Sei-vices  Inc. 

Total  Systems  is  eveiything  the  old 
Columbus  wasn't  and  everything  the 
new  Columbus  strives  to  be.  Its  main- 
frame computers  verify  creditworthi- 
ness for  transactions  from  Bh-mingham 
to  BaU.  An  army  of  technical  employees 
keeps  the  systems  ninning,  and  a  world- 
class  telecom  infrastincture  links  them 
to  customers  around  the  world. 
CHANGE  ARTIST.  The  21st  Century 
Economy  poses  a  simple  ultimatum  to 
many  cities  tetheied  to  an  industrial 
past:  evolve  or  die.  Columbus,  Georgia's 
second-largest  city,  has  adapted  by  ed- 
ucating its  workforce  and  international- 
izing its  corporate  roster.  It  has  nur- 
tured huge  employment  engines  such 
as  Total  Systems  and  $7.3  billion  aflac 
Inc.,  another  global,  systems-driven  com- 


petitor. Technology  has  enabled  new- 
comere  such  as  Caimike  Cinemas  Inc.  to 
make  Columbus  their  home. 

Tliis  transfoiTnation  hasn't  been  pain- 
less. Even  as  employment  booms  in  in- 
formation services,  the  mills  today  em- 
ploy just  42%  as  many  as  in  1973.  And 
23%  of  residents  live  below  the  poverty 
line.  "One  thing  you  stall  to  think  of  is, 
are  people  being  left  out?"  fi-ets  Robert 
S.  Johnson,  dean  of  Columbus  State 
University's  business  school. 

Even  so,  the  city's  employment  has 
jumped  21%'  in  the  last  decade,  and  the 
population  is  up  4%,  to  181,000.  Wliy?  A 
decade  ago,  Columbus  realized  that  in- 
tellectual capital  and  communications 
systems  were  more  important  than 
looms.  So  the  city  invested  in  people. 


COLUMBUS'  FAST  TRACK 

Employment  Growth,  1990-97 


TOTAL 
NON-FARM 


SERVICE 
SECTOR 


FINANCIAL 
SERVICES 


COLUMBUS  15.9%  21.0%  27.9% 
U.S.  12.1%      15.7%  5.7% 

DATA  BLS 


KEW  GIG  Mill  workers  have  been 
retrained  for  Marubeni  Denim 

making  the  most  of  Georgia's  ii 
novative  training  progi-ams.  Th 
best,  the  Intellectual  Capital  Pai- 
nership  Progi-am,  allows  up  to  5(!' 
Columbus  State  students  to  rt!' 
ceive  $10,000  loans  that  are  fo:; 
given  if  they  work  in  Georgia  % 
foiu-  years  after  gi-aduation.  Sue 
strategies  helped  solve  a  labc 
shortage  that,  two  years  ago,  hs 
Total  Systems  considering  mo'; 
ing  to  Atlanta;  now,  it  plans  li 
expand  its  Columbus  workfon 
from  3,200  to  5,000  by  2000. 

The  city's  telecommunicatioi 
network,  meanwhile,  has  fed  c 
itself.  The  presence  of  Total  Syii 
tems,  AFLAC,  and  Blue  Cross 
I  Hue  Shield  of  Georgia  Inc. — ; 
big,  information-dependent  cor 
Ijanies — prompted  BellSouth  Cor 
to  equip  Columbus  with  enouj 
T-1  lines  and  frame  relays 
serve  a  city  several  times  its  size.  \i 
AFLAC  beams  processed  claims  and  af 
tuarial  formulations  on  high-speed  da 
lines  to  Japan,  its  biggest  market.  A] 
Carmike  Cinemas,  the  nation's  secon 
largest  movie  theater  chain,  is  based 
town  mostly  because  CEO  Mike  Patii 
can  use  advanced  software  to  monit 
eveiything  from  systemwide  box-offi 
receipts  to  soft-drink  sales  in  Sioi. 
Falls,  S.  D.,  fi-om  his  desktop  PC.  "Wilj 
out  the  system,  we  would  have  had 
move  to  Atlanta,"  Patrick  says. 
JOB  SHIFTS.  Manufacturing  hasn't  d 
appeared.  Rather,  Columbus  is  attra 
ing  new,  vigorous  plants — some  foreij 
owned.  Japan's  Marabeni  Denim  facto 
is  viable  because  the  North  Americ 
Free  Trade  Agreement  allows  it  to  si 
finished  denim  duty-fi'ee  from  Georgia 
Mexico  for  cutting  and  sewing.  Wl 
sealed  the  deal,  though,  was  Columb 
offer  of  reliable,  nonunion  workers,  sti 
training  pi'ogi-ams,  and  gi'een-field  ( 
velopment  sites. 

Marabeni  is  taking  on  hundreds 
refugees  fi-om  the  older  mills — and, 
guably,  giving  them  better  work.  1 
downside:  Its  new  looms  require  ji| 
half  the  numbei-  of  workers  to  prodil 
five  times  as  much  fabric.  Yet  many 
those  left  behind  are  working  now 
sei-vice  jobs  at  places  such  as  aflac  i 
Total  Systems.  The  base  of  employen 
more  diverse,  offeiing  insui'ance  agaiJ 
cyclical  downtm'ns.  And  the  town  is 
sitioned  to  grow  with  industries  such 
financial  services  and  health  care  t 
vrill  tlnive  in  globalizing  markets.  Sl< 
ly,  Columbus  is  evolving — and  thrivi" 
By  David  Greishig  in  Columbtts, 
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TRADE 


TWO  STEPS 

FORWARD, 

ONE  STEP 

BACK 


Asian  crisis  or  no,  globalization 
is  on  the  rise — promising 
both  greater  opportunities 
and  higher  risks 


Since  the  devaluation  of  the  Thai  baht  in  July, 
1997,  the  fast-growing  open  economies  of  Asia 
have  been  roiled  by  a  series  of  currency,  stock 
market,  and  banking  crises.  No  country  on  the 
Pacific  Rim  has  been  spared — even  Japan,  whose 
global  industrial  might  has  been  undermined  by 
the  government's  reluctance  to  jettison  its  failed 
policy.  And  with  the  Asian  locomotive  nmning  in 
reverse,  all  the  open  economies  of  the  emerging 
nations — from  Latin  America  to  Eastern  Eu- 
rope— have  been  hit  hard.  Even  the  developed, 
commodity-producing  countries,  such  as  Canada 
and  Australia,  have  been  hurt. 

These  shocks  will  not  end  globalization  but 
are  stark  evidence  of  its  double-edged  nature. 
Short  of  war  or  an  epidemic  of  market-closing, 
inward-turning  policies,  most  countries  in  the 
21st  centuiy  are  likely  to  keep  pursuing  global- 
ization despite  the  minuses.  Goods,  labor,  and 


capital  will  criss-cross  the  globe  as  never  before.  Why?  Th« 
benefits  are  just  too  good  to  pass  up.  History  shows  tha 
access  to  larger  markets  spui's  innovation,  v/hile  competitioi 
prods  businesses  to  do  things  better  and  cheaper.  Free: 
trade  also  promotes  the  movement  of  people  and  idea 
across  borders,  providing  the  yeast  of  creativity  an( 
invention. 

If  current  trends  continue,  world  exports  of  goods  an( 
services  will  reach  $11.4  trillion  by  2005,  or  28%  of  worl 
gross  domestic  product,  accoixling  to  forecasts  by  Standard  i 
Poor's  DRI,  nearly  double  tliis  year's  projected  $6.5  trillion,  o 
24.3%  of  world  gdp.  World  trade's  share  of  gdp  20  years  ag 
was  a  mere  9.3%. 

But  the  benefits  of  gi-owing  trade,  innovation,  and  gi-owt 
go  hand  in  hand  with  gi-eatei-  vulnei-ability  to  the  viciss: 
tudes  of  the  global  financial  marketplace.  Financial  capits 
surges  back  and  foith  across  borders  on  waves  of  optimisr 
and  pessimism  fai-  faster  and  in  volumes  several  times  greate 
than  two  decades  ago.  Inflows  of  foreign  monies  flnanc 
gTowth,  but  sudden  withdrawals  can  trigger  downturns. 

The  many  successes  of  Asia's  economies — and  their  coi 
tinuing  troubles  today — offer  an  early  demonstration  of  hoi 
globalization  may  play  out.  Despite  the  troubles  in  Asia,  11^ 
ing  standards  in  developing  nations  are  higher  than  the 
were  20  yeai's  ago — and,  after  some  veiy  tough  times,  growt 
is  expected  to  rebound.  But  right  now,  for  millions  of  peep] 
in  Indonesia,  Thailand,  and  Korea  who  are  feeling  the  pain  ( 
poverty  and  unemployment,  globalization  hai'dly  seems  wort 
the  effort.  After  boasting  annual  gdp  growth  of  nearly  7%  i 
the  1992-97  period,  the  economies  of  Asia's  middle-incon 
countries  are  shiinking  dramatically. 

NEW  CONSENSUS.  An  understandable  backlash  against  tl 
free  flow  of  goods  and  capital  is  developing  in  some  quarter 
Foreign  money  managers  and  the  International  Monetai 
Fund  have  been  demonized  by  some  in  Asia,  and  pr-otectioni 
tendencies  have  been  fanned  even  in  the  world's  richest  cou 
tiy  because  U.  S.  expoits  are  losing  buyers  and  the  tra( 
deficit  is  widening.  To  ensure  that  markets  remain  open  ai 
that  globalization  fulfills  its  promise,  a  new  consensus  w 
have  to  develop  for  managing  the  process — steering  vulner 
ble  economies  past  the  most  dangerous  shoals  and  copii|r 
better  with  shipwi"ecks  when  they  occur.  U.  S.  monetary  o" 
cials  have  spoken  about  the  need  for  a  "new  global  financial 
chitectui'e,"  and  over  the  next  few  years,  it  should  begin 
take  shape.  At  the  least,  tliis  should  involve  buttressing  IMF 
nances  and  introducing  new  IMF  procedures  for  assess: 
countiy  risk.  At  its  most  ambitious,  a  new  ai'chitectui'e  will  i 
volve  the  private  sector  and  nongovernmental  institutio: 
more  actively  in  economic  decision-making. 

Wliatever  the  nature  of  such  a  consensus,  several  critid 
factore — fi'om  infonnation  and  transportation  teclmology  to  e 
isting  trade  and  market-opening  agi'eements — will  continue 
boost  trade  and  investment.  "There's  a  lot  of  oomph  left  f 
globalization,  and  [the  Asia  crisis]  won't  put  an  end  to  if 


BOOMING  TRADE  ifcurrent trends  continue 

WORLD  EXPORTS  OF  GOODS  AND  SERVICES  WILL  REACH 
$11  TRILLION  BY2005,  0R28%0FW0RLDGR0SSj 
DOMESTIC  PRODUCT,  UP  FROM  A  24.3%  SHARE  THIS  YEAR 
TWENTY  YEARS  AGO,  TRADE'S  SHARE  WAS  A  MERE  9.3%, 
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says  Rudi  Dombusch,  an  economist  at  Massachusetts  Institute 
of  Technology. 

Even  with  Asia  in  recession,  cross-border  investments  are 
likely  to  gTow  for  years  to  come.  Countries  need  one  another, 
and  they  can't  just  will  that  dependence  away.  "There's  only  one 
thing  worse  for  Asia  than  foreigners  buying  up  assets  on  the 
cheap — and  that's  foreigners  not  buying  up  assets  on  the 
cheap,"  obsei-ves  C.  Fred  Bergsten,  dir-ector  of  the  Institute  for 
International  Economics.  Asia  needs  foreign  capital — ^private  as 
well  as  official— to  rebuild. 


VOICES  Lawrence  H.  Summers 


TITLE  U.  S.  Deputy  Treasury  Secretary.  44. 
CONTRIBUTIONS  The  Administration's  international  eco- 
strategist  is  pushing  for  a  "new  financial  architecture"  to  help 
emerging  economies  adapt  to  quicksilver  markets.  IN  HIS 
WORDS  "The  emergence  of  globalfinancial  markets  can  be 
likened  to  the  invention  of  the  jet  airplane.  We  can  go  where  we 
want  more  quickly . . .  and  most  of  the  time,  more  safely— but  the 
crashes,  when  they  occur,  are  that  much  more  spectacular." 


Similarly,  eveiy  currency  ciisis  in  Latin  America  stirs  up  talk 
about  erecting  banners  to  foreign  capital  or  reversing  privati- 
zations. In  the  end,  though,  "populists  also  want  money,"  says 
MIT's  Dombusch.  Some  countries,  such  as  Chile,  have  put  re- 
strictions on  capital  inflows  to  insulate  the  economy  from  sud- 
den withdrawals,  but  even  Chile  lately  moved  in  the  opposite 
direction:  Deciding  the  countiy  wasn't  getting  enough  capital, 
officials  slashed  the  central  bank's  reserve  requii'ement  on 
shoit-teiTn  foreign  inflows  fi'om  30%  to  10%. 

Most  important  for  promoting  continued  globalization,  even 
if  there  are  no  fuither  market-opening  tr-ade  agi-eements,  will 
be  ever-impr-oving  technologies  for  tr-ansport  and  communica- 
tions, says  Douglas  A.  Ir-win,  an  economist  at  Dartmouth  Col- 
lege. Tra<:le  voliunes  will  likely  soon  revert,  after-  a  one-  or  two- 
year-  slowdown,  to  the  r-ecent  liistorical  7%-8%  annual  gr'owth 
rate,  says  Gail  Fosler,  cliief  economist  at  the  Confer-ence  Boar'd. 

Even  as  tr"ade  gr"ows,  however,  financial  crises  ai'e  likely  to 
keep  erTipting.  That's  because  global  mvestor-s  are  natur-aUy  jit- 
tery, and  they  can  act  on  their  emotions  in  a  trice.  What 
needs  to  happen  to  amelior-ate  the  financial  per-ils  of  globaliza- 
tion? For  one  tiling,  developing  nations  should  not  hesitate  to 
participate  mor-e  fuUy  in  financial  mar-kets.  This  may  sound  like 
jumping  fi-om  the  frying  pan  into  the  fii-e,  but  it  isn't.  Bany 
EichengT'een,  an  economist  at  the  Univer'sity  of  California  at 
Berkeley,  ar-gues  that  a  big  problem  in  Asia  was  that  many 
countries  persisted  in  pegging  theii'  exchange  rates,  and  local 
and  foreign  businesses  alike  put  credence  in  avowals  of  ex- 
change-r-ate  stability.  If  mor-e  countries  allow  their-  cmrencies  to 


float,  businesses  won't  expect  gover-nments  to  guarantee 
certain  exchange  rate,  and  they'll  be  for-ced  to  hedge  by  buyir| 
cuiTency  futur-es  to  protect  themselves.  j 
Tlien,  too,  in  coming  year-s,  banks  and  other  lenders  and  irj 
vestors  should  be  for-ced  to  swallow  some  losses  when  trouhj 
hits.  A  huge  problem  in  recent  financial  crises  has  been  tl' 
obscure  issue  of  "mor-al  hazard" — when  private  lenders  tbj-o 
good  money  after  bad  on  the  assumption  that  they  vrill  ! 
bailed  out  by  an  inter-national  lender  of  last  resort — that  ij 
the  IMF.  One  solution:  get  the  private  sector  to  take  a  biggt, 
role,  and  thereby  reduce  moral  hazar  i' 
Catherine  L.  Mann,  a  senior  fellow 
the  Institute  for  International  Econoi 
ics,  suggests  new  forms  of  credit  insi^ 
ance  and  rollover  insurance  that  w| 
better  match  risk  and  r-etm-n  in  emer- 
ing  countries  and  sort  out  or  tier  d 
fei'ent  borrowers  according  to  tht 
cr-editworthiness. 

It's  critical  to  involve  the  private  ;-( 
tor  more  because  the  resources  of  inn 


national  institutions  have  been  strained  to  the  breaking  {)( li 
by  recent  crises.  The  IMF  had  to  dip  into  a  little-used  fund 
help  finance  its  part  of  the  latest  $22  billion  aid  package  to  I\i 
sia,  and  members  of  Congr-ess  have  been  tying  appr-oval  of  I 
tm-e  U.  S.  funding  of  the  imf  to  issues  ranging  from  enviiv 
mental  to  abortion  policies.  Hence  the  call  for-  a  new  glo! 
financial  arcliitecture. 

Economists,  financial  experts,  and  former  officials  have 
fei-ed  up  a  gi-ab  bag  of  imf  reforiris:  The  imf  should  upgr-ade 
staff  to  do  more  rigor-ous  risk  analysis.  The  imf  should 
mor-e  "tr-anspar-ent"  in  its  deliberations,  announcing,  througli 
"eaiiy  wai-ning  system,"  when  countries  ai-e  in  tr-ouble  a 
detailing  aspects  of  negotiations  with  gover-nment  officials. 
DIFFERENT  GRADES.  A  new  Br-etton  Woods  parley  should  re\T 
the  global  economy  and  put  cor-rnption-fighting  at  the  top  ot 
agenda,  says  Edwar-d  Yardeni,  chief  economist  at  Deutsi 
Bank  Securities  Inc.  in  New  York.  The  IMF  should  have 
fer-ent  gi-ades  of  member-ship,  suggests  David  D.  Hale, 
economist  with  the  Zmich  Group  in  Chicago.  Envir-onmeri 
and  labor  issues  should  be  addr-essed  m  trade  negotiatid 
says  Dani  Rocbik,  an  economist  at  Harvar-d  University's  Ji 
F.  Kennedy  School  of  Government. 

EichengTeen,  who  was  an  adviser  at  the  IMF  last  year; 
Ueves  some  changes  would  cr-eate  a  good  deal  mor-e  harm  tl 
good.  Publicizing  pr-oblems  in  individual  countries,  for-  instai 
could  bring  on  the  very  crisis  that  the  IMF  would  hopefe 
avert.  Envii-onmental  and  human-rights  issues,  says  Jagdlji, 
Bhagwati,  a  professor-  of  economics  at  Columbia  University,  lii 
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eft  off  the  table  at  trade  negotiations,  though  they  may 
nefit  consideration  in  other  foinms. 

I  <:\eai'\y,  something  needs  to  be  done.  Asian  nations  have 
oiied  to  set  up  theii"  own  regional  IMF,  which  would  re- 
linancial  flows  and  make  trade  more  regionalized.  Right 
Asia  is  too  weak  to  pull  off  such  a  move.  But  if  the  imf 

I I  get  the  necessaiy  funding  and  doesn't  adapt  its  policies 
(ling  years,  a  revived  Asia  could  well  decide  to  pull  away. 

KOREAN  IMF  PROTEST  Experts,  too,  are  calling  for  reforms 

There  are  precedents.  The  bank-capital  standards  set  forth  in 
the  Basle  Accord  of  1988  and  its  later  amendments,  concluded 
by  centi-al  banks,  sliifted  some  regulatoiy  biu'den  to  commercial 
banks.  Banks  take  on  the  risk  assessment  of  their  portfolios, 
with  central  bank  supervisors  looking  over  their  shoulders. 
The  accord  set  globally  accepted  standai'ds  of  capital  adequacy 

nine  leaders  actendmg  the  1944 
.tp.  Woods  meetings  surely  never 
ned  that  the  imp  would  evolve  into 
/orld's  chief  financial  fii-efighter — 
ley  did  expect  it  to  help  ward  off 
I  factionalism. 

3  insular  response  to  globalization 
lave  some  poUtical  appeal,  but  for- 
ily,  it  is  not  holding  sway.  Even  to- 
isian  nations  ai"e  moving  to  open  up 
financial  sectors  and  restructure 

•M 

VOICES 

Geoff  Mulgan 

TITLE  Founderand  director  of  Demos  think  tank.  36. 
CONTRIBUTIONS  Mulgan  advises  Prime  Minister  Tony  Blair  on 
positioning  Britain  in  the  wired  economy.  People  and  societies, 
he  warns,  must  upgrade  skills  or  slip  behind.  Hence,  his 
"University  of  Industry,"  a  national  lifelong  learning  program. 
IN  HIS  WORDS  The  new  economic  "paradigm  is  only  half  true. 
Knowledge-based  industries  are  creating  a  huge  number  of  jobs. 
But  many  service  jobs  are  not  that  different  from  100  years  ago." 

banks.  That's  important,  but  it  won't  be  enough.  Today, 
thing  from  intracompany  trade  to  E-commerce  challenges 
urisdiction  of  the  nation-state,  argues  Wolfgang  H. 
;ke,  an  economist  at  the  World  Bank.  Eventually,  private 
!  and  nongovernmental  institutions  will  have  to  assume 
public  functions  and  work  with  governments  to  set  in- 
ionally  accepted  standai'ds  of  behavior.  A  fonn  of  "mixed 
ition"  will  develop,  meaning  that  governments,  multilateral 
lizations,  and  private  companies  v^l  all  monitor  risk. 

which,  while  not  met  by  all  banks  in  all  coimtries,  nonetheless 
provide  a  benchmai'k  for  regulatoi-s  and  investoi-s.  In  other  ai-e- 
nas,  fi-om  accounting  standards  to  privacy  on  the  Internet, 
public  policy  will  take  on  a  global  aspect.  "We  have  to  establish 
a  pubUc  policy  fi-amework  that's  eciuivalent  to  tliis  dynamism," 
says  Reinicke.  Othei-wise,  people  and  companies  won't  be  able 
to  fully  exploit  the  benefits  that  globalization  should  biing  to 
more  and  more  nations  in  the  21st  century. 

By  Karen  Pennar  in  New  York 
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INVESTMENT 


A  HIGH-TECH  EUROPE 
IS  FINALLY  IN  SIGHT 


Deregulation,  the  euro,  and  a  flood  of  venture  capital 
will  help  companies  soup  up  lagging  innovation 


Hasso  Plattner  has  good  reason 
to  feel  lonely.  From  his  perch 
in  the  middle  of  Europe,  the 
billionaire  co-founder  and  joint 
chairman  of  German  software  titan  sap 
sees  few  success  stories  like  his  in  the 
Old  World.  Outside  of  sap  and  Scandi- 
navian telephone  powers  L.  M.  Erics- 
son and  Nokia  Corp.,  Europe's  high- 
tech galaxy  is  painfully  short  of  bright 
stars.  And  Plattner  thinks  he  knows 
why.  "We're  not  good  at  hype,"  he 
gi'ouses.  "While  the  Europeans  wait  for 
a  product,  the  Ameiican  market  throws 
money  at  hype.  That's  how  companies 
get  started." 

Hype  alone  may  not  dictate  Mgh-tech 
success.  But  if  money  is  the  tine  mea- 
sm-e,  Em-ope  finally  a]3peai-s  to  be  catch- 
ing on.  Ventiu-e  capital  in  search  of  less 
saturated  markets  is  pouring  in  from 
America.  And  on  new  small-company 
exchanges  in  Germany  and  France, 


American  and  Eui'opean  investors  alike 
are  tossing  money  at  fledgling  high-tech 
businesses.  Gemiany's  Neuer  Mai'kt,  one 
such  exchange,  is  up  150%  this  year 
and  has  tripled  its  listings,  to  43. 

Continentwide  deregulation  and  the 
movement  toward  a  single  currency  by 
2002  are  driving  this  spending.  Equally 
important,  though,  are  massive  invest- 
ments in  new  pan-European  communi- 
cations networks.  They  could  trip  off 
an  explosion  in  eveiything  from 
tech  startups  to  Internet  ser- 
vices. This  process  is  well  under 
way  in  Biitain  and  Scandinavia, 
which  pioneered  deregulation  in 
the  1980s.  Now,  the  rest  of 
"Europe  is  about  to  follow  suit," 
says  Luc  L.  Soete,  director  of 
the  University  of  Maastricht's 
Maastricht  Economic  Research 
Institute  on  Innovation  &  Tech- 
nology. Adds  James  Richardson, 


GREAT  NOTION  Internet  Bookshop 
CEO  Latham  couldn't  find  funding 

president  of  European  operations  f( 
switching-equipment  maker  Cisco  Sy 
tems  Inc.:  "Market  liberalization  is  g 
ing  to  free  up  investment  in  Europ 
and  the  money's  going  to  go  into  hi^ 
tech.  A  new  economy  is  going  to  \ 
built  as  a  result." 

Indeed,  it's  far  from  fanciful  to  thir 
that  by  say,  2005,  Europe  may  ha\ 
significantly  closed  its  technology  gi 
with  the  U.  S. — an  incredible  prospec 
given  that  as  recently  as  a  decade  ago 
took  six  months  or  more  to  get  a  ne 
phone  installed  in  places  like  Belgiui 
Now,  for  one  thing,  Europe  is  well-p 
sitioned  to  pioneer  the  next  generatic 
of  Internet  appliances.  Dutch  consume 
electronics  giant  Philips  and  France 
Tliomson  Multimedia,  along  with  Alcatl 
are  leading  development  of  Web-suil 
ing  alternatives  to  PCs,  such  as  tele\| 
sion  set-top  boxes.  i 
WIRED  SOCIETIES.  And  in  mobile  tel 
phony,  Europe  holds  a  wide  lead  ov 
the  U.  S.  because  it  has  created  a  ui 
fied  digital  market  allowing  callers 
roam  from  nation  to  nation  using  tj 
same  phone.  This  gives  Nokia  aii 
Ericsson  a  vast  laboratoiy  for  develoj 
ing  next-generation  cell  phones  that  cj 
sui-f  the  Net.  Wliile  the  U.  S.  debatj 
technical  standards,  Europe,  like  Japj 
is  racing  to  build  up  infi-astmctui-e  tlj 
should  be  ready  soon.  Europeans  coi| 
be  videoconferencing  and  even  dowj 
loading  movies  over  then*  mobile  phorj 
within  thi'ee  years.  ' 

Tiny  Finland,  with  a  population  \ 
just  5.1  million,  shows  just  how  quiclj 
the  transformation  can  occur  once  tl 
right  elements  are  in  place.  Power) 
by  the  34%  sales  gi-owth  at  $9.8  billij 
Nokia  and  by  continuing  telecom  denj 
ulation  that  began  in  the  1980s,  Finlai 
is  rapidly  becoming  one  of  the  worli. 
most  wired  societies.  Some  40  pho 
companies  are  now  slugging  it  out 
the  telephone  market,  building  a  wor 
class  infrastracture  in  Finland  and  le!| 
ing  to  some  of  the  lowest  phone  ra 
in  Europe.  Now,  cheap  calls  are 
creasing  the  Internet's  popularity,  al 


Technologically  the  I/.5. 
IS  still  far  ahead.  But  the 
Continent  could  come 
close  to  catching  up  in 
less  than  a  decade 
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WHAT  SAVIN  IS 
DOING  TO 
nilAKE  XEROX  YOUR 

X-DOCUMENT 
OUTPUT  COMPANY. 


You-know-who  would  have  you  believe  that  they're  the  first  and  last  word  in  digital 
document  solutions.  At  Savin,  we're  working  hard  to  make  you  believe  otherwise. 

After  all,  at  Savin  we  too  have  the  forward-thinking,  award-winning  technology 
essential  to  boosting  productivity  in  today's  digital  offices.  Like  our  fast,  versatile, 
connectable  digital  imaging  systems  that  allow  you  (or  your  workgroup)  to  print, 


sort,  duplex  and  staple -right  from  your  desktop.  And  full-color  digital  imaging  systems  that 
turn  electronic  documents  into  brilliant  hard  copy. 

But  that's  where  similarities  end.  Because  while  it  would  appear  that  Xerox  has  dedicated 
themselves  to  becoming  the  biggest  document  company  on  the  planet,  at 
Savin  we're  dedicating  ourselves  to  becoming  the  fastest,  most  responsive, 
most  easy  to  work  with  name  in  the  business.  With  smart,  energetic, 
;        highly-trained  Savin  professionals  willing  to  do  whatever  it 
[j^HI  takes  to  give  you  the  satisfaction  and  service  you  deserve, 
il^^      To  find  out  x-actly  what  we'll  do  to  win  you  over,  contact 
us  at  1-800-234-1900  or  www.savin.com. 
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rock-bottom  cell-phone  rates  have 
boosted  usage  to  48%,  one  of  the  high- 
est levels  in  the  world.  One  result:  For 
the  first  time  in  history,  Finland  is  ex- 
porting more  electronics  than  forestry 
products. 

A  similar  transfomiation  could  occur 
in  the  rest  of  Europe.  The  overall  Eu- 
ropean economy  gi-ew  only  about  2.7% 
last  year,  but  spending  on  telecommuni- 
cations services  jimiped  at  9%-,  according 
to  International  Data  Coip.  Investments 
on  information  technology  rose  yet 
faster,  at  11%.,  to  $196  billion.  That's 
less  than  in  the  U.  S.,  where  spending 
jumped  12.4%.,  to  $320  billion.  But  as 
recently  as  1994,  Eui'opean  it  spending 
grew  by  only  6%  annually. 

Rising  market  forces  could  make  Eu- 
rope's tech  market  more  efficient.  One 
catalyst  is  likely  to  be  the  new  11 -mem- 
ber single-currency  union.  Monetary 
union  will  pull  together  the  Continent's 
fragmented  consumer  market  and  make 
small  credit-card  transactions — cincial 
for  Internet  commerce — less  costly  than 
they  are  with  currency  exchanges.  It 
also  should  cb'amatically  boost  the  size  of 
Europe's  anemic  stock  markets,  giving 
tech  companies  another  avenue  for  fund- 
ing rapid  gi'owth.  That  could  help  solve 
one  of  Eiu'ope's  nagging  problems:  By 
one  estimate,  only  13.3%  of  European 
small  companies  are  in  high  tech,  vs. 
22.7%.  in  the  U.  S. 

PRICE  WARS.  Another  key  to  boosting 
Europe's  tech  futiu-e  will  be  the  ongoing 
revolution  in  European  telecommunica- 
tions. Most  big  Continental  nations 
deregulated  telecommunications  on  Jan. 
1;  Germany's  and  France's  markets  are 
now  among  the  most  open  in  the  world. 
In  Germany,  for  instance,  more  than 
200  upstarts  have  jumped  in,  forcing 
prices  foi'  many  long-distance  calls  down 
as  much  as  40%.  Germany  and  other 
nations  also  have  awarded  multiple  li- 
censes for  selling  cellular-phone  ser- 
vice— a  change  that  has  touched  off  tor- 
rid competition.  As  the  price  wars 
spread,  domestic  long-distance  rates, 
which  are  often  double  or  more  U.  S. 
levels,  should  fall  dramatically,  foster- 
ing a  huge  increase  in  traffic  and  new 
services. 

In  the  PC  business,  prices  already 
have  plunged  below  U.  S.  levels  since 
last  fall.  In  GeiTnany,  late-model  Pen- 
tium PCS  go  for  as  little  as  .$8o0,  with  a 
monitor  and  including  taxes,  at  mass 
retail  outlets.  Such  price-slashing  is  one 
reason  Europe  is  becoming  the  world's 
fastest-growing  major  Pc  market,  with 
purchases  up  17.8%  in  the  fli'st  half  of 
1999,  vs.  the  same  period  a  year  earlier. 

At  the  same  time,  Europe  is  shifting 
almost  as  quickly  as  the  U.S.  to  high- 
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speed  data  networks.  Powering  the 
change  is  the  estimated  $125  billion 
that  ELU'opean  companies  are  spend- 
ing to  prepare  their  computers  for  the 
coming  euro.  While  they're  at  it, 
they'r-e  also  revamping  for  the  Internet 
and  networks  that  allow  simultaneous 
transmission  of  voice  and  data  mes- 
sages. These  investments  should 
push  down  telecom  costs  to  a  fraction 
of  those  in  conventional  phone  net- 
works. 

A  raft  of  companies,  including  the 
U.  S.'s  WorldCom  Inc.  and  Viatel  Inc. 
and  such  Eiu'opean  entrants  as  Britain's 
Colt  TelegTam  Group  plc,  are  jDoming 
billions  into  pan-European  voice-data 
networks.  Europe's  info-tech  spending 
will  skyi'ocket  as  cheap,  Mgh-speed  com- 
mimication  becomes  ever  more  cominon, 
predicts  Cisco's  Richardson.  "For  Eu- 
rope to  be  globally  competitive,  it  has  to 
provide  more  telecom  ser\ices  at  better 
prices,"  contends  Glenn  Potter,  presi- 
dent of  Britain's  Esprit  Telecom  Group 
PLC,  which  also  is  building  a  pan-Euro- 
pean network. 

Still,  it  will  be  a  long  time  before 
Eiu'ope's  high-tech  economy  reaches  the 
U.  S.'s  level  of  vibrancy.  One  measui'e  of 
weakness:  Only  24%.  of  Eiu'opean  house- 
holds have  computers,  vs.  46%  in  the 
U.  S.,  IDC  figures.  That's  one  reason  the 
proportion  of  Internet-connected  house- 
holds stands  at  just  11%  in  Scandinavia, 
8%  in  Britain,  6%  in  Gemnany,  and  2% 
in  France — vs.  18%  in  the  U.  S.  "Effec- 
tively, Eiu'ope  is  still  veiy  weak  in  high 
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tech,"  admits  Alexis  Jacquemin,  ch 
economic  adviser  to  the  Europe 
Commission. 

Europe  still  must  boost  its  relati 
paucity  of  high-tech  manufacturing  a 
R&D,  areas  still  dominated  by  Americ 
and  Japanese  companies  such  as  ii 
Cisco,  and  Sony.  High  tech  account 
for  just  20.4%  of  value  added  in  Eu 
pean  manufacturing  in  1995,  compai 
with  24.7%  in  the  U.  S.  And  last  ye 
Gemiany,  Italy,  and  Fi-ance  ail  spent 
of  their-  GDP  on  r&d  than  did  the  U 
Those  gaps  may  nan-ow  as  local  powi 
such  as  SAP  and  Nokia  explode,  and 
Internet  development,  late  out  of 
gates,  catches  fiii-e.  Even  in  the  onl 
world,  however,  "it  matters  a  lot 
much  of  the  r&d  spending  and  other 
portant  activities  are  done  elsewhei 
says  IDC  analyst  Carsten  Hejndorf. 
FUNDING  NEW  IDEAS.  The  bigger  pr 
lem  is  that  Eiu'opean  economies  rem 
too  fragmented  and  rigid.  Language 
cultiu-al  differences  ai'e  pait  of  the  pr 
lem.  Indeed,  change  tends  to  hap; 
first  in  Britain  and  in  countries  wh 
EngUsh  dominates,  such  as  Scandina 
While  Eiu'ope's  labor  pool  is  highly  e 
cated,  moreover,  labor-market  rigiditie 
many  citizens  simply  won't  move  to  t 
on  new  jobs — tend  to  offset  this  adv 
tage  by  making  employers  reluctant 
set  up  new  operations  or  take  on 
workers.  Transgene,  a  French  biot 
company,  wams  it  will  establish  its 
manufactming  opei'ations  in  the  U.  S 
Britain  if  that  bind  doesn't  moder 
No  wonder  the  Continental  unemp 
ment  rate  remains  stubbornly  ab 
11%,  vs.  4.5%  in  the  U.S. 

And,  as  sap's  Plattner  notes,  Ei 
peans  tend  to  be  fiscally  conservativi 
July,  Britain's  Internet  Bookshop 
to  sell  out  to  chain-store  giant  ^ 
Smith  after  hitting  snags  with  a  plan 
public  offering.  "There's  still  far  n 
willingness  in  the  U.  S.  to  fund 
ideas,"  gripes  Internet  Bookshop  C 
Executive  Rick  Latham.  Perhaps, 
now  mai'ket  and  technological  forces 
gathering  in  Europe  that  could  bi 
down  even  such  deep-seated  attitu 
And  that's  no  hype. 

By  Thmie  Petersoyi  in  Frankfurt 
Stephen  Baker  hi  Paris 


Luc  L.  Soete 


TITLE  Director,  Maastricht  Economic  Research  Institute  on 
Innovation,  University  of  Maastricht.  48. 
CONTRIBUTIONS  Soete  sees  seismic  economic  change  con 
to  Europe.  Faster  technology  development  has  helped  the  Nor 
grow  the  most.  IN  HIS  WORDS  "Europe  is  following  the  U.! 
with  [English-speaking]  nations  leading  the  way.  That  contra 
with  Japan  and  Korea,  where  the  importance  of  hardware  and 
weak  service  sector  may  be  contributing  to  the  crisis." 
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U„.011.  YcUl  MlGin  l.lVli  A  RU/\LLY  LONG  TIME'. 
Advances  in  healthcare  deliver  wonderful  results 
But  where  are  the  innovative  financial  planning  and 
ducts  to  help  you  enioy  a  secure,  longer  life^ 
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WILL  TECHNOLOGY 
LEAVE  JAPAN  BEHIND? 


More  investment  in  innovation  will  be  needed 
to  propel  the  economy  into  the  future 


Perhaps  in  another  time  and  an- 
other place,  things  would  have 
turned  out  differently  for  Japa- 
nese Internet  startups.  As  the 
market  took  off  around  1994,  entrepre- 
neui-s  launched  2,000  such  ventiu-es,  con- 
fident that  the  technology-dnven  forces 
sweeping  through  the  American  econo- 
my soon  would  engulf  Japan.  They  also 
figured  that  demand  for  software,  high- 
speed computer  networks,  and  Net-re- 
lated offerings  would  explode.  And 
Japanese  investors  would  continue  to 
pump  funds  into  Intemet-seivices  fu-ms. 

Four  years  later,  half  of  those  ven- 
tures have  vanished.  And  one  survivor, 
Joiclii  Ito,  president  of  Digital  Gai'age,  a 
search-agent  vendor,  has  a  darker  view 
of  Japan's  prospects  in  the  Infomiation 
Age.  The  nation's  debt- soaked  banks — 
the  source  of  45%  of  Japan's  venture 
capital — aren't  in  the  mood  to  lend  to 
risky  startups.  Nor  are  established  high- 
tech giants  willing  to  nurture  small 
firms  that  could  become  competition. 


UP-TO-DATE  But  on  average,  Japan 
has  just  10  PCs  per  primary  school 


With  Japan  caught  in  the  grip  of  a  re- 
cession, deep  stiTictiu'al  problems,  and  a 
long  bear  market,  Ito  has  postponed 
plans  to  list  his  company  on  Tokyo's 
over-the-counter  market.  Instead,  he's 
looking  for  a  Silicon  Valley  partner  to 
take  a  big  equity  stake.  "I  think  a  lot  of 
Internet  startups  are  going  to  look  to 
the  U.  S.  for  cash,"  he  says. 

Digital  Garage — and  plenty  of  oth- 
ers— may  well  succeed.  But  that 
raises  the  question:  Wliy  do  en- 
trepreneurs such  as  Ito  face  so 
many  obstacles  when  it  comes 
to  trying  out  new  ideas?  Sure, 
Japan  is  home  to  world-class 
multinationals,  a  highly  educated 
workforce,  and  the  world's 
biggest  stash  of  savings.  Yet  it 
fails  miserably  at  freeing  up 
those  resources  for  promising 
startups,  providing  incentives 


for  managers  to  challenge  old  certa 
ties,  or  marshaling  Japan's  consideral 
reseai'ch  and  development  spending  ii 
breakthrough  products  and  industries- 
the  future  belongs  to  economies  dri\ 
by  innovation  and  knowledge,  wh( 
does  that  leave  Japan? 

The  problems  run  deeper  than  I 
banking  crisis  that  has  grabbed  he, 
lines  of  late.  If  Japan  is  to  regain 
edge,  its  entire  economic  model  v 
need  rethinking.  For  decades,  \\-< 
trained  bureaucrats  have  fimneled  <  ;i 
tal  to  export-oriented  industries 
worked  brilliantly  during  Japan's  \)t 
war  catch-up  phase.  Not  so  in  t 
decade — since  1992,  Japan's  average 
nual  gi'owth  has  barely  topped  V/r. 
SLOW  TO  CHANGE.  True,  Japan  ha; 
\v(irld-class  manufacturing  sector, 
counting  for  24%  of  the  nation's  outu 
vs.  13%  in  the  U.  S.  Nobody  can  des 
and  roll  cars  off  assembly  lines  bet 
than  Toyota  Motor  Corp.  The  majoi 
of  the  economy,  though,  doesn't  nej 
match  up.  The  productivity  of  Jap; 
banks,  brokerages,  retailers,  and  ot 
services  is  two-thirds,  on  average, 
theii"  counteipaits  in  the  U.  S.,  accorc 
to  the  McKinsey  Global  Institute. 

These  sectors  have  scarcely  star 
the  transition  to  the  Infonnation  A 
where  flexibility  and  speed  matter.  ( 
reason  is  that  they  tend  to  be  hea 
regulated,  subsidized,  and  protec 
from  the  forces  of  a  cost-competit 
global  economy.  Another  is  that  Jap| 
consensus-leaning,  top-down  mana 
ment  style  is  slow  to  embrace  tech 
gies  that  would  transfer  decision-ma 
t(i  middle  managers.  That's  chang 
luit  not  fast  enough.  "The  fundamel 
reason  why  Japan  is  weak  in  inforf 
tion  technology  is  because  of  its  19'j 
era  economic  system,"  says  Yif 
Noguchi,  a  professor  at  the  Univer 
of  Tokyo's  Research  Center  for 
vanced  Science  &  Technology. 

Moreover,  fostering  startups  in  Id 
ing-edge  businesses  has  only  recei 
become  a  priority  in  Japan.  Burl 
crats  can  readily  cite  the  latest  st; 
tics  for  car  production  or  silk-co( 
yields.  But  there's  precious  little  tr 
ing  or  promotion  of  the  entreprenei 


Japan  invests  only  2% 
of  its  GDP  in  information 
technology,  vs.  3%  in 
Britain  and  Australia 
and  4%  in  the  U.S. 
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sector.  Only  now,  with  high  tech  fuehng 
impressive  growth  in  the  U.S.,  are 
Japanese  pohcymakers  and  economists 
starting  to  take  notice. 

Bureaucrats  at  the  Ministry  of  In- 
ternational Trade  &  Industiy  (miti),  who 
for  years  have  coddled  the  manufactur- 
ing sector,  have  begun  drafting  new 
policies,  in  hopes  of  spurring  the  cre- 
ation of  high-tech  ventures.  At  the  urg- 
ing of  Stanford  University  economist 
Masahiko  Aoki,  who  is  coaching  MiTi  of- 
ficials in  his  capacity  as  head  of  the  Re- 
search Institute  of  International  Ti'ade 
&  Industi-y,  MITI  this  year  scrapped  reg- 
ulations that  ban  the  creation  of  holding 
companies.  Aoki  and  MITI  officials  are 
pressing  for  tax  revisions  to  enable  hold- 
ing companies  to  write  off  losses  ft-om 
money-losing  ventui'es. 

Tlie  government  recently  took  another 
step  in  the  right  dii'ection  by  smootliing 
the  way  for  companies  to  offer  stock  op- 
tions as  a  means  of  attracting  talented 
staff.  Japan  had  discouraged  options  in 
the  past  by  taxing  individuals  on  the 
value  of  theu'  stock  options  even  if  they 
were  imi-eaMzed  paper  gains.  Tlu-ee  yeai-s 
ago,  when  Softbank  Coi-p.  cliief  executive 
officer  Masayoshi  Son  started  offering 
top  officers  such  incentives,  other  Japan- 
ese executives  scolded  Mm  for  "stupidly 
giving  employees  the  kind  of  financial 
incentives  that  would  hann  the  nation's 
work  spirit,"  he  recalls  with  a  laugh. 
These  days,  Softbank,  Sony  Corp.,  and 
others  are  sharing  moi'e  wealth. 
PRICEY  CALLS.  Despite  such  progTess, 
numerous  obstacles  remain.  One  big  hai- 
rier is  the  lack  of  spending  on  informa- 
tion technology  in  Japan — as  Intel 
Coi'p.'s  Andrew  S.  Grove  and  Microsoft 
Corp.'s  William  H.  Gates  III  are  quick 
to  point  out  on  every  trip  to  Tokyo. 
Thanks  to  the  current  downtui'n,  ship- 
ments of  i'C:s  in  the  fiscal  year  ended 
last  Mar.  31  were  down  5%  from  the 
previous  year.  And  the  high  cost  of 
telecommunications — a  function  of  Nip- 
pon Telegi'aph  &  Telephone  Coip.'s  mo- 
nopoly in  local  phone  service — is  dis- 
couraging greater  use  of  the  Internet. 
Japan  invests  only  2%  of  its  gi'oss  do- 
mestic product  in  information  technolo- 
gy, compared  with  ?>%  for  Britain  and 
Australia  and  4*7^  for  the  U.  S. 

Another  problem  is  the  dearth  of  tal- 
ented entrepreneurs.  Ito,  who  learned 
the  ropes  as  a  computer  engineer  in  the 
U.  S.,  is  suii)rised  at  his  peers'  lack  of 
skill.  "The  kind  of  people  who  go  into 
ventui'e  businesses  seem  to  be  the  type 
who  can't  do  anything  else,"  he  says. 
That's  not  to  say  that  Japan  lacks  talent. 
For  the  most  part,  though,  gifted  engi- 
neers and  executives  prefer  to  hold  on 
to  their  jobs  at  big  corporations. 
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Masahiko  Aoid 


TITLE  Stanford  University  economist.  Heads  Japan's  Research 
Institute  of  InternationalTrade  &  Industry.  60. 
CONTRIBUTIONS  An  observer  of  Silicon  Valley  since  the  '70s,  Aok 
has  pushed  MITI  to  open  the  economy  to  small  business.  One  succe 
Allowing  holding  corhpanies,  aform  he  believes  fosters  innovationii 
INHISWORDS"Realchange  mustand  can  occurin  business 
organizations.  The  role  of  MITI  is  to  facilitate  this  change.  The  rolei 
government  should  be  complimentary  and  not  that  of  a  controller.'?! 


That's  because  although  the  so-called 
lifetime-employment  system  is  starting 
to  ciwnble,  lai'ge  companies  still  manage 
to  retain  their  best  and  brightest  with 
the  lui'e  of  job  secmity  and  high  pay.  In 
doing  so,  they  discourage  job  mobili- 
ty— and  creativity,  too,  since  good  ideas 
rarely  make  it  through  large  corpora- 
tions' bureaucratic  structures.  "Many 
talented  engineers  are  trapped  in  large 
companies  such  as  Toshiba  Coip.  or  Fu- 
jitsu Ltd.,"  points  out  Tokyo  Universi- 
ty's Nogiichi.  "So  even  if  they  have  cre- 
ativity or  brilliant  ideas,  they  won't  be 
able  to  realize  their  talents." 

While  the  government  has  taken 
some  steps  to  encourage  gi'owth  in  the 
information-technology  sector,  it  could 
be  doing  a  lot  more.  Some  critics  are 
calling  on  Tokyo  to  abolish  taxes  on 


WHY  JAPAN  IS  LAGGING 

STIFLED  INNOVATION  Japan  is  behind  in 
breakthrough  research  that  spurs  growth 
in  the  information-technology  sector, 
because  80%  of  R&D  is  centered  in 
private  labs  that  emphasize  near-term, 
application-oriented  work. 

LOW-TECH  SPENDING  Japanese  companies 
invest  about  4.5%  of  their  revenue  in 
information  technology,  50%  less  than 
U.S.  companies.  And  only  17%  of  Japanese 
households  have  computers,  compared 
with  50%  in  the  U.S. 

CREATIVITY  JAM  Talented  engineers  and 
managers  mostly  are  locked  into  jobs  at 
big  companies  where  their  creativity  and 
ideas  rarely  surface. 

FUNDING  SQUEEZE  The  banking  sector 
regards  Internet  and  information- 
technology  ventures  as  too  risky,  while 
large  companies  continue  to  shun  small 
ventures  for  fear  of  competition. 

BLOCKED  MARKETS  Suffocating  regula- 
tions make  it  very  difficult  for  startups  to 
be  listed  on  the  Tokyo  stock  exchange  or 
over-the-counter  markets.  One  example: 
A  firm  must  be  profitable  for  at  least  a  year 
before  an  IPO. 

DATA;  BUSINESSWEEK 


computers  and  software  products  | 
corporate  use  to  spur  purchases 
client-server  systems  and  new  servic 
Despite  such  pleas,  the  Finance  M 
istiy  decided  to  reduce  from  $1,400 
$700  the  ceiling  on  what  businesses  n 
deduct  for  each  infomiation-technok 
purchase,  starting  this  year.  r 
ROTE  LEARNING.  It's  obvious  Japan  ail 
needs  to  seed  innovation.  The  fti'st  s| 
is  to  refonn  piimaiy  education  to  redi|l 
the  emphasis  on  rote  learning  and  \ 
courage  creativity — as  well  as  the  usfj; 
PCS.  While  neai'ly  all  kids  have  accessi 
at  least  some  computers,  the  averi|i 
elementary  school  offers  just  10  rl 
chines  for  hundreds  of  students.  ^} 
few  teachers  know  how  to  use  f'^ 
much  less  guide  their  pupils. 

Next,  the  government  must  contiiji 
to  revamp  university  labs  to  boost  biji 
research — a  strategy  it  initiated  in  lie 
Currently,  some  80%  of  Japanese  f 
search  and  development  takes  placf; 
private  labs,  which  focus  on  applicati, 
not  innovation.  So  it's  no  surprise  ti 
Japan  trails  in  the  race  to  becom; 
sci-tech  leader  in  the  ftitui-e.  Wliat  abi 
the  country's  prowess  in  such  areasii 
semiconductors,  robotics,  and  dig!; 
teclmology?  "These  ai'e  commodity  cf 
ponents  and  not  a  cash  cow,"  points  \ 
Iviyoshi  Kuriyama,  research  directo:? 
Gartner  Group  Japan.  "We're  not  g(> 
to  create  a  revolution." 

Yet  a  revolution  is  precisely  w3 
Japan  needs.  The  alternative  is  to  cj 
high-gi'owth  industries  of  the  futuni 
U.  S.  and  European  rivals.  Homegr(i 
software  makers  such  as  Ascii  Cf 
and  Justsystem  Inc.  have  been  all] 
wiped  out  by  Microsoft's  dominancj! 
operating-system  and  applications 
ware.  And  even  now,  Japanese  con! 
nies  are  cautious  about  embracing  !■ 
information  technologies  that  could  ii 
them  back  in  stride.  If  business  \ 
government  fail  to  heed  the  warili 
signs,  Japan's  fiiture  looks  giim  ind' 
"If  this  situation  develops  into  a  i 
crisis,  creative  individuals  and  succes' 
companies  will  start  fleeing  the  e! 
tiy,"  wams  Tokyo  University's  Nogil' 
By  then,  it  could  be  too  late  to  catcfi 

By  Irene  M.  Kunii,  with  Bn 
Bremner;  hi  Tokyo  y 
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At  LG  Electronics,  we  have  people  all  around  the  world  making  technology  more  efficient  and 
more  affordable  than  ever  before.  See  how  LG  is  making  it  work  for  you.  Call  1-800-243-0000 
or  visit  www.lgeus.com. 


©  1 998  LG  Electronics  U  S  A   Inc  All  trademarks  and/or  registered  trademarks  are  property  of  their  respective  owners. 


fhe^st  Century  Economy 


SAN  RAFAEL,  CALIF.  Industrial  Light  &  Magic's  Motion  Capture  Studio 

Human  movements  are  recorded  via  reflective  markers  and  cameras,  producing  data  that  are 
used  to  make  computer-animated  characters  move  in  a  lifeh'ke  fashion.  It's  but  one  of  the  many 
digital  technologies  that  ILM  has  pioneered  for  customers  in  the  movie,  computer  game,  and 
advertising  industries. 
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le  live  only  by  the  grace  of  invention;  not 
merely  by  such  invention  as  has  already 
been  made,  but  by  our  hope  of  new  and 
as  yet  nonexisting  inventions  for  the  future." 

So  wrote  mathematician  Norbert  Wiener  40  years  ago. 
As  the  21st  century  dawns,  creativity's  role  in  the  glob- 
al economy  has  never  been  more  central.  A  silicon  chip 
can  be  etched  anywhere  in  the 
world,  and  the  pace  of  inno- 
vation is  quickening.  No  one 
has  a  monopoly  on  creativity, 
as  this  portfolio  shows. 


HADLEY,  MASS.  Meet  Albert, 
George,  and  Charlie,  cloned  by 
Advanced  Technology  Inc.  Soon,  clones 
will  be  so  ubiquitous  they  won't  be  named. 
Cloning  promises  to  yield  everything  from 
drug-producing  goats  to  gene-altered  pigs— 
with  organs  that  can  be 
transplanted  into  people. 
And  the  same  reprogram- 
ming  of  genes  that  allows 
cloning  could  also  be  har- 
nessed to  devise  new 
approaches  to  scourges 
such  as  cancer. 
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BANGALORE  The  high-tech  capital  of 

India  Engineers  at  the  Aeronautical  Development 
Agency  designed  software  to  cut  the  cost  and  time 
of  building  composite-material  aircraft  wings  for 
combat  jets.  And  at  the  Indian  Space  Research  Orga- 
nization, scientists  operate  satellites  that  deliver  the 
highest-resolution  digital  images  of  the  earth  now 
commercially  available.  Both  the  aircraft  software 
and  the  satellite's  images  are  sold  outside  India. 
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TAIPEI  Hsinchu  Science  Park  Man- 
agers from  Excellence  Optoelectronix 
take  lunch  with  an  American  market 
research  consultant.  Hsinchu  is  home  to 
dozens  of  high-tech  companies,  from  «. 
giant  Taiwan  Semiconductor  Manufacturing  Co.  to  tiny  startups.  The  high-tech 
industry,  with  a  generous  assist  from  the  Taiwanese  government  in  the  form  of 
tax  incentives  and  research  subsidies,  has  fueled  Taiwan's  growth. 


TOKYO  AND  NISSHIN  Micro- 

machines  Twenty-six  companies  and 
research  institutes  are  integrating  electron- 
ics, mechanical  and  optical  features,  and 
magnetic  materials  in  a  new  generation  of 
micromachines.  The  thin  manipulator  is  an  exploratory  catheter 
under  development  at  the  Olympus  Basic  Research  Institute.  Already 
in  The  Guinness  Book  of  World  Records  as  the  world's  smallest  auto  is 
Denso  Research  Lab's  "microcar,"  the  size  of  a  match  head. 
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MUNICH  Software 
maker  Inovit  Just  a  few 
years  ago,  seed  money  was 
scarce  in  Germany,  and  only 
giants  such  as  Siemens  had 
technological  prowess.  Now, 
upstarts  such  as  Inovit, 
whose  software  digitizes 
medical  images  for  storage,  are  thriving.  The  small  team  of  soft- 
ware engineers  and  managers  epitomize  today's  Silicon 
Bavaria.  Inovit  already  has  20%  of  the  German  market,  com- 
petes with  Siemens,  and  expects  to  go  public  within  a  few  years. 


PRAGUE  AIDS  research  at  the  Insti 
Organic  Chemistry  &  Biochemistry  Scientis 
Institute,  strapped  for  funds,  were  using  vin 
equipment.  Yet  they  managed  to  develop  two  n 
for  AIDS  patients  with  help  from  scientists  at 
versify  of  Louvain  in  Belgium.  One  recently  g 
pean  Union  approval  for  sale,  while  the  other  I 
sold  in  the  U.  S.  for  two  years.  The  global  Al 
market  is  expected  to  reach  $5  billion  by  200 


CAMBRIDGE  old  World  high  tech  Britain's  vener- 
able halls  of  learning  are  spawning  a  new  breed  of  scien- 
tists and  investors.  Today,  there  are  about  1,200  tech- 
:?«?wsfw''«'f^p''''^'«»«»^  nology  companies  in  the  Cambridge  area, 
employing  about  35,000  people  engaged  in 
everything  from  computer  graphics  to  molecu- 
lar genetics.  At  Cambridge  Display  Technology 
Ltd.,  a  lab  technician  examines  the  company's 
light-emitting  polymers,  which  eventually  could 
replace  liquid  crystals  in  flat-panel  displays. 
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HELSINKI  Cellular 

phones  It's  no  surprise  to  see 
virtual  phone  booths  at  a  cafe 
in  the  capital  of  Finland,  home 
of  Nokia  Corp.  Offering  an 
array  of  features  and  snazzy 
designs,  Nokia's  digital  cellular 
phones  are  all  the  rage  world- 
wide, popular  in  places  even  as 
far  afield  as  China.  The  company  is  riding  an  industry 
growth  wave.  Around  the  world,  cellular  subscribers  are 
expected  to  double,  to  550  million,  by  2001. 


TEL  AVIV  Bioinfoimatics  startup  Corapugen  Founded  by  three 
members  of  an  elite  military  program,  Compugen  uses  algorithms  and 
advanced  mathematical  models  that  analyze  DNA  sequences  to  speed  up 
drug  development.  With  expertise  in  military  technology  and  a  highly 
skilled  immigrant  workforce,  Israel's  $10  billion  high-tech  industry  already 
has  made  its  mark  in  encryption  technology  and  microprocessor  design. 
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Yes  it's  only  a  vision.  But  what  if  it  came  true?  Heart  and  circulatory  diseases  are  still  the  major  cau 
of  death  That's  why  the  scientists  at  Hoechst  Marion  Roussel,  our  pharmaceutical  company,  are  putt 
their  hearts  mto  research  and  development  to  find  new  ways  of  improving  the  lives  of  cardiac  patier 
So  that  some  day  the  only  cure  necessary  for  an  achmg  heart  will  be  a  smile  on  the  face  of  a  loved . 


Imagine  lovesickness  being  the  only  thing  that  can  caqg; 


Hoechst  Marion  Roussel  is  the  ph 


is  the  pharmaceutical  company  of  Hoechst,  an  mternational  group  ol 


If  innovation  in  Life  Sciences. 


Hoechst  AG,  D-65926  Frankfurt,  www.hoechst.com 


The  2Ut  Century  Economy  KEEPING    GROWTH  STRONG 


POLICY 


WHY  THE 

PACE 

HAS  TO 
PICK  UP 


Nobody  can  fault  the  U.  S.  economy's  perfor- 
mance over  the  past  few  yeai's.  Strong  growth, 
falling  inflation,  low  unemployment,  and  a 
rising  stock  market  have  combined  to  make 
this  the  best  economy  in  at  least  30  years. 
Now  what  remains  is  the  biggest  question  of 
all:  how  to  keep  the  economy  on  the  fast  track,  gi'owing  at 
3%  or  more  a  year  well  into  the  21st  century.  Most  econo- 
mists believe  that  the  best  way  to  increase  long-teiTn  gi-owth 
is  to  boost  national  savings  by  cutting  the  budget  deficit  or 
changing  the  tax  system  to  discourage  consumption.  The 
benefits  of  encouraging  savings  are  simple  and  easy  to  un- 
derstand: Increased  savings  means  lower  interest  rates, 
more  investment  in  new  machinery  and  buildings,  and  ulti- 
mately, a  more  productive  economy.  "It's  pretty  foolproof," 
says  Martin  Feldstein  of  Hai"vard  University,  who  also  heads 
the  National  Bureau  of  Economic  Research.  "Once  you  start 
building  up  additional  savings,  almost  all  of  it  will  end  up  in 
investment." 

But  the  gi'owth  j^ayoff  of  a  policy  focused  solely  on  in- 
creasing savings  to  keep  the  economy  in  high  gear  is  small. 
The  proudest  achievement  of  Washington  policymakers — 
the  elimination  of  the  federal  budget  deficit,  which  went  as 
high  as  $290  billion  in  1992 — will  add  only  0.1  percentage 
point  to  the  annual  growth  rate  over  the  next  10  years, 
according  to  most  econometric  estimates.  Similarly,  the 
controversial  proposal  to  privatize  Social  Security  will  boost 
savings  by  requiring  deposits  into  personal  retirement 
accounts.  'That,  too,  however,  wiU  give  only  a  slight  lift  to  av- 
erage growth. 


To  sustain  growth  of  at  least  3% 
increased  savings  must  be 
combined  with  a  big  jump  in 
spending  on  basic  research 


In  the  21st  Centuiy  Economy,  it's  innovation  that  \ 
give  us  the  gi'owth  spurt  we  need,  not  pradence  and  a  b' 
get  surplus.  And  that  has  always  been  true.  All  the 
dence  suggests  that  a  pro-innovation  poUcy  produces  high 
turns.  Historically,  investment  in  research  and  developm 
has  yielded  at  least  a  30%  annual  return  to  society,  comp 
with  an  8%  to  10%  return  on  investment  in  physical  capi 
such  as  new  machines.  Today,  the  U.  S.'s  private  and  pul 
sectors  together  spend  about  $200  billion  a  year  on  resea 
and  development,  and  that's  a  lot  of  money.  But  vrith  the  r  k 
of  return  on  R&D  so  high  compared  with  other  investmei' 
the  country  should  be  spending  a  lot  more.  According  t 
1997  paper  by  Charles  I.  Jones  of  Stanford  University  ; 
John  C.  Williams  of  the  Federal  Reserve,  the  right  leve. 
U.  S.  spending  on  r&d  is  "more  than  four  times  larger  tl 
actual  spending." 
SAVINGS  OR  INNOVATION?  A  pro-innovation  economic  pol 
would  be  very  different  than  one  designed  to  encour; 
savings.  In  principle,  it  might  seem  that  a  country  as  ric 
the  U.  S.  could  do  both  at  once.  But  in  reality,  they  req 

almost  diametrically 
posed  policies.  For 
savings  and  innova 
compete  for  national 
sources,  since  one 
way  to  boost  natic 
savings  is  to  reduce 
federal  budget  de 
Each  billion  not  s 
on  defense  or  he, 
care,  for  instai 
means  less  governm 
borrowing,  lower  in1 
est  rates,  and  more 
vate-sector  investmi 
But  when  many  ot 
pressing  needs  are 
ing  cut  back  to  red 


BASIC  RESEARCH  IS  LAGGING 


4 


BASIC  RESEARCH 
AS  A  SHARE  OF  GDP 


•87  '88  '89  '90  '91  '92  '93  '94  '95  '96  '97 
▲  PERCENT 

DATA:  NATIONAL  SCIENCE  EOUNOATION,  BUSINESS  WEEK 


spending,  it's  hard  for  Congi'ess  to  find  more  funds  for  E 
Ec}ually  important,  savings  and  innovation  each  requii 
very  different  psychology.  The  way  to  get  people  to 
more  is  to  encourage  prudence  and  ftnigality — to  instill  s 
iety  about  the  future.  By  contrast,  innovation  is  more  lil 
to  come  out  of  a  willingness  to  take  risks  and  an  optim 
about  future  possibilities.  It  is  no  coincidence  that  Japar 
cautious  society  par  excellence,  with  a  national  savings  i 
about  twice  that  of  the  U.  S. — has  in  recent  years  stJ 
gled  to  match  the  innovations  coming  out  of  entreprenei;  / 
companies  in  the  U.  S.  i 
Now,  to  keep  the  economy  gi'owing,  Washington  pol  ^ 
makers  need  to  take  a  step  in  a  different  direction:  an 
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nomic  policy  with  a  top  priority  of  encouraging  innovation.  In 
part,  that  means  pajing  more  attention  to  how  federal  poli- 
cies can  deleteriously  affect  the  high-tech  indtistrj'  in  such  aj-- 
eas  as  regulating  the  Internet,  \isa  quotas  for  high-tech 
workers,  and  encn^ption  poUcy  (page  140). 

WTiat  will  be  more  difficult  is  finding  a  good  way  to  get 
more  funds  into  basic  reseai'ch  and  graduate  science  educa- 
tion. It  won't  be  easy.  Many  economists  and  pohticians  are 
leeiy  of  putting  more  taxpayer  dollai*s  into  encotu*aging  in- 
novation, and  with  some  good  reason.  Dtiring  much  of  the 
postwai-  period,  the  government  had  a  tenible  track  record  iri 
directing  innovation.  Notable — and  expensive — examples  in- 
clude the  space  program,  nucleai-  power,  and  the  sjTithetic- 
fuels  program  started  by  President  Jimmy  Caiter  in  1979. 
These  programs  were  essentially  funded  and  dii-ected  by 
the  government,  and  while  some  scored  notable  technical 
successes,  none  has  produced  major  economic  payolfe.  Indeed, 
despite  the  remarkable  technical  achievement  of  landing  a 
man  on  the  moon,  the  only  important  economic  uses  of  space 
today  are  satellite  communications  and  satellite  imaging. 
From  an  economic  perspective,  that's  a  comparatively  small 
payoff  fi'om  the  more  than  S200  bilHon  spent  on  space  R&D 
since  the  early  1960s. 

Moreover,  the  experience  of  the  1970s  and  1980s  has  biased 
economists  against  coimting  on  'innovation  policy"  as  a  way 
out  of  economic  stagnation.  Dtuing  those  decades,  techno- 
logical progi-ess  apparently  added  little  to  economic  growth. 
That's  w-hy  a  sa\ings-oriented  gi'owth  policy — no  matter  how- 
slow — seemed  Hke  the  only  game  in  town. 

But  the  technological  pessimism  of  the  previous  two 


The  drop  in  students  pursuing 
science  and  engineering  must  be 
reversed  by  increasing  funding 
for  fellowships— and  not  tying 
them  to  specific  research  projects 


decades  was  overdone.  Innovation  is  once  again  dri\ing  the 
economy,  and  it  will  continue  to  do  so  in  the  future.  In  that 
kind  of  an  economy,  maintaining  or  boosting  R&D  is  essential. 

There's  a  pai^adox.  however.  Studies  show  that  an  r&d  dol- 
lar spent  by  the  private  sector  or  in  academics  has  a  much 
bigger  payoff  than  research  done  in  govemment-nm  labs.  Yet 
left  to  theu"  own  de\ices,  coi'porations  will  naturally  focus  on 
doing  Ri-D  that  translates  directly  into  profitable  products. 
The  more  fundamental  work  of  scientific  discovery — the  kind 
of  research  that  has  tremendous  benefits  for  society  as  a 
whole — is  imeconomical  for  indi\idual  companies,  with  a  few- 
rare  exceptions. 

RISKY  BUSINESS.  Tliat's  true  even  in  high  tech:  Despite  theii- 
explosive  growth  and  high  profits,  most  infoiination-technolo- 
gy  companies  focus  theh-  r&d  dollars  on  short-term  issues, 
such  as  getting  out  the  next  generation  of  chips  or  softwai'e. 
Meanw-hQe.  the  critical  long-term  issues  of  the  reUabOity  and 
producti\ity  of  software  ai-e  not  recei\ing  enough  attention. 
"'We  have  much  less  money  available  for  the  kind  of  high-iisk 
research  investment  that  really  tries  to  intei-sect  with  the  fu- 
tui"e,"  says  Kenneth  W.  Kennedy,  a  computer-science  professor 
at  Rice  Univei-sity  who  is  co-chair  of  the  presidential  ad\iso- 
ry  committee  on  high-performance  computing. 

Since  1991,  private  and  pubUc  spending  on  basic  research 


as  a  share    ;  _!  I'i  '..i;-  r.as  fallen  shar 

(chart,  page  136).  That  trend  needs  to  be  reversed,  espec; 
ly  since  coi'porations  are  focusing  their  R&D  funds  more  i  ^ 
more  on  applications  related  directly  to  their  business  u 
The  first  priority,  therefore,  is  to  increase  ftinding  for  bi . 
research,  which  pro\ides  the  underhing  foundation  for  fiit  ■: 
technological  progi-ess. 

That  suggests  that  the  government  has  an  important  rol( 
fimding  long-term  basic  research.  And  historically,  thai: 
where  government  fimds  have  done  the  most  good.  Mucl-_ 
the  eaiiy  work  on  the  transistor  and  integi-ated  circuits  ^ 
funded  by  the  Defense  Dept.  Remember,  too,  that  the  Irn  r 
net  was  initially  spawned  by  government  money.  And  th  :- 
are  hai'dly  the  only  examples.  "The  things  funded  10  to  :- 
years  ago  produced  a  large  portion  of  the  stream  of  ideas  t  -■- 
created  the  cuirent  generation  of  technology',"  says  Kenn(:.-. 

iloreover,  goveniment-funded  basic  research  has  a  mi : 
plier  effect  by  spuning  additional  funding  by  the  prn/. 


A  PRO-INNOVATION  GROWTH  POUCY: 

►  Continued  support  for  free  trade,  which  provides  the  glol 
markets  needed  to  sustain  new  products 

►  A  permissive  attitude  toward  immigration,  which  brings  ■ 
needed  skills 

►  Increasing  deregulation  of  financial  markets,  to  allow  ca| 
to  flow  to  the  most  innovative  sectors 

►  Stepped-up  federal  support  for  basic  research  in  universil 
and  corporations  across  a  wide  range  of  disciplines 

►  Inaeased  support  for  graduate  education  in  the  natural 
sciences,  computing,  and  engineering 

►  Careful  attention  to  regulating  new  services,  such  as  the 
Internet,  in  a  way  that  promotes  growth 
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LOPSIDED  Biotech  studies  at 
MIT:  Outside  of  defense  and 
space,  half  of  federal  R&D 
focuses  on  health.  More  funds 
must  be  found  for  other  areas 


sector.  According  to  a  June, 
1998,  report  by  the  gener- 
ally skeptical  Congressional 
Budget  Office,  "federally 
sponsored  science,  particu- 
larly that  conducted  in 
academia,  does  indeed  play 
a  "bird  dog'  role  in  the 
economy."  Coiporations  use 
the  basic  research  conduct- 
ed by  academics  as  a  guide 
to  the  profitable  areas  to 
explore.  "Most  of  the  ex- 
citing work  is  done  at  uni- 
versities," says  Nathan 
Mylii-vold,  cliief  technology' 
officer  at  Microsoft  Corp. 

But  not  eveiy  dollar  has 
an  equal  impact.  For  one 
thing,  a  portion  of  the  mon- 
ey now  going  to  govern- 
ment-itm  national  laborato- 
ries each  year  should  be 
gi'aduaUy  shifted  to  the  pri- 
vate sector,  where  it  will 
have  a  bigger  payoff — or  the  labs  should  be  re- 


to  devote  more  resoui'ces  to  solving  business  and  in- 
il  problems.  Equally  important,  the  government  agencies 
rge  of  handing  out  funds,  such  as  the  National  Science 
ation  and  the  National  Institutes  of  Health,  should  resist 
mptation  to  pick  winners  and  losers.  Or  even  trying  to 
which  areas  are  going  to  have  the  biggest  payoff  should 
ow-level  priority.  Instead,  government  agencies  should 
itrate  on  nuitiuing  a  diversified  portfolio  of  research 

in  a  wide  range  of  areas,  from  cutting-edge  biotech  to 
nundane  areas  as  consti-uction. 

ht  now,  government  fimding  is  not  diversified  enough. 
;e  of  defense  and  space,  about  half 
federal  r&d  dollars  are  spent  on 
-related  reseai'ch.  While  that  focus 
!lped  produce  the  biotech  revolu- 
here  are  key  areas  that  are  un- 
ided.  The  point  is  not  to  cut  back 
Jth-related  reseai'ch  but  to  add  to 
her  areas. 

■sting  basic  research  is  only  part 
at's  needed,  however  The  other 
1  area  that  must  be  beefed  up  is 
pply  of  trained  scientists  and  engineers.  Smprisingly, 
age  of  innovation,  there  are  signs  that  the  education- 
tem  has  not  kept  up  with  the  gi-o\\'ing  needs  of  the 
ny.  "We're  hurting  badly,  worldwide,  for  knowledge 
rs  to  support  the  industiy,"  obsei-ves  Richai'd  M.  Levy, 
lan  of  the  American  Electronics  Assn.  and  executive 
resident  of  Varian  Associates  Inc. 
'  sag  in  science  education  mtist  be  reversed.  At  a 
vhen  businesses  are  gasping  for  skilled  workers,  en- 
nt  in  science  and  engineering  progi'ams — especially  at 
aduate  level — has  been  dropping.  That  suggests  that 
'vernment  should  boost  funding  for  gi-aduate  students 
leal  technological  fields.  "Technology  doesn't  just  fall 


tVom  the  heavens  like  the  rain,"  says  Alan  S.  Blinder,  the 
Princeton  University  economist  who  has  served  on  President 
Clinton's  Council  of  Economics  Advisors  and  as  vice-chair- 
man of  the  Federal  Reserve.  "If  you're  serious  about  accel- 
erating gi'owth,  the  two  levers  are  human-capital  forma- 
tion and  R&D." 

Part  of  the  problem  is  that  there  are  too  many  other  op- 
portunities for  college  grads  to  make  money.  For  example,  10 
years  ago,  colleges  were  gi-aduating  about  40,000  computer- 
science  majors  per  yeai'.  Now  that  number  is  down  to  25,000. 
Total  enrollment  in  gi-aduate  science  and  engineering  pro- 
gi-ams  has  dropped  for  thi-ee  years  in  a  row,  as  high  pay  for 
high-tech  workers  makes  it  more  appealing  to  get  a  job  in- 
stead of  going  to  gi-aduate  school.  In  the  short  ran,  that's  the 
right  thing  to  do,  but  it's  the  equivalent  of  eating  youi"  seed 
corn:  It  reduces  the  number  of  people  working  on  the  basic 
research  needed  for  years  hence. 

What  should  be  done?  More  fellowship  dollars  must  be 
found  to  encoiu'age  students  to  pui-sue  engineering  and  the 
sciences.  Moreover,  the  money  for  gi-aduate  students  should 
not  be  tied  to  particular  research  projects,  because  that 
makes  it  hard  for  gi-aduate  students  to  adjust  to  changes  in 
a  hot  field.  "If  you  put  the  money  into  the  hands  of  the 
bright  yoimg  people,  they  will  respond  to  piivate-sector  op- 
portunities," says  Paul  Romer  of  Stanford  University. 
OPEN  SYSTEM.  Maintaining  a  healthy  private  sector  is  cmcial. 
In  fact,  one  of  the  top  priorities  for  the  U.  S.  is  to  sustain  its 
cun'ent  open  financial  system,  which  can  quickly  shift  re- 
sources to  innovative  sectoi^s.  Venture  capital,  initial  public  of- 
ferings, and  junk  bonds  enable  new  ideas  to  get  ftmded  rel- 
atively easily,  wiiile  lagging  companies  are  punished  by  being- 
taken  over  or  bought  out.  By  contrast,  the  Japanese  financial 
system  can  provide  companies  with  very  cheap  capital 
through  its  interlocking  networks  of  banks  and  corjjorate 
ties.  The  trade-off  is  an  enormous  amount  of  rigidity  and  in- 
flexibility. "The  strategies  that  Japan  and  other  countries 
use  to  reduce  the  cost  of  capital  are  inimical  to  innovation," 
says  Romer. 

Similaiiy,  a  commitment  to  fi'ee  trade  and  relatively  open 
immigi-ation  is  an  essential  part  of  a  pro-innovation  policy. 
Tlie  pressiu'e  fi"om  foreign  competitors  forces  U.  S.  companies 
to  look  for  new  and  better  ways  of  doing  things.  And  skilled 
immigrants  have  fueled  America's  high-tech  sui'ge. 


VOICES!  Paul  Romer 


TITLE  Professor  of  economics,  Stanford  University.  42. 
CONTRIBUTIONS  As  creator  of  "new  growth  theory,"  Romer 
has  revolutionized  the  way  economists  think  about  growth. 
Rising  living  standards,  he  argues,  depend  more  on  encouraging 
innovation  than  on  the  accumulation  of  physical  capital.  IN  HIS 
WORDS  "We  should  be  trying  to  increase  the  number  of  people 
involved  in  activities  designed  to  generate  new  ideas.  That  is 
where  the  government  can  be  quite  powerful." 


From  this  perspective,  Wasliington  policymakers  can  jus- 
tifiably take  credit  for  a  decade  of  veiy  good  economic  policy 
that  helped  lay  the  gi'oundwork  for  the  innovative  surge  of 
the  1990s.  Despite  heated  criticism  from  both  the  left  and  the 
right,  two  fi-ee-trade  agreements,  the  North  American  Free 
Tr-ade  Agreement  and  the  General  Agi-eement  on  Tariffs  & 
Trade,  were  approved  by  a  Democratic  and  Republican  Con- 
gi-ess,  respectively,  and  signed  by  a  Democratic  President. 

Policy,  by  itself,  can  guarantee  a  new  age  of  innovation. 
And  just  as  a  seed  grows  better  in  the  right  soil,  fomard- 
looking  policies  create  a  better  en\ii-onment  in  wiiich  bright 
ideas  can  floiuish. 

By  Micfiael  J.  Mandel  in  New  York 
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POLITICS 


A  CRASH  COURSE 
FOR  CONGRESS 


Lawmakers  plunge  into  high-tech  issues 
and  shatter  some  old  political  alliances 


They  make  unlikely  dance 
partners  indeed.  Arrayed  on 
one  side  of  Washington's  leg- 
islative ballroom  are  the 
brainy  and  impatient  yet  in- 
sular entrepreneurs  of  America's  high- 
technology  corridors.  Eyeing  them  ner- 
vously are  the  congenitally  cautious, 
technologically  challenged,  legalese- 
spouting  politicians  who  call  the  tunes 
on  Capitol  Hill. 

Slowly,  awkwardly,  and  with  much 
squashing  of  toes,  Silicon  Valley  techies 
and  Washington  pols  are  learning  to  do 
the  box  step.  Their  uneasy  embrace  is 
born  of  necessity.  The  defining  issues 
of  the  Industrial  Age — the  rise  of  trusts, 
the  battle  to  end  child  labor  and  codify 
workers'  rights,  the  regulatory  protec- 
tions spawned  by  the  consumer  move- 
ment— have  faded.  In  theii-  place:  a  new 
set  of  challenges  that  reflect  the  Infor- 
mation Age.  Crotchety  lawmakers  who 
still  think  that  automated  floor  voting  is 
an  electronic  marvel  are  being  forced 


to  grapple  with  issues  such  as  Microsoft 
Coip.'s  market  dominance,  data  enciyp- 
tion,  V-chips,  online  privacy,  and  Inter- 
net taxes. 

Add  to  the  mix  debate  over  trade 
expansion,  immigration,  and  research 
funding,  and  "this  is  not  your  gi'and- 
father's  economy  anymore,"  says  Re- 
publican pollster  Kellyanne  Fitzpatrick. 
"Members  of  Congress  are  being  asked 
to  make  decisions  on  issues  that  have 
not  been  on  their  radar  screen  political- 
ly." The  new  calculus 
will  grow  more  com- 
plex as  the  nation 
moves  fiuther  into  the 
21st  century,  when 
new  developments  in 
biotechnology,  telecom- 
munications, and  fi- 
nance will  begin  to  de- 
mand government 
scrutiny. 

For  old-school  pols 
such  as  Senate  Judicia- 


ly  Committee  Chauinan  Onin  G.  H; 
(R-Utah)  or  House  Commerce  Com; 
tee  Chairman  Thomas  J.  Bliley  Jr. 
Va.),  there's  no  easy  guidebook  to  t 
new  world.  Conversely,  it's  hardly  s 
prising,  given  the  rapidly  shifting  c 
rents,  that  many  technology  executi 
feel  the  political  waters  in  Washin 
are  especially  hard  to  negotiate. 
"OLD  VS.  NEW."  For  one  thing,  tr 
tional  partisan  and  ideological  lab 
don't  always  apply  so  neatly  anym 
There  is.  for  instance,  no  consen 
Democratic  position  on  enciyj)tion 
Republicans  are  all  over  the  lot 
whether  to  increase  the  number  of 
available  to  foreign  lugh-tech  worke 
key  industry  priority.  On  many  iss 
indeed,  liberals  and  conservatives 
working  hand  in  hand — on  both  si 
of  the  debate.  "Left  and  right, 
they've  been  defined,  are  now  de 
says  Jeffrey  A.  Eisenach,  presiden 
the  Progress  &  Freedom  Foundat 
a  conservative  think  tank.  Adds 
House  aide  Paul  E.  Begala:  "Turn 
the-centuiy  politics  will  be  mai'ked 
debate  of  old  vs.  new,  not  left  vs.  rig 
Ultimately,  neither  party  is  a  c 
tollable  home  for'  hbertarian-leaning 
trepreneurs.  Despite  Vice-President 
Gore's  nonstop  courtship  of  Silicon 


NEW  DAY  CONGRESS  IS  WRESTLING 
WITH  HOW-IFATALL-TO  REGULATE  THE 
ONLINE  WORLD.  ALREADYTHIS  YEAR,  MOR 
THAN  150  INTERNET-RELATED  BILLS  HAVE 
BEEN  INTRODUCED,  UP  FROM  24  LASTYEAR 
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GTE 


PEOPLE 
MOVING 
IDEAS- 

wwa'.Bte.  com 


The  21st  Century  Economy  KEEPING    GROWTH  STRONG 


ley,  tech  execs  and  their  highly  mobile, 
educated  workers  are  tumed  off  by  the 
Democratic  Party's  historical  tendency 
to  tax  and  regulate.  But  they're  also 
troubled  by  the  Republicans'  moral 
agenda,  which  seeks  to  tightly  police 
social  behavior. 

Certainly,  that  hasn't  stopped  both 
parties  from  making  ft-equent  forays  to 
Silicon  Valley.  "Clinton  and  Gore  hit  the 
gi'ound  nmning  faster,  but  the  Republi- 


friendly  politicians.  Now,  management 
is  consumed  by  a  wide  range  of  inter- 
national issues,  an  outgrowth  of  the  in- 
creasingly global  marketplace.  And  in 
today's  less  unionized  workplace,  top 
priorities  are  quality  child  care,  health 
benefits,  and  portable  pensions.  "In  the. 
1950s,  blue-collar  workers  argued  over 
the  Taft-Hartley  Act  [the  1947  law  that 
banned  secondary  boycotts].  Today, 
mothers  in  high-tech  companies  argue 


THE  EMERGING  POLITICAL  CALCULUS 


TECHNO-REPUBLICANS 

A  new  breed  of  GOP 
legislator  has  emerged 
to  advocate  for  high- 
tech causes,  from  immi- 
gration liberalization 
to  securities  litigation 
reform.  These  younger 
politicos,  including 
California  Representa- 
tive Tom  Campbell, 
are  comfortable  with 
technology  and 
politically  sawy. 


DEMOCRATIC 
MODERATES 

On  Capitol  Hill,  they're 
called  the  "Blue  Dogs." 
These  pro-business 
centrists,  among  them 
Representative  Ellen 
Tauscher  of  California, 
believe  in  limited 
government  and  are 
willing  to  work  across 
party  lines  to  seek 
consensus  on  cutting- 
edge  economic  issues. 


NEW 

INTERNATIONALISTS 

Farm-state  Republicans 
such  as  Montana  Sena- 
tor Conrad  Bums  are 

becoming  a  key  source 
of  support  on  trade 
and  commerce.  While 
socially  conservative, 
they  resist  pressure 
from  the  Religious  Right 
to  tie  trade  liberaliza- 
tion to  abortion  and 
religious  persecution. 


Ail  of  these  lawmakers,  who  talk  re . 
ularly  with  liigh-tech  execs,  have  prov; 
to  be  quick  studies  at  information  tec; 
nologies,  and  they're  backed  up  i; 
staffers  who  know  even  more.  Th(« 
mostly  moderate  aUiances,  such  as  ta 
New  Deinocrat  Coalition  and  the  Ft 
publican  Main  Street  Partnership,  ai 
becoming  their  parties'  technology-sav 
interpreters  of  trends  in  emerging 
dustries.  "These  issues  are  arcane 
members,  so  we  pi 
the  role  of  educator  <i 
says  Dooley,  co-ch  i 
of  the  New  Democi  e 
Coalition. 

CONSENSUS.  The  C^n 

trists  are  trying 
build  a  consensus 
two  defiiiing  issues 
the  new  generati( 
They're  pushing  M 
environmental  ag( 
da,  for  example,  tl 
eschews  direct  g( 
ernment  edicts  in 
change  for  results-(|e  t 
ented  action 
corporations.  A 
they're  focusing 
business-governmd  P! 
partnerships  to  p  la' 
vide  students 


NEW  ECONOMY 
DEMOCRATS 

In  the  old  political 
model,  they  were  liberal 
Democrats.  But  with 
labor-management 
issues  waning  in  impor- 
tance, lawmakers  such 
as  Texas  Representa- 
tive Lloyd  Doggett 
find  themselves  allied 
with  business  interests 
on  many  trade  and 
technology  issues. 


cans  have  caught  up,"  says  Daniel  S. 
Scheinmann,  general  counsel  for  Cisco 
Systems  Inc.  When  it  comes  to  reeling 
in  the  techies,  "there  will  be  raging 
competition  for  at  least  the  next  decade 
between  the  parties,"  predicts  T.  Wade 
Randlett,  Democratic  adviser  to  Tech- 
nology Network,  a  bipartisan  high-tech 
political  action  committee.  "The  funda- 
mental ethos  of  Silicon  Valley  is  that 
it's  pro-free-market,  pro-enterj)rise,  pro- 
social-tolerance.  Wliichever  party  does 
the  best  job  of  embi-acing  that  centrist 
message  will  win." 

UP-AND-COMERS.  As  they  absorb  that 
lesson,  politicians  also  are  learning  that 
being  perceived  as  "pro-business"  no 
longer  means  what  it  once  did.  In  the 
old  manufacturing  economy,  labor-man- 
agement tussles  often  defined  Corpo- 
rate America's  view  of  friendly  or  un- 


about  day  cai"e,"  says  Senator  Robert  G. 
Torricelli  (D-N.J.)." 

The  emergence  of  a  new  order  has 
created  a  constellation  of  up-and-coming 
political  stars.  AVhile  Gore  has  practi- 
cally made  himself  a  fixture  in  Silicon 
Valley  and  on  Massachusetts'  Route  128, 
other  Democrats  are  working  closely 
with  the  high-tech  community.  Among 
the  standouts:  moderate  Cali- 
fornia Representatives  Calvin 
M.  Dooley,  Ellen  0.  Tauscher, 
and  Anna  G.  Eshoo.  cop  techno- 
stars  include  Michigan  Senator 
Spencer  Abraham  and  Repre- 
sentatives Christopher  Cox  and 
Tom  Campbell  of  California, 
Robert  W.  Goodlatte  of  Virginia, 
W.  J.  ("Billy")  Tauzin  of 
Louisiana,  and  Rick  White  of 
Washington. 


wic! 


computers  and  otli, 


tech  tools  so  they 
train  for  the  jobs  at; 
the  ftitm-e.  Modera 
also  want  to  w(ii 
with  business  to 
displaced  workers 
train  to  compete 
the  rapidly  shift 
job  markets, 
have  to  be  conscife 
of  folks  who  d( 
tliink  they're  going 
make  it  and  ensui'e  that  companies  h  iri;i 
incentives  to  help  them  retrain,"  s  on  ■ 
Tauscher,  a  former  Wall  Sti"eet  stfalie' 
trader  and  investment  banker. 

On  many  other  emerging  issues, 
hoc  coalitions  uniting  the  left  and 
right  are  more  common.  Cox,  a  leadjtNi 
House  consei-vative,  is  working  with 
eral  Democratic  Senator  Ron  Wydei 


E-commerce,  encryption, 
and  other  high-tech 
flash  points  are  making 
for  some  truly  strange 
political  bedfellows 


la 


m. 


via 
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on  to  pass  a  moratorium  on  new 
;  on  Intei-net  access  and  commerce, 
opponents  at  times  have  included 
of  the  nation's  Republican  gover- 
who  see  E-commerce  as  a  huge 
of  tax  revenue  and  fear  losses  in 
state  sales-tax  bases.  Meanwhile, 
iure  to  make  Internet  semce  avail- 
to  iiu'al  communities  is  uniting  such 
ge  bedfellows  as  consei-vative  Alas- 
■enator  Ted  Stevens  and  liberal 
jcratic  Representative  John  D.  Din- 
)f  Michigan. 

lother  odd  alliance  is  shaping  up 
3  debate  over  enciyption.  The  Clin- 
\.dministration,  backed  by  law  en- 
ment,  wants  to  ban  the  export  of 
sticated  code-scrambling  software 
s  the  government  is  provided  vdth 

to  break  the  codes.  The  proposal 
;trong  backing  from  conservative 
iblicans,  including  Representative 

G.  Oxley  (R-Ohio),  a  foi-mer  FBI 
t,  and  law-and  order  Democrats 

as  Senator  Dianne  Feinstein  (D- 
,).  The  unlikely  coalition  opposed 
e  ban  includes  the  software  indus- 
;he  liberal  American  Civil  Liber- 
ITnion,  and  antigovernment  social 
rvatives  led  by  Eagle  Forum  Pres- 

Phyllis  Schlafly.  "It's  an  era  where 
lave  floating  majorities,"  says  Dem- 
ic  Leadership  Council  President  Al 
I.  "You  can't  depend  on  a  coalition 
I  blocs  sticking  together  on  issues 
atter  what." 

e  new  era  coalitions,  and  their  al- 
ii business,  don't  always  get  what 
want.  High-tech  execs  have  been 
i,  for  example,  to  see  support  for 
trade  weakening  in  both  parties. 

Democrats  woiry  that  globaliza- 
is  costing  America  jobs  and  de- 
ing  wages,  and  similar  protectionist 
nent  is  bubbling  up  on  the  pop- 
flanks  of  the  Republican  Party. 
Arise,  the  normally  tech-friendly 
Dn  Administration  is  resisting  Sili- 
"3116/8  pleas  to  lift  the  cap  on  visas 
iireign  high-tech  workers.  The  rea- 
pressure  from  unions  in  an  elec- 
rear. 

ZH  EGGS.  Asia  is  a  critical  market 
echnology-based  industries.  But 
exporters  are  waging  an  uphill 
to  persuade  House  Republicans  to 
ive  an  additional  $18  billion  for  the 
id-out  International  Monetary 
.  Business  views  the  fund  trans- 
i  as  critical  to  the  revival  of  Asia's 
ling  economies.  Yet  in  the  cm-rent 
be,  "there's  absolutely  no  political 
in  defending  internationalism," 
former  Maine  Governor  John  R. 
sman  Jr.,  head  of  the  Republican 
Street  Partnership, 
wmakers  and  the  White  House 


are  wrestling,  as  well,  with  how — if  at 
all — to  regulate  the  new  industries  that 
have  driven  much  of  the  nation's  re- 
cent economic  growth.  On  one  hand, 
more  than  150  pieces  of  Internet-re- 
lated legislation  have  been  introduced 
in  Congress  in  the  current  term,  up 
from  24  a  year  ago.  Yet  although  Mi- 
crosoft Corp.  and  Intel  Corp.  are  en- 


AL  GORE'S  VISION 

THE  INTERNET  The  White  House's 
technogeek,  Gore  was  the  first  Washing- 
ton pol  to  regularly  visit  Silicon  Valley. 
Credited  by  some  with  coining  the  phrase 
"Information  Superhighway,"  Gore  would 
bar  taxation  of  electronic  commerce 
while  finding  funds  for  a  faster  Internet. 

RESEARCH  He's  pushing  tax  incentives 
to  encourage  corporate  research 
and  development.  Another  pet  idea: 
The  Commerce  Dept.'s  Advanced  Tech- 
nology Project,  which  provides  gov- 
ernment support  to  private  research 
not  yet  commercially  viable  in  the  pri- 
vate sector. 

RETOOLING  The  Vice-President  talks  of 
using  new  technologies  to  make  old-line 
manufacturers  more  productive  and 
globally  competitive.  He  favors  job 
retraining  and  lifetime  learning 
programs  and  supports  incentives  for 
private  enterprise  to  invest  in  inner 
cities  and  rural  communities. 

TRADE  Ever  since  his  pivotal  NAFTA  de- 
bate with  Ross  Perot,  Gore  has  been  a 
leading  Administration  spokesman  for 
trade  expansion.  As  co-chair  of  bilateral 
economic  commissions  with  four  na- 
tions, including  Russia  and  South  Africa, 
he's  working  to  build  the  economies  of 
potentially  huge  export  markets. 
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meshed  in  legal  battles  with  antitrust 
enforcers,  technology  titans  mostly 
have  eluded  the  congi-essional  impulse 
to  regulate. 

One  reason:  Neither  party  wants  to 
be  responsible  for  killing  the  goose  that 
is  laying  the  economy's  golden  eggs. 
And  the  Information  Age  is  evolving 
so  rapidly  that  lawmakers  aren't  sure 
how  to  be  either  timely  or  relevant. 
"It's  too  hot  for  them  to  handle,"  says 
Jerry  J.  Jasinowski,  president  of  the 
National  Association  of  Manufacturers. 
"Government  understanding  of  econom- 
ic and  technological  developments  sub- 
stantially lags  behind  what  is  actually 
going  on  in  the  market." 

Corporate  officials  want  the  govern- 
ment to  stay  out  of  their  product- 
development  and  merger  plans.  But  the 
American  public  is  ambivalent.  While 
54%  say  the  success  of  new  industries 
gi"ows  out  of  theu"  "relative  um'estricted 
state,"  according  to  a  poll  by  Fitz- 
patrick,  a  majority  say  high  tech  re- 
cjuii'es  at  least  some  regulation.  "Folks 
recognize  that  there  should  be  some 
sort  of  oversight  at  the  federal  level," 
says  Fitzpatrick.  "The  no-regulation 
stance  is  not  going  to  play." 
SHIFTING  ALLIANCES.  Even  high  tech's 
biggest  boosters  concede  that  as  tech- 
nology, trade,  and  immigration  issues 
flood  into  Congress  for  consideration, 
more  federal  oversight  is  inevitable. 
"So  far,  the  friends  of  technology  have 
been  winning  the  battle,"  says  Repre- 
sentative Cox.  "But  as  time  wears  on, 
the  Internet  vdll  attract  its  share  of 
good  and  bad  legislative  proposals." 

To  prepare  for  that  day,  tech  compa- 
nies are  hiring  Washington  lobbyists, 
fomiing  industiy  coalitions,  and  making 
more  fi'equent  forays  to  plead  theu-  case 
in  congi-essional  hearing  rooms.  Their 
abiding  hope:  that  Capitol  Hill  politi- 
cians at  least  will  look  and  listen  be- 
fore leaping  to  impose  some  structure 
on  the  gi'eat,  formless  techno-beast.  In- 
telligent, effective  oversight  will  requir-e 
considered  judgment — and,  no  less,  some 
understanding  of  the  arcane  aspects  of 
chip  design,  genetic  engineering,  and 
Internet  domains. 

As  the  nation  edges  into  the  next 
century,  the  government's  task  will  be- 
come even  more  complex.  Political  align- 
ments will  continue  to  shift,  blurring 
further  the  familiar,  more  predictable 
landscape.  All  major  economic  transfor- 
mations are  wrenching  experiences  that 
bring  their  share  of  social  and  political 
dislocation.  In  the  Infoi-mation  Age,  too, 
hidebound  Washington  will  straggle  to 
cope  with  the  upheaval. 

By  Richard  S.  Dimham  and  Amy 
Bomis  in  Washington 
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The  21st  Century  Economy 


SUMMING  UP 


THE  OPTIMISTS  HAVE  IT  RIGHT 


Sure,  the  21st  Century  Economy  gets  a  lot  of  hype.  But  breaking  technological 
boundaries  and  sustaining  high  growth  have  been  the  rule  throughout  America's  histor 


Once  upon  a  time,  Paul  Cullen  was  a  plumber,  till  he  got 
tii'ecl  of  coming  home  with  gunk  on  liis  hands.  "I  want- 
ed to  do  something  with  my  brain,"  he  says.  So  off  he 
went  to  community  college,  where  new  skills  awaited.  Two 
years  later,  he  was  a  technical-support  rep,  working  the 
kinks  out  of  complex  computer  networks  in  Seattle. 

This  may  be  the  featm-e  of  the  21st  centuiy  economy  that's 
easiest  to  fathom:  The  guy  who  unclogged  your  toilet  now 
tends  yoiu'  local-area  network.  It's  other  changes  that  may  take 
some  getting  used  to. 

To  review:  Tiny  things  called  nanotubes,  built  atom  by 
atom,  someday  will  produce  striking  materials  and  self-repli- 
cating semiconductors.  Genetic  engineering 
somehow  will  double  the  yield  of  com. 
Dnagmakers,  having  "bar-coded"  om' 
DNA,  will  find  a  cure  for  cancer. 
And  financial  innovations,  diiv 
en  by  unimaginably  power- 
ful computers,  will  parse 
risk  into  ever  smaller 
bits.  Soon,  you  may  be 
able  to  buy  an  option 
that  pays  off  if  your 
home  price  doesn't  keep 
up  with  the  Joneses'. 

There    are  vexing 
commonalities  here. 
First,  you  can't  see  most 
of  this  stuff.  0.  K.,  maybe 
you'll  turn  up  a  nanotube 
vAth  something  called  a  scan- 
ning probe  microscope^ — but  the 
probe  itself  is  so  small  you  can't 
see  that,  either.  Even  more  suspicious, 
these  phenomena  tend  to  be  preceded  by  the 
words  "I'adical"  and  "revolutionaiy"  and  followed  by  the 
phrase  "new  paradigrn." 

Then  there's  the  conclusion.  Revolutionaiy  (that  word!) 
technologies  and  rapid  globalization  will  create  a  new  para- 
digm (see?)  for  the  economy.  They  w\\\  send  productivity 
soaring,  allowing  faster  growth  with  low  inflation  and  modest 
unemployment.  This  dynamic  could  last  for  decades,  bringing 
unimagined  prosperity  worldwide. 

Uh-huh.  Underetandably,  there's  an  urge  to  dismiss  the  whole 
notion.  Many  intelligent  people  do,  in  fact — respected  economics 


From  the  telephone  to  railroads 
and  semiconductors,  each  leap 
has  kicked  up  growth  and  raised 
living  standards 


gums  such  as  Paul  Knigman  and  Robert  M.  Solow,  the  tv 
towere  of  the  Massachusetts  Institute  of  Tbclmology,  view  the 
gument  as  extravagant  optimism  bom  of  hopeless  naivete.  F 
(Thaimian  Alan  Greenspan  bought  in  only  recently — and  th( 
only  up  to  a  point. 

Here's  the  thing,  though.  So  far,  the  numbers  suggest 
for  real.  Gross  domestic  product  keeps  gi'owing  faster  th 
anyone  expects.  Inflation  is  almost  negligible.  UnempU 
ment,  stuck  below  5%,  recalls  the  palmiest  days  of  the 
called  American  Centuiy.  Incomes  are  up  and  the  poor  i 
gaining.  Life  is  pretty  good  all  around. 

Here's  another  thing — and  it's  really  the  more  importa 
Colossal  technological  bounds,  global  inten 
pendence,  and  sustained  high  grow 
aren't  exceptional.  Through  m( 
of  America's  economic  histo 
they've  proved  the  ru 
Since  the   1890s,  we' 
gone   from   one  bre; 
thi'ough  to  the  next — 
telephone,  railroad, 
tomobile,  semiconduci 
Internet.   Iced  lat 
Each  quantimi  leap  1 
kicked  up  growth 
right — maybe  not 
latte)  and  raised  liv 
standards. 
Mired  as  we  are 
more  recent,  less  inter( 
ing  histoiy,  it's  easy  to  ov 
look  this  past.  We've  gro 
accustomed  to  incremental 
provements  and  measm-ed  change,  whJ 
is  what  most  of  the  1970s  and  1980s  were 
about.  We  imagine  the  inevitability  of  inflation  and  glu]| 
mouth  the  rich-get-richer,  poor-get-poorer  mantra. 

It  comes  down  to  this,  then.  Were  those  20-odd  years: 
anomaly  or  indicative  of  some  greater,  bleaker  trath?  Has 
the  really  cool  stuff  been  done  already?  Or  is  technolog 
and  economic  progress  naturally  defined  by  startling,  dazz! 
leaps — bursts  of  brilliance  that  reflect  humanity's  imaginal| 
capacity?  Are  we  on  the  cusp  of  such  dazzlement  now? 

As  you  might  guess,  we  side  with  the  leaps.  And  we  thl 
we're  stalling  to  get  there.  The  change,  wild  and  cacophon(| 
won't  always  be  painless:  Radical  transformations  create 
location  along  with  bounty.  The  highs  will  be  higher,  but 
lows  could  be  biutal.  Asia's  craziness,  the  recent  stock  mar. 
get  the  pictm-e?  But  ultimately,  we're  likely  to  be  just  f 
This  vision  of  the  21st  Centuiy  Economy  certainly  is  o 
mistic — but  not  extravagantly  or  naively  so.  The  chan 
are  real,  they're  coming,  and  they're  going  to  be  a  lot  of 
At  least,  most  of  the  time. 

By  Keith  H.  Hammonds  in  New  11 
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Will  Your  Business  Survive 
Asia's  Economic  Implosion? 


A  Standard  &  Poors  DRI  study  assessing 
the  implications  of  a  worst-case  scenario 


D. 


espite  recent  attempts  to  stabilize  the  yen,  the  risks  of  an  Asian  economic  implosion 
continue  to  cHmb.  With  this  economic  news,  the  outlook  for  your  revenues  and  profitability 
has  deteriorated. 

A  deeper  recession  across  Asia  combined  with  a  financial  meltdown  in  Japan  could  spell 
serious  trouble  for  the  world  economy,  including  recessions  in  the  U.S.  and  Europe,  a  sharp 
correction  in  the  U.S.  and  European  stock  markets,  a  further  free-fall  of  the  yen,  devaluation 
of  the  Chinese  renminbi,  and  the  spread  of  the  Asian  flu  to  other  emerging  markets,  including 
Mexico,  Brazil,  Russia,  Turkey  and  South  Africa. 

Even  as  conditions  continue  to  deteriorate,  U.S.  and  European  businesses  have  yet  to 
experience  the  full  impact  of  this  crisis.  But  prudent  managers  know  that  standing  above 
the  rest  in  today's  global  marketplace  rec]uires  interpreting,  anticipating  and  —  most  of  all  — 
responding  to  sometimes  ambiguous  changes  in  the  global  financial  and  economic  climate. 

In  a  study  examining  the  implications  of  these  developments.  Standard  &  Poor  s  DRI,  the 
premier  provider  of  global  economic  insight,  will  help  you  measure  their  effect  on  revenues 
and  profitability.  The  study  includes: 

Base-case  and  worst-case  scenario  forecasts  —  of  economic  growth,  exchange 
rates  and  trade  balances  —  for  each  region  of  the  world  plus  key  industrial  and 
emerging  economies  including  the  U.S.,  Germany,  Japan,  Korea,  Brazil,  and 
Russia  —  allowing  you  to  anticipate  the  implications  for  your  business. 

A  worst-case  scenario  analysis  of  the  vulnerability  of  such  exports  as  aircraft, 
autos  and  parts,  semiconductors,  and  soybeans  from  the  U.S.  and  Europe. 

A  discussion  of  how  a  worst-case  scenario  would  develop  in  Asia  —  including 
trigger  points  —  and  how  its  impact  would  be  transmitted  to  the  rest  of  the 
world,  allowing  you  to  respond  quickly. 

Don't  just  stand  by.  For  only  $2000,  insight  from  Standard  &  Poor's  DRI 
could  help  your  business  withstand  this  crisis. 


Call  or  e-mail  us  today  to  purchase  your  copy  of  this  important  new  study. 
Phone  U.S.:  1-800-933-3374  Europe:  ■•■44-181-545-6222  e-mail:  marketing@dri.mcgraw-hill.com 
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ownership  with  deed  &  title. 

For  more  information: 

Ph  407-884-6529 
Fax  407-889-5065 

hi  t1p://www. microsol.net/mlrproperties 


Financial  Services 


Comprehensive  Financial 
Research  Analysis 

Specializing  in: 

•  Investments        •  Corporations 

•  M  &  A         FOR  •  institutions 

•  Credit  Reviews    •  Individuals 
25  years  of  Wall  Street  experience. 
Quantitative  &  qualitative  analysis 

Call  Joseph  Consulting 
914-638-1924 


Menswear/Fashion 


men's  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

FREE  catalog 'High  quality  160  styles 


HITCHCOCK  SHOES,  INC. 

Dept.  55 M  Hingham,  MA  02043 
1-800-992-wiDE  www.wideshoes.com 


Home  Furnishings 


^    Buy  Direct!  ^ 

from  North  Carolina,  furniture 
capital  of  the  world.  Shop  and 
save.  In  home  delivery.  Over  400 
manufacturers  to  choose  from. 

HOMEWAY  FURNrrURS  COMl>AMY 
P.O.  Box  f  54a,  Mt.  Ahy,  NC  270S0 
.  (800)  334-9094  (336)  78Mt51  . 


Boarding/Prep  Schools 


RIVERSIDE 

MILITARY  ACADEMY 

EXCELLENCE  IN  COLLEGE  PREP 
SINCE  1907 

-  Honor  JROTC  scliool  with  distinction 

-  Safe,  structured,  all  boys  boarding 

Environment 

-  Grades  7/12,  full  accredited,  small  classes, 

Weekly  report  cards 

-  Promotes  leadership,  self-confidence,  and 

Manners 


■  Computer  in  every  dorm  room 

■  Full  athletic  program 

•  Band,  Fine  Arts,  and  Aviation 

•  Affordable  Tuition 

-  Located  on  Lake  Lanier  in  North  GA 

-  www. cadet  com 


FOR  MORE  INFORMATION  CALL  1-800-GO-CADET 


A  Division  of  The  McGraw  HiU  Companies 


BizLmk 

Unless,  of  course,  you  actually 
enjoy  filling  out  forms. 

Want  advertiser  information  now,  without  having  to  fill 
out  one  of  those  pesky  reader  service  cards?  Connect  with 
BizLink,  Business  Week's  new  electronic  reader  service 
fulfillment  system.  You'll  get  the  information  you  need  the 
way  you  want  it — by  fax,  phone,  mail,  or  e-mail.  It's  free,^ 
it's  fast  and  nothing  could  be  simpler.  Why  wait? 
Access  BizLink  now: 

www.businessweek.com/BizLink 


BusinessWeek 


Most  Read.  Best  Read.  Worldwide. 


And  if  you  don't  have  an  Internet  connection, 
just  call  1-800-848-6708. 
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15  The  Tim  ken 
Company 

16  Toyota 
INTERNET  ONLY 

17  Amoco 
Chemicals 


1  3Com 

2  Aurum 

3  BREITLING 
WATCHES 

4  Cadence  Design 
Systems 

5  Clarify  Inc. 


6   Hilton  H Honors    11  Mississippi 

Department 


7  Infiniti 

8  J.D.  Edwards 

9  Lexmark 

10  Liberty  Mutual 
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Community 

Development 

12  Rockwell 
Corporation 

13  Savin 


I 


siness  Week  Index 


DUCTION  INDEX 


trjm  last  week;  0,  /".) 
ange  from  last  year:  4.1% 


PRODUCTION  INDEX 

—  Aug,  1  =  132-4  — 


Aug.  Dec 
1997  1997 
index  IS  a  4-week  moving  average 

Apr 
1998 

Aug 
1998 

oduction  index  moved  up  m  ttie  week  ended  Aug.  1,  wtiile  tlie  unaveraged 
ell  0.7%  to  132.7,  from  133.6.  For  ttie  month  of  July,  the  index  dropped 
off  0.9%  from  June's  figure  of  132-9.  After  seasonal  ad|Listment,  steel 
al  output  increased  as  did  rail-freight  traffic.  The  Association  of  American 
ds  attributes  the  increase  m  coal  traffic  to  the  record  hot  summer  weather, 
lion  levels  of  autos,  trucks,  electricity,  oil,  and  lumber  all  were  down. 

rtion  inflpx  rnpvnghl  19^18  hy  Th.'  M,- Gr.iw  H'H  Cniv^^r^r  

PING  INDICATORS 

[  PRICES  (8/7)  S&P  500 

LATEST  WEEK 
WEEK  AGO 

1089.45  1120.67 

YEARLY 
%  CHG 

16.7 

IRATE  BOND  YIELD.  Aaa  (8/7) 

6.52%  6.59% 

-10.6 

f  SUPPLY.  M2  (7/27)  billions 

$4,213.4  $4,208.9r 

7.3 

L  CLAIMS,  UNEMPLOYMENT  (7/31)  thous 

307         30  Ir 

0.7 

iAGE  APPLICATIONS.  PURCHASE  8/7) 

254,7  257.2 

15.5 

lAGE  APPLICATIONS.  REFINANCE  (8/7) 

1,291.9  1,278.8 

79.7 

:  !S:  Standard  &  Poor's,  Moody's,  Federal  Reserve,  Labor  Dept.,  Mortgage 
,  Assn.  (Index;  March  16,  1990-100) 

iRESTRATES 

AL  FUNDS  (8/11) 

LATEST  WEEK 
WEEK  AGO 

5.47%  5.54% 

YEAR 
AGO 

5.50% 

ERCIAL  PAPER  (8/11)  3-month 

5.49  5.51 

5.57 

FICATES  OF  DEPOSIT  (8/12)  3  month 

5.58  5.59 

5  57 

MORTGAGE  (8/6)  30-year 

7.04  7.05 

7.60 

TABLE  MORTGAGE  (8/6)  one  year 

5.78  5.79 

6-69 

(8/6) 

8.50  8.50 

8.50 

SS:   Federal  Reserve,  HSH  Associates.  Bloomber 

g  Financial  Markets 

PRODUCTION  INDICATORS 


STEEL  (8/8)  thous.  of  net  tons 

LATEST 
WEEK 

2,061 

WEEK 
AGO 

2,066# 

YEARLY 
%  CHG 

4.0 

AUTOS  (8/8)  units 

113,607 

79,666r# 

-5.1 

TRUCKS  (8/8)  units 

117,168 

84,901r# 

6.6 

ELECTRIC  POWER  (8/8)  millions  of  kilowatt-hrs. 

75,425 

76,391# 

5.0 

CRUDE-OIL  REFINING  (8/8)  thous.  of  bbl./day 

15,247 

15,431# 

3.8 

COAL  (8/1)  thous.  of  net  tons 

21,223# 

21,373 

7.6 

LUMBER  (8/1)  millions  of  ft. 

505. 0# 

508.0 

0.3 

RAIL  FREIGHT  (8/1)  billions  of  ton-miles 

26. 1# 

25.8 

2.4 

Sources:  American  Iron  &  Steel  Institute.   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute.  Energy  Dept.  WWPAi,  SFPA:',  Association  of 
American  Railroads 

PRICES 

GOLD  (8/12)  $/troy  oz. 

LATEST 
WEEK 

285.050 

WEEK 
AGO 

287.900 

YEARLY 
%  CHG 

-12.6 

STEEL  SCRAP  (8/1 1)  #1  heavy,  $/ton 

120.50 

130.50 

-17.7 

COPPER  (8/6)  (Z/lb. 

77.5 

81.4 

-29.6 

ALUMINUM  (8/6)  c/ib 

63.5 

66.3 

-23.3 

COTTON  (8/8)  strict  low  middling  1-1/16  in.,  (Z/ib 

70.41 

71.01 

-2.8 

OIL  (8/11)  $/bbl. 

12.59 

13.52 

-36.6 

CRB  FOODSTUFFS  (8/1 1)  1967=100 

225.43 

224.04 

-5.3 

CRB  RAW  INDUSTRIALS  (8/11)  1967=100 

291.23 

294.44 

-14.8 

Sources:  London  Wednesday  final  setting.  Chicago  market,  Metals 
market.   NYMEX,  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (8/12) 

LATEST 
WEEK 

145.87 

WEEK 
AGO 

144.06  1 

YEAR 
AGO 

15.65 

GERMAN  MARK  (8/12) 

1.78 

1.77 

1.83 

BRITISH  POUND  (8/12) 

1.63 

1.64 

1.58 

FRENCH  FRANC  (8/12) 

5.95 

5.94 

6.19 

ITALIAN  LIRA  (8/12) 

1751.5 

1747.0  1794.9 

CANADIAN  DOLLAR  (8/12) 

1.51 

1.51 

1.39 

MEXICAN  PESO  (8/12) 

9.172 

9.010 

7.775 

TRADE-WEIGHTED  DOLLAR  INDEX  (8/12) 

115.4 

114.8 

106.3 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  British  pound  in  dollars.  Trade-weighted  dollar  via  J.P  Morgan, 


ata  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
■nt.   l-Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revi$ed       NM-Not  meaningful 


HE  WEEK  AHEAD 


MEETING 

y,  Aug.  18  ►  The  Federal  Reserve 
Federal  Open  Market  Committee 
et  to  set  monetary  policy  for  ttie  next 
ks.  No  economist  among  those  sur- 
ly  Standard  &  Poor's  mms,  a  unit  of 
Graw-Hill  Companies,  expects  a 
in  short-term  interest  rates.  The 
irget  for  the  federal  funds  rate  has 
5%  since  March,  1997. 

MER  PRICE  INDEX 

V.  Aug.  18,  8:30  a.m.  edt>  Con- 
)rices  likely  increased  0.2%  in  July, 
=  ,&p  MMS  median  forecast,  after  ris- 
%  m  June.  The  pattern  is  the  same 
es  excluding  food  and  energy  items: 


Core  prices  probably  rose  0.2%  in  July,  fol- 
lowing a  0.1%  gain  in  June. 

INTERNATIONAL  TRADE 

Tuesday,  Aug.  18,  8:30  a.m.  edt>  The  for- 
eign trade  deficit  for  goods  and  services  was 
probably  little  changed  in  June  from  May's 
record  high  of  $15.7  billion.  The  s&p  mms 
economists  expect  that  exports,  which  have 
fallen  in  five  of  the  last  seven  months, 
rebounded  slightly,  while  imports,  up  0.5% 
in  May,  continued  to  expand. 

HOUSING  STARTS 

Wednesday,  Aug.  19,  8:30  a.m.  edt>-  Hous- 
ing starts  probably  fell  back  to  an  annual 
rate  of  1.59  million  in  July,  after  surging 


5,6%  in  June,  to  a  1.51  million  pace.  Even 
with  the  expected  decline,  starts  would  be 
some  9%  higher  than  their  level  of  a  year 
ago.  Homebuilding  remains  one  of  the 
strongest  sectors  of  the  economy,  buoyed  by 
healthy  consumer  finances,  skimpy  housing 
inventories,  and  low  mortgage  rates. 

FEDERAL  BUDGET 

Friday,  Aug.  21,  2  p.m.  edt>-  The  U.  S. 
Treasury  is  likely  to  announce  a  budget 
deficit  of  $22  billion  in  July,  forecasts  the 
s&p  MMS  survey.  That  would  be  less  than  the 
$25.6  billion  recorded  in  July,  1997.  Wash- 
ington's budget  is  expected  to  be  firmly  in 
the  black  when  the  fiscal  year  ends  on 
Sept.  30. 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  IVIost  subsidiaries  are  indexed  under  their  own  names. 
Conipanies  listed  only  in  tables  are  not  included. 


Advanced  Technology  128 
Advest(AD\/)  30 
AFLAC  (AFL)  114 
Alcatel  120 

Amazon.com  (AMZN)  108 
Amoco  (AN)  40 
Andersen  Consultmg  108 
Aon  98 

Apple  Computer  (AAPL)  88 
Applied  Materials 


Arco(ARC)  38 
Ariba  Technologies  i08 
Ascii  124 
AT&T(D  88,102 
Autoweb.com  88 
Axent  Technologies 
(AXNT)  34 

B 


Barnes  &  Noble  (BKS)  108 
Bayer  108 

BBN  Communications  88 
BellSouth  (BLS)  114 
Blue  Cross  &  Blue  Shield 

of  Georgia  ii4 
Boeing  (BA)  28, 102 
Bristol-Myers  Squibb 

(BMY)  86 

British  Petroleum  (BP)  40 
British 

Telecommunications 
(BTY)  38 

Broadcom  (BRCM)  110 
BT  Alex.  Brown  32 


Cambridge  Display 

Technology  128 
Cambridge  Technology 

Partners  (CATP)  108 
Canadian  Imperial  Bank 

(BCM)  28,108 

Capital  International  48 
Capital  Z  Partners  98 
Cargill  98 


Carmike  Cinemas 
(CKE)  114 
Cendant  (CD)  38 
Chase  Manhattan 

(CMB)  54,98 

CheckFree  Holdings 
(CKFR)  38 
Chevron  (CHV)  40 
CHI  Research  94 
Chrysler  (C)  38 
CHS  Electronics  (CHSE)  54 
Cisco  Systems  (CSCO)  88, 

102, 110. 120, 140 

Citicorp  (CCD  98 
Colt  Telegram  120 
Combined  Actuarial 

Performance  46 
Commerx  108 
Compaq  Computer 

(CPQ)  110 
Compliance  Tools  7 
Compugen  128 
Concert  38 

Conference  Board  116 
Covance  110 
Crescendo 

Communications  102 


Daewoo  Motor  32 
Dell  Computer  (DELL)  102, 
110 

Delphi  Automotive 

(GM)  110 
Deutsche  Bank 

Securities  116 
Digital  Garage  124 


Esprit  Telecom 

(ESPRY)  120 
Eudora  34 
Excellence 

Optoelectranix  128 
Excite  (XCIT)  38 
Exxon  (XON)  40 

F 


E-Loan  88, 108 
Eastman  Kodak  (EK)  54, 
102 

eBay  88 
EC  88 

EDventure  Holdings  108 
ElfAquitaine  40 
Eli  Lilly  (LLY)  31 
Enzo  Biochem  (ENZ)  54 
Epigram  88 

Ericsson  (L.M.)  (ERICY)  88, 
120 


Fidelity  Investments  46 
First  Data  (FDC)  38 
Flextronics  (FLEXF)  110,154 

Ford  (F)  30,64,76,102 

Forrester  Research 

(FORR)  32,108 

Franklin  Research  & 
Development  38 
FreeMarkets  OnLine  108 
Fu|itsu  124 
G 


Gartner  Group  124 
Genentech  (GNE)  94 
General  Electric  (GE)  102 
General  Motors  (GM)  23, 

32, 60,64,102,110 

GeoPartners  Research  102 
Goldman  Sachs  30 
Grainger  (W.W.)  (GWW)  108 

H 


Internet  Bookshop  120 
Internet  Security 
Systems  34 


Harley-Davidson  (HDI)  1O8 
Health  Resource  Group  36 
Hewlett-Packard  (HWP)  28, 
110 

Honda  (HMO  32,42 
Hotchkis  &  Wiley  40 
Humana  (HUM)  38 
Hummer  Winblad  Venture 
Partners  108 


IBM  (IBM)  38,102,120 

IMS  Health  31 
Industrial  Light  & 
Magic  128 

Ingram  Book  Group  108 
Inovit  128 
Instill  108 

Intel  (INTO  88,110,124,140 
International  Data  120 


Jardine  Fleming 
Securities  42 
Justsystem  124 

K 


Kana  Communications  88 
Kearney  (A.T)  110 


Lanston  (Aubrey  G.)  26 
Long-Term  Credit  Bank  of 
Japan  28 

Lucent  Technologies 

(LU)  72,80 
M 


Marubeni  Denim  114 
McGraw-Hill  (MHP)  98, 151 
MCI  Communications 
(MClC)  38 

Mercedes-Benz  (DAI)  110 
Merck  (MRK)  31,110 
Mercury  Asset 
Management  46 
Merrill  Lynch  (MER)  28.31, 

38, 46,  98 

Metro-Goldwyn-Mayer 
(MGM)  38 
MicroAge  (MICA)  54 

Microsoft  (MSFT)  32,34,38. 
60, 88,102.124,136.140 

Mitsubishi  Motors  42 
Mobil  (MOB)  40 
Morgan  Guaranty  (JPM)  54 
Morgan  (J.P)  (JPM)  46, 54 
Motorola  (MOT)  88 

N 


National  Semiconductor 
(NSM)  110 
NBC(GE)  108 
Netscape  Communications 

(NSCP)  34,38,88 

Neurogen  (NRGN)  31 
New  Enterprise 
Associates  88 


News  Corp.  (NWS)  38 
NexTrend  32 
Nippon  Telegraph  & 
Telephone  124 
Nokia  120,128 
Norwest(NOB)  30,38 
Novartis  31 
Novell  (NOVL)  32 
NovoNordsk  86 


Oracle  (ORCL)  38 
p 


Pacific  Investment 

Management  30 
Palo  Alto  Design  Group  154 
Pfizer  (PFE)  31 
Philips  Electronics 

(PHO  120 

Pioneer  Hi-Bred  (PHB)  86 
PncewaterhouseCoopers  88 
Primark  Decision 
Economics  26 


Rand  76 

Royal/Dutch  Shell  (RD)  40 


SAP  88,120 
Saudi  Arabian  Oil  40 
Schroders  Japan  42 
Securities  Data  98 
Siemens  80, 128 
Silicon  Graphics  (SGI)  88 
Sinopec  23 
SmithKline  Beecham 

(SBH)  86 
Smith  (W.H.)  120 
Softbank  124 
Solectron  (SLR)  110 
Sony{SNE)  38,120,124 
Southern  California 

Gas  108 

Standard  &  Poor's 

(MHP)  28,42,54.60,98.151 

starfish  Software  88 
StressGen  110 
Sumitomo  38 
Sun  Microsystems 

32, 88 


Terayon  110 
Texaco  (TX)  40 
Thomson  Multimedia  1 
3Com  (COMS)  88, 154 
Time  Warner  (TWX)  38 
TiVo  88 
Toshiba  124 
Total  40 
Total  Systems  Services 
aSS)  114 
Toyota  aOYOY)  32,42, 
Tracinda  38 
Travelers  (TRV)  98 

u 


UBS  46 

Union  Carbide  (UK)  40 
Union  Texas  Petroleum 
United  Healthcare 

(UNH)  38 
United  Press 

International  15 
Unocal  (UCL)  38 
UPS  72 
V 


Varian  Associates 
(VAR)  136 
VentureOne  88 
Viatel  (VYTL)  120 
Volkswagen  32 
w 


Taiwan  Semiconductor  128 
Technology  Forecasters  110 


Wang  Laboratories 

(WANG)  102 
WebTV  (MSFT)  88 
Wells  Fargo  (WFC)  38 
Williams  Energy 

Services  98 
WorldCom  (WCOM) 
World  Research 

Advisory  98 
WRQ  72 


Xerox  (XRX)  88 
Xilinx(XLNX)  110 

Y 


Yahoo!  (YHOO  32, 1 
z 


Zurich  Group  116 
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estment  Figures  of  the  Week 


'  soo 

Feb.    Aug.  Aug.  E-12 


:  1084.22 

•  1080 


I -week  change 
+0.3% 


lENTARY 

isettling  week  in  the  fi- 
al  markets,  which  con- 
I  to  reverberate  to  the 
travails.  After  small 
on  Aug.  6  and  7,  the 
larkets  plummeted  again 
g.  11.  The  Dow  Jones  in- 
al  average  fell  112 
,  or  1.3%,  and  the  S&P 
ustained  a  similar  crop, 
ders  continued  to  worry 
the  Asian  economic 
.  But  the  biggest  decline 
ustained  by  the  NASDAQ 
Dsite,  which  plunged 
as  high-tech  companies 
mild  recovery  took  place 
12. 


%  change 


U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

8553.0 

0.1 

6.6 

NASDAQ  Combined  Composite 

1825.5 

2.1 

12.1 

S&P  MidCap  400 

335.1 

1.8 

6.5 

COD  CmriiiPnn  cnn 

b&r  bmaiiiap  buu 

173.2 

3.1 

-0.6 

^j^P  ^iinprrnmnn<;jtp  1^00 

229.6 

0.5 

13.9 

%  change 

Sb^ir  1        f\  J 

Latest 

Week 

Year 

Bloomberg  Information  Age 

355.2 

1.2 

16.9 

S&P  Financials 

1 26.6 

-2.4 

17.0 

cop  lltilifioc 

2.5 

18.6 

PSE  Technology 

344.0 

2.7 

1.6 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE  100) 

5462.2 

-3.0 

10.2 

Frankfurt  (DAX) 

5402.4 

-A.] 

27.9 

Tokyo  (NIKKEI  225) 

15,379.0 

-3.8 

-20.1 

Hong  Kong  (Hang  Seng) 

6859.5 

-8.1 

-56.7 

Toronto (TSE  300) 

6495.4 

-3.5 

^.1 

Mexico  City  (IPC) 

3561.5 

-12.2 

-30.5 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield  1.47% 
S&P  500  P/E  Ratio  (Last  1 2  mos.)  25.6 
S&P  500  P/E  Ratio  (Next  12  mos.)*  20.5 

1 .46  % 

26.6 

20.5 

1.62% 

23.3 

18.6 

First  Call  Earnings  Revision* 


TECHNICAL  INDICATORS 


-2.72%  -2.64%  -1.20% 


Latest 


Week 
ago 


Reading 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 

Data:  Bloomberg  Financial  Markets; 


1049.2  1046.1 
26.0%  28.0% 
0.62  0.55 
1.28  1.46 


Positive 
Positive 
Neutral 
Positive 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Photography/Imaging 

Semiconductors 

Tobacco 

Computer  Systems 
Communications  Equip. 


7.2  Specialty  Appar.  Retailers  88.5 

7.2  Broadcasting  75.2 

4.2  Automobiles  59.5 

3.7  Drug  Chains  59.4 

2.8  Genl.  Merchandise  Chains  59.0 


WORST-PERFORMING 

Last 

Last  12 

GROUPS 

month  % 

months  % 

HMOs 

^5.7 

Metals 

-51.5 

Oil  &  Gas  Drilling 

-23.2 

Oil  &  Gas  Drilling 

-51.2 

Shoes 

-21.9 

Engineering  &  Constr. 

-43.2 

Oil-Weil  Equip.  &  Svcs. 

-21.3 

Gold  Mining 

^1.8 

Engineering  &  Constr 

-17.8 

Shoes 

-37.5 

BLOOMBERG  MONEY  FLOW  ANALYSIS 


'First  Call  Corp. 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

America  Online 

107V8 

-11^4 

Citicorp 

144^/4 

-29  V2 

Lucent  Technologies 

88 '/i  6 

Merrill  Lynch 

86 '72 

-21 '/1 6 

R.P.  Scherer 

90% 

-1  V8 

Pfizer 

103 '5/1 6 

-14^4 

Decline  ahead?  Stocks  with  most 
signiticani  selling  on  price  strength 

Price 

1-month 
change 

Cisco  Systems 

98 

33/4 

Dell  Computer 

IO6V4 

V16 

Compaq  Computer 

33  7/8 

1  V4 

Applied  Materials 

32 '/a 

4^/16 

American  Home  Products 

50^/8 

1  V8 

Johnson  &  Johnson 

74 

2^/16 

EST  RATES 


kSURY  BOND  INDEX 

Feb.   Aug.    Aug.  6-12 


.  cliange 


-1675 
:  1667.38 


1-week  change 
+0.6% 


KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.10 

5.11 

5.16 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

4.99 

5.07 

5.23 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MDNTH  BANK  CDS 

5.07 

5.06 

5.17 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.19 

5.28 

5.51 

GENERAL  OBLIGATIONS 

4.39% 

4.41% 

4.93% 

4.95% 

10-YEAR  TREASURY  NOTES 

5.38 

5.44 

6.24 

PERCENT  OF  TREASURIES 

81.44 

81.15 

87.84 

87.38 

30-YEAR  TREASURY  BONDS 

5.61 

5.66 

6.54 

TAXABLE  EQUIVALENT 

6.36 

6.39 

7.14 

7.17 

LONG-TERM  AA  INDUSTRIALS 

6.30 

6.34 

7.05 

INSURED  REVENUE  BONDS 

4.54 

4.57 

5.15 

5.18 

LONG-TERM  BBB  INDUSTRIALS  6.82 

6.83 

7.41 

PERCENT  OF  TREASURIES 

84.22 

84.10 

91.76 

91.44 

LONG-TERM  AA  TELEPHONES 

6.60 

6.65 

7.33 

TAXABLE  EQUIVALENT 

6.58 

6.62 

7.46 

7.51 

AL  FUNDS 


:i  U  S  Diversitied  ffiS  All  Equity 

I  II  turn        52-week  total  return 
  3    I   24 


EQUITY  FUNDS 
Leaders 

Four-week  total  return 


% 


Laggards 

Four-week  total  return  % 


ProFunds  UltraBear  Investor  21.2  Lexington  Troika  Russia 

Potomac  U.S./Short  11.2  Fidelity  Sel.  Energy  Serv. 

Rydex  Ursa  10.6  Rydex  Energy  Svcs.  Inv. 

Comstock  Part.  Cap.  Val.  R  7.7  Guinness  Mainland  China 

Prudent  Bear  7.5  Wright  EquiFd. -Mexico 


Leaders 

S2-week  total  return 


% 


Laggards 

52-week  total  return 


-28.5 
-26.0 
-25.6 
-24.8 
-23.2 

% 


rningstar,  Inc. 


Transamerica  Prem.  Sm.  Co. 
Weitz  Hickory 

Transamerica  Prem.  Agg.  Gr. 
Flag  Investors  Communs.  A 
Scudder  Greater  Europe  Gr. 


53.1  Lexington  Troika  Russia  -76.3 

53.0  Montgomery  Emerg.  Asia  R  -71.7 

46.8  Lex.  Crosby  Sm.  Cap  Asia  -71.2 

41.6  Guinness  FIgt.  Asia  Sm.  Cap -69.9 

39.5  Matthews  Korea  I  -69.0 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


International  Hybrid 
Domestic  Hybrid 
Utilities 
lapan 

Technology 
Leaders 

52-week  total  return 


-4.9  Latin  America 

-5.5  Diversified  Emerging  Mkts. 

-5.7  Natural  Resources 

-5.8  Precious  Metals 

-7.2  Financial 


% 


Laggards 

52-week  total  return 


-18.9 
-14.9 
-14.5 
-13.9 
-13.4 

% 


Communications  24.4  Pacific/Asia  ex-Japan  -59.0 

Europe  18.9  Diversified  Pacific/Asia  ^5.0 

Utilities  18.0  Precious  Metals  ^3.3 

Large-cap  Growth  16.1  Diversified  Emerging  Mkts.  -41.4 

Financial  16.0  Latin  America  -36.3 


as  of  market  close  Wednesday,  Aug.  12,  1998,  unless  ottierwise  indicated.  Industry  ey  flow  analysis,  and  nnutual  fund  returns  are  as  of  Aug,  11.  For  a  more  detailed  explanation,  write 
Jde  S&P  500  companies  only   Fundamentals,  tectinical  indicators,  Bloomberg  mon-     to  us  or  E-mail  figures@businessweek.com,  NA=Not  available  "Vanguard  Index  500  Fund 
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Editorials 


THE  INNOVATIVE  SOCIETY 


Consider  this:  An  era  of  new  technology,  high  produc- 
tivity, fast  gi-owth,  low  inflation,  great  wealth — and  tu- 
multuous economic  change,  with  stock  market  crashes 
and  unexpected  recessions  around  the  globe.  Sound  like  to- 
day's '90s?  How  about  the  enth-e  century  between  1870  and 
1970?  The  bi'oad  sweep  of  modem  economic  history  has  been 
one  of  innovation  and  creative  destmction.  A  Special  Re- 
port by  BUSINESS  WEEK  shows  that,  for  the  U.  S.,  the  3%-plus 
growth  of  recent  years  is  merely  a  return  to  the  norni,  not  an 
anomaly,  paving  the  way  to  a  21st  Century  Economy  of  prof- 
its and  prosperity.  But  getting  there  will  require  a  rethinking 
of  many  of  the  verities  that  Washington  and  global  policy- 
makers hold  dear.  New  tools  and  iTiles  will  be  needed  in 
the  21st  century,  and  this  is  true  for  individuals  and  compa- 
nies as  well  as  the  nation  as  a  whole. 

The  U.  S.  economy  is  in  the  early  stages  of  a  powerful  new 
wave  of  innovation,  not  the  later  stages  of  maturity.  Infor- 
mation technology  already  spawns  nearly  a  third  of  all 
growth.  Biotechnology,  the  next  big  thing,  is  starting  to  roll 
out  new  products.  Nanotechnology  is  poised  to  create  a  new 
generation  of  miniaturized  consumer  electronics  early  in  the 
next  decade.  The  innovation  pipeline  is  full  of  breakthroughs. 

The  very  process  of  production  is  being  revolutionized. 
Viitual  integi'ation  is  quickly  replacing  vertical  integi'ation  as 
corporations  use  the  Net  to  stitch  together  a  seamless  web  of 
global  suppliers,  manufacturers,  distributors,  and  customers. 
Take  the  amazing  PalmPilot.  The  idea  originated  in  a  tiny 
software  company.  Palm  Computing,  now  ovraed  by  3COM. 
Palo  Alto  Design  Group  in  California  designed  the  product 
and  had  the  parts  manufactured  in  Taiwan.  Flextronics,  a  sub- 
contractor, assembled  the  parts  in  Singapore.  A  brilhant  new 
product,  from  the  minds  of  young  software  winters,  on  sale  in 
less  than  a  year  from  conception:  It  is  a  saga  of  technological 
brilliance,  risk-taking  grit,  and  global  teamwork. 

It  is  a  quintessentially  American  stoiy.  Indeed,  an  innova- 
tive, fast-paced  economy  plays  to  America's  cultural  strengths. 
Flexibility,  creativity,  and  optimism  come  naturally  to  an  im- 
migi'ant  society  with  a  frontier  histoiy,  where  "new"  is  better 
than  "old,"  taking  chances  is  valued  ovei-  playing  it  safe,  and 
making  money  is  deemed  superior  to  inheriting  it. 

RISE  AND  FALL  OF  NATIONS  

There  is,  however,  a  price  to  be  paid.  History  shows  that  a 
high-productivity,  fast-gi'owth  economy  is  prone  to  greater,  not 
fewer,  shocks.  Nations  can  rise  and  fall  as  they  try  to  adapt  to 
new  technologies.  It  may  be  that  Japan's  unexpected  decline 
was  the  first  example  of  a  major  industrial  country  unable  to 
adapt  to  information-age  technologies,  turning  instead  to  a 
beggai--thy-neighbor  policy  of  currency  devaluation  that  helped 
trigger  the  collapse  of  Asian  prosperity.  And  the  ultimate  suc- 
cess of  European  unification  may  well  depend  on  Europe's 
ability  to  integrate  technology  across  its  borders. 

One  thing  is  certain.  An  innovation-led  economy  requires 


new  policies  and  new  politics.  Traditional  liberal  or  conse 
ative  solutions  to  problems  based  on  an  industrial-era  pa 
digm  won't  work.  The  real  political  split  today  in  the  U.  S 
between  innovation  optimists  who  see  an  exuberant,  fa 
gi-owing  nation  actively  bestriding  the  global  scene,  and  th 
who  subscribe  to  a  cramped  view  of  the  economy's  potent 
and  the  role  the  countiy  should  play  around  the  world,  j 

BOOST  TRADE.  TRIM  TAXES  

This  is  what  is  needed  to  promote  a  pro-innovation  grov 
strategy  for  the  U.  S.  in  the  21st  centuiy: 

•  TAXES.  Less  is  more.  People  must  retain  the  rewards 
their  work  and  risk.  Tax  cuts  should  be  focused  on  creat 
wealth.  That  means  marginal  tax  rates  should  be  cut  in  p: 
erence  to  rewarding  core  constituencies.  As  for  the  Net 
should  remain  totally  tax-fi-es  for  as  long  as  possible. 

•  REGULATION.  Less  and  more  ai'e  both  needed.  Entreprem 
must  be  fi-ee  to  develop  and  sell  products  and  services.  T 
means  cutting  back  the  jungle  of  regs  and  curbing  wild 
giousness.  But  in  the  fi'ontier  spaces  of  the  Net,  just  the 
posite  is  requii'ed.  Rules  must  be  drawn  up  on  a  whole  ra  j 
of  issues,  from  electronic  commerce  to  enci-j^jtion.  Private  I 
izens  get  first  crack,  as  they  did  on  the  Western  frontie;! 
they  fail,  then  the  Texas  Rangers  must  step  in. 

•  EDUCATION.  No  panic  is  called  for  The  same  education 
tem  blamed  for  the  poor  economic  peifonnance  of  the  '80s  ;r\ 
supports  the  exceptional  expansion  of  the  '90s.  Truth  is,  tllr 
are  many  education  systems  in  America.  University  edui 

is  the  best  in  the  world.  Suburban  schools  ai-e  generally 
Urban  private  schools  are  good  to  exceptional.  Only  ui 
public  schools  ai'e  in  serious  trouble.  The  solutions  are  ob\  i 
national  standai'ds,  chaiter  schools,  more  money,  and,  if  u: 
public  schools  still  don't  work,  vouchers.  Period. 

•  TRADE.  An  open,  vibrant,  global  economy  is  critical.  Rif^ 
real  wages  and  low  unemployment  prove  it.  Pass  fast-titi 
But  strongly  insist  that  overseas  coimtries  open  their  nv 

if  they  want  to  sell  in  the  U.  S. 

•  IMMIGRATION.  It's  the  lifeblood  of  innovation  and  entn 
neurship.  Shift  to  a  system  favoring  education  instea 
family  ties.  Raise  temporaiy  high-tech  visa  quotas. 

•  RESEARCH.  Spend  more  on  basic  research  in  universU 
and  increase  support  for  students  in  engineering  and  scieie 

•  SAFETY  NET.  It's  a  high-risk  society.  Faster  gi'owth  ar 
budget  surplus  will  save  Social  Security  and  Medican 
medical  insurance  for  all  and  portable  pensions  need  wi 

Above  all,  the  U.  S.  must  recognize  that  an  innovatioitfi 
global  economy  cannot  prosper  without  sweeping  reform  (ji 
ternational  financial  institutions.  Today  the  IMF  is  acting  il 
the  Fed  of  the  1930s — mistakenly  tightening  into  a  ci 
tionaiy  recession,  threatening  a  global  credit  crunch.  Th;: 
precisely  what  turned  the  1930s  into  an  economic  nightr* 
As  the  global  economy  moves  into  the  21st  century, 
the  one  mistake  that  rnUst  be  avoided  at  all  costs. 
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iw  Clarify  helps  this  man  stay  on  top  of  payday 

for  22  million  people. 


Howard  Koenig,  Corporate  VP  of  Operations  S  Client  Services,  ADP 


fx  T" 


The  New  Chrysler  Town  &  Country  H 

We  made  it  I 

exceptionally  quiet.  I 

However,  it  still  I 

produces  an  I 

occasional  buzz.  I 


"America's 
Most  Appealing  Minivan' 
Two  Years  In  A  Row. 

—  J  D  Power  and  Associates 


Tlie  Ctirysler  Town  &  Country,  for  the  secorf 
in  a  row,  has  been  honored  with  J.D.  Powjj 
Associates'  prestigious  APEAL  award.  In  theif| 
study,  Town  &  Country  tied  as  "America'l 

.  9 


APEAL  Study— A'.i*cf-o"..^'r  "^^r-ort-  -jnce-  £"*"-(" Ljiiori  ■icid  L^-ryoui  brudv  '  Se-'jn-eni  Compact  van  Stud,'  Cased  on  a  lotai  o'  29  187  consurrier  responi^- 


